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TREASURY,  POSTAL  SERVICE,  AND  GENERAL  GOVERN- 
MENT APPROPRIATIONS  FOR  FISCAL  YEAR  1974 

Monday,  March  5,  1973. 

DEPARTMENT  OF  THE  TREASURY 

TESTIMONY   OF  THE   SECRETARY 

WITNESSES 

HON.    GEORGE   P.    SHULTZ,   SECBETARY  OF   THE  TREASURY 

HON.    WILLIAM  E.    SIMON,   DEPUTY  SECRETARY 

HON.  EDWARD  L.  MORGAN,  ASSISTANT  SECRETARY  FOR  ENFORCE- 
MENT,  TARIFF  AND  TRADE  AFFAIRS,  AND   OPERATIONS 

HON.  WARREN  F.  BRECHT,  ASSISTANT  SECRETARY  FOR  ADMIN- 
ISTRATION 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND 
FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  today  to  begin  the  hearings  on  the  1974 
fiscal  year  budget  request  for  the  Treasury  Department,  Postal  Serv- 
ice, and  general  government.  Today  we  take  up  the  request  for  the 
Department  of  the  Treasury.  We  are  very  pleased  to  have  the  Secre- 
tary of  the  Treasury,  Mr.  Shultz,  with  us  today,  and  his  top  associates 
On  behalf  of  the  committee,  Mr.  Secretary,  I  want  to  extend  you  a 
warm  and  cordial  welcome,  and  tell  you  we  are  happy  that  we  have  a 
little  bit  more  breathing  space  today  in  which  to  hold  our  hearing  than 
has  been  true  in  the  past.  Hopefully  we  can  keep  the  area  a  little 
fresher  than  we  have  been  able  to  previously. 

We  will  have  some  questions  as  we  go  along,  but  I  understand  you 
have  a  prepared  statement.  It  would  be  my  suggestion  that  you  iden- 
tify your  associates  for  the  record.  Then  you  may  proceed  with  your 
general  statement.  Then  we  will  have  questions. 

Mr.  RoBisoN.  Before  he  does  that,  if  you  will  yield,  Mr.  Chairman, 
I  would  like  to  join  with  you  in  welcoming  Mr.  Shultz  before  our 
subcommittee  again.  He  has  become  an  old  friend  of  ours,  although 
we  never  quite  know  what  "hat"  he  is  going  to  wear  the  next  time 
he  appears  before  us.  I  hope  the  hat  he  now  wears  will  be  the  one  he 
wears  for  some  time. 

Mr.  Steed.  Mr.  Secretary. 

Secretary  Shultz.  Thank  you,  Mr.  Chairman  and  Mr.  Robison. 
I  appreciate  your  comments  and  I  am  very  pleased  to  have  a  chance 
to  appear  again  before  this  distinguished  committee.  As  Mr.  Robison 
noted,  as  I  have  moved  around,  at  least  recently,  I  have  always  taken 
care  to  stay  within  the  jurisdiction  of  this  committee. 
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I  would  like  to  identify  my  associates.  This  is  Mr.  William  Simon, 
the  Deputy  Secretary  of  the  Treasury,  Mr.  Warren  Brecht,  Assistant 
Secretary  for  Administration,  Mr.  Edward  Morgan,  the  Assistant 
Secretary  for  Enforcement  and  Mr.  Edward  Widmayer,  the  Budget 
Officer  of  the  Department.  We  have  all  worked  hard  on  this  budget 
and  various  aspects  of  it,  as  have  many  others  in  the  Treasury,  and 
I  am  privileged  to  have  them  associated  with  me,  not  only  here,  but  in 
our  continuing  work. 

This  budget  reflects  our  comprehensive  efforts  to  screen  and  hold 
down  budget  expenditures  while  at  the  same  time  recognizing  that 
the  growth  of  the  Nation — both  in  population  and  in  the  economy — 
presents  almost  irresistible  requirements  for  additional  Treasury  serv- 
ices. Each  year  the  Nation's  growth  adds  greater  numbers  of  taxpayers 
and  a  greater  number  of  higher  income  and  more  complex  returns,  in- 
creased numbers  of  travelers  cross  our  borders,  and  we  experience  new 
volumes  and  varieties  of  imports.  All  of  these  must  be  dealt  with 
promptly  and  equitably  in  accordance  with  the  laws.  In  addition,  there 
is  more  business  activity  requiring  more  currency,  coins,  and  stamps. 
Unfortunately,  too,  there  are  more  counterfeiters,  forgers,  smugglers, 
tax  evaders,  and  other  law  violators.  The  Social  Security  Amendments 
of  1972,  which  provide  for  additional  Federal  assistance  to  the  aged, 
blind,  and  disabled,  place  correspondingly  greater  requirements  on 
the  Treasury  for  si^ificant  increased  volumes  of  check  issues,  check 
paj^ments,  and  securities  transactions.  This  budget  has  been  carefully 
designed  and  balanced  to  meet  these  increasing  mandatory  workloads 
and  at  the  same  time  to  provide  much  needed  strengthening  to  the 
revenue  operations  of  both  the  Internal  Revenue  Service  and  Cus- 
toms. 

Since  you  will  examine  bureau  witnesses  in  detail  at  a  later  date, 
I  will  only  present  brief  general  remarks  and  provide  as  an  addendum 
to  my  statement  more  detailed  comments  on  each  bureau's  request. 

General  Statement 

fiscal  tear  19  74 

The  appropriation  request  for  the  regular  annual  operating  ap- 
propriations of  the  Department  is  $1,776  billion — $79.2  million  above 
the  authorized  level  for  1973. 

^  I  have  for  the  record  our  usual  table  showing  in  detail  the  deriva- 
tion of  the  "proposed  authorization  level  for  1973"  [table  1] .  I  also  have 
a  table  comparing  the  fiscal  year  1974  request  for  each  appropriation 
with  the  1973  authorized  level  [table  2],  and  a  table  showing  "man- 
year"  or  average  position  requirements  [table  3]. 

FISCAL   TEAR    19  74    INCREASES 

Most  of  the  budget  year  increases  are  for  the  Internal  Revenue 
Service,  the  Bureau  of  Customs,  the  Fiscal  Service  Bureaus,  and  con- 
struction of  the  Federal  Law  Enforcement  Training  Center. 

INTERNAL   REVENUE   SERVICE 

The  budget  request  for  the  Internal  Revenue  Service  is  $1,189  billion. 
Requested  increases  of  $104  million  are  substantially  offset  by  nonre- 
curring costs — chiefly  the  economic  stabilization  program — leaving 


a  net  proposed  increase  of  $41.8  million  over  the  1973  level.  New  funds 
are  needed  for  IRS's  frontline  programs  which  will  provide  taxpayer 
assistance  in  the  preparation  and  filing  of  their  returns  and  strive 
to  achieve  greater  compliance  with  tax  laws  by  strengthening  the 
audit  activity.  The  increased  workload  for  the  processing  of  2i/^  mil- 
lion additional  tax  returns,  117  million  in  all,  is  expected  to  be  met 
solely  through  increased  productivity. 

As  part  of  the  effort  to  increase  the  availability  and  responsive- 
ness of  IRS  to  taxpayers'  needs,  we  plan  for  the  extension  nationwide 
of  Centiphone  (a  system  providing  taxpayers  toll-free  telephone  ac- 
cess to  the  nearest  IRS  offices  staffed  to  help  them) . 

That  is  in  place  in  a  good  part  of  the  country,  but  not  completely. 
We  hope  to  complete  it.  We  plan  to  keep  many  IRS  oflfices  around 
the  country  open  evenings  and  Saturdays  during  the  filing  season. 
Taxpayer  service  is  not  being  expanded  to  the  point  where  it  rep- 
resents competition  with  the  returns  preparation  industry,  but  to  a 
point  where  the  IRS  can  effectively  meet  legitimate  taxpayer  requests 
for  information  and  assistance. 

Most  of  the  additional  manpower  requested  for  IRS  will  be  de- 
voted to  increasing  the  audit  of  tax  returns,  the  number  of  fraud  in- 
vestigations, and  to  more  intensive  efforts  to  collect  delinquent  taxes. 
For  several  years  now  audit  coverage  has  decreased  to  the  point  where 
literally  billions  of  tax  dollars  are  going  unreported  and  unrecover- 
ed.  As  a  result  our  voluntary  tax  system  has  deteriorated. 

I  am  sure  Mr.  Walters  will  want  to  present  detailed  information  on 
that.  That  worries  us  a  great  deal. 

This  estimate  represents  an  important  step  toward  reversing  the 
current  trend.  Moreover,  it  would  result  in  additional  tax  recommen- 
dations, aggregating  about  $250  million.  More  important,  though,  is 
its  potential  influence  toward  fostering  higher  voluntary  compliance. 


BUREAU   OF   CUSTOMS 


The  budget  request  for  Customs  is  $236.4  million,  up  $24.7  million 
over  the  1973  level.  Most  of  Customs  increase  will  be  needed  to  meet 
the  unprecedented  expansion  in  international  travel  and  trade.  Dur- 
ing fiscal  year  1972,  for  example,  commercial  aircraft  passengers  ar- 
riving from  foreign  ports  increased  over  18  percent.  Customs  pro- 
cessed over  236  million  persons  through  our  ports  of  entry  last  year— 
an  increase  that  represents  almost  5  million  people.  And  during  this 
same  period,  invoices  of  foreign  importations  increased  by  14  percent, 
resulting  in  increased  collections  of  more  than  $725  million — from 
nearly  $3.5  billion  in  1971  to  almost  $4.2  billion  in  1972.  We  are  con- 
tinually improving  our  collection  and  enforcement  procedures  to  cope 
with  this  annual  growth. 

This  budget  also  provides  for  the  staffing  for  a  permanent  anti- 
fraud  program.  This  will  be  a  new  enforcement  effort,  oriented  to- 
ward team  examination  of  cargo  to  determine  if  an  invoice  is  fraudu- 
lent as  to  quantity,  identity,  or  value,  and  to  search  for  smuggled  or 
undeclared  items.  While  the  vast  majority  of  importers  comply  with 
tariff  laws,  the  increase  in  trade  has  brought  about  a  sharp  increase 
in  the  incidence  of  attempted  frauds.  Present  examination  and  in- 


vestigative  methods  are  restricted  by  limited  manpower.  Commis- 
sioner Acree  will  go  into  the  details  of  the  intensified  reviews  made 
in  1972  and  the  revisions  that  were  made  in  the  Customs  entry  re- 
trieval system  that  now  makes  this  a  practical  enforcement  and  rev- 
enue-producing program. 

We  have  also  included  funds  to  continue  expansion  of  our  air  and  sea 
intrusion  program  to  strengthen  Customs  efforts  at  detecting  and 
apprehending  smuggler  aircraft  and  vessels.  As  you  recall  from  our 
presentations  in  previous  years,  this  program  includes  the  use  of  sensor 
equipped  aircraft  and  boats,  ground  radar,  sonobuoys,  and  sensors.  The 
proposed  expansion  of  this  program,  which  is  still  only  partially  im- 
plemented, will  further  control  access  across  the  southern  border. 

Customs  is  also  asking  for  modest  increases  to  expand  the  detector 
dog  program.  The  Bureau  has  been  highly  successful  in  its  use  of 
trained  dogs  for  screening  mail  parcels,  vehicles,  and  cargo.  From  the 
beginning  of  the  program  in  April  1970  through  December  of  last  year, 
the  seizures  of  34,000  pounds  of  marijuana,  4,000  pounds  of  hashhish, 
and  16  pounds  of  heroin  at  a  street  price  of  a  quarter  of  a  million 
dollars  a  pound,  can  be  directly  attributed  to  the  dog  program.  The 
training  of  dogs  to  detect  hard  drugs  has  been  a  breakthrough.  About 
50  percent  of  our  dogs  presently  being  trained  have  the  capability  of 
sniffing  out  heroin  and  cocaine. 


FISCAL    SERVICE    BUREAU 


Turning  now  to  the  fiscal  service,  the  Bureau  of  Accounts  is  re- 
questing $71.1  million,  an  increase  of  $7.8  million  over  the  1973  level. 
This  increase  is  entirely  for  uncontrollable  rises  in  Avorkloads.  The 
central  disbursing  activity  of  the  Bureau  will  issue  581  million  checks 
in  1974 — 61  million  more  than  in  1973.  Over  60  percent  of  the  total 
increase  in  cost  for  this  work  is  for  the  postage  that  will  be  paid  to  the 
U.S.  Postal  Service. 

The  largest  part  of  the  increased  volume  is  for  the  45  million  checks 
to  be  mailed  to  the  aged,  blind,  and  disabled  as  provided  by  the  Social 
Security  Amendments  of  1972.  Sixteen  million  items  are  for  the 
normal  annual  increments  in  check  issues  to  be  made  for  social  se- 
curity, veterans,  tax  refunds,  and  for  salaries  and  vendors'  vouchers 
for  the  various  agencies. 

As  you  know,  we  have  to  process  this  kind  of  workload  twice.  After 
the  Bureau  of  Accounts  issues  the  checks,  the  Office  of  the  Treasurer 
must  pay  and  reconcile  check  payments  with  the  check  issue  registers 
as  they  return  from  the  public.  The  office  will  also  process  an  estimated 
770,000  claims  for  lost,  stolen,  and  forged  checks.  An  increase  of  $1.4 
million,  from  $11.3  to  $12.7  million,  is  requested  for  this  Bureau  in 
this  budget. 

Since  the  Government  must  provide  a  proper  cash  flow  for  these 
check  payments,  our  third  fiscal  service  bureau  is  brought  into  play — 
the  Bureau  of  Public  Debt.  The  request  for  "Administering  the  Public 
Debt"  is  $79.4  million,  an  increase  of  $5.4  million  above  the  authorized 
level  for  1973.  The  growth  in  the  size  of  the  public  debt  and  in  the 
number  and  complexity  of  transactions  in  Treasury  securities  keeps  the 
workload  of  this  Bureau  at  a  high  level.  There  are  now  about  585  mil- 
lion individual  Treasury  securities  outstanding.  Issues  and  retirements 


in  fiscal  year  1975  will  involve  about  283.4  million  of  these  securities— 
a  rise  of  10.3  million  over  the  anticipated  volume  for  fiscal  year  1973. 
Our  major  items  of  additional  expense  involve  reimbursements  to  the 
Federal  Keserv^e  Banks  for  their  services  as  fiscal  agents  and  to  reim- 
bursing paying  agents  for  redeeming  savings  bonds. 

FEDERAL    LAW    ENFORCEMENT    TRAINING    CENTER 

The  appropriation  request  for  constiniction  of  the  Federal  Law  En- 
forcement Training  Center  is  $6  million.  This  increment  would  bring 
total  funds  appropriated  to  the  center  of  $33  million.  The  remaining 
requirements  to  complete  funding— $17.9  million— will  be  requested 
in  subsequent  fiscal  years.  The  outdoor  firing  ranges,  the  motorcade 
training  area,  and  the  special  training  building  are  now  complete  and 
in  operation.  The  construction  manager  for  the  project  is  now  develop- 
ing the  entire  project  desi^  and  construction  schedule.  It  is  our  plan 
and  hope  that  the  center  will  be  totally  operational  early  in  1976. 

REDUCTIONS 

There  are  some  major  dollar  reductions  below  the  1973  level  that 
I  have  not  mentioned.  I  refer  specifically  to  funds  for  design  and  engi- 
neering for  mint  construction  and  funds  for  additional  capitalization 
of  the  Bureau  of  Engraving  and  Printing  Fund  for  equipment  mod- 
ernization. Amounts  for  these  purposes  were  provided  m  1973  but  are 
not  requested  again  in  1974. 

Also,  the  Bureau  of  Alcohol,  Tobacco,  and  Firearms  shows  a  reduc- 
tion of  $2.5  million.  This  reduction  is  not  an  indication  of  our  lack  of 
interest  in  the  highly  essential  functions  performed  by  this  new  bu- 
reau, but  it  reflects  our  intention  to  study  its  activities  and  responsibili- 
ties carefully  during  1974.  The  Bureau  was  established  July  1,  1972, 
from  activities  formerly  conducted  by  the  Internal  Revenue  Service. 
It  is  responsible  for  the  enforcement  of  the  laws  designed  to  regulate 
and  curtail  illicit  activities  relating  to  distilled  spirits,  beer,  wine, 
manufactured  tobacco  products,  firearms,  and  explosives. 

ENVIRONMENTAL   FINANCING  AUTHORITY 

In  addition  to  the  funding  of  our  operating  appropriations  we  are 
also  requesting  $100  million  to  advance  funds,  repayable  with  interest, 
for  initial  capital  of  the  Environmental  Financing  Authority.  This 
new  fund  was  created  by  Public  Law  92-500,  The  Federal  Water 
Pollution  Control  Act  Amendments  of  1972. 

The  $100  million — plus  $200  million  requested  for  borrowing  au- 
thority— will  be  used  to  purchase  obligations  issued  by  States  or 
local  public  bodies  to  finance  the  non-Federal  share  of  the  cost  of  any 
project  for  the  construction  of  waste  treatment  works.  The  purpose 
of  the  Authority  is  to  assure  that  no  public  body  is  unable  to  carry  out 
an  approved  project  because  of  inability  to  borrow  the  necessary  funds 
on  reasonable  terms.  Their  obligations  will  be  purchased  only  after 
the  Administrator  of  the  Environmental  Protection  Agency  has  cer- 
tified that  the  public  body  is  unable  to  obtain  sufficient  credit  on  rea- 
sonable terms,  that  the  project  is  eligible  under  the  Federal  Water 
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Pollution  Control  Act,  and  has  guaranteed  timely  payment  of  prin- 
cipal and  interest  on  the  obligations. 

Bureau  witnesses  are  prepared  to  explain  their  program  in  detail 
when  they  appear  before  you.  This  completes  my  comments  on  the 
Department  and  on  the  1974  estimates.  The  tables  and  the  addendum 
are  here  for  the  record.  I  will  be  glad  to  respond  to  any  questions. 

I  may  ask  some  of  my  associates  with  me  to  do  so. 

Mr.  Steed.  Without  objections,  the  tables  and  the  remainder  of  the 
addendum  to  the  Secretary's  statement  will  be  made  a  part  of  the 
record  at  this  point. 

[The  information  follows :] 


Table  1 

DEPARTMENT   OF  THE  TREASURY 
Derivation  of   "Proposed  Authorized  Level  for  1973" 

1973  Appropriations    (P.L.    92-351)  $1,571,018,000 

Supplemental  Appropriations   enacted  by 
Congress    (P.L.    92-607): 

Office   of  the  Secretary  3,800,000 

Bureau  of  Customs  2,700,000 

Internal  Revenue  Service,    Compliance  4,500,000 

Total  Appropriations   enacted  by   Congress  1,682,018,000 

Pending  Supplementals : 

Bureau  of  Accounts  1,100,000 

Internal  Revenue  Service  12,539,000 

U.S.   Secret   Service  1,825,000 

Transfer  to  National  Archives   from  IRS 

for   early  records  retirement  -753  ,000 

Proposed  Authorized  Level   for  1973  $1,696,729,000 


730038 

February   2,    1973 


Table  2 


DEPARTMENT  OF  THE  TREASURY 


Annual  Appropriations  for  Treasury  Department  for  1973 

and  Estimated  Requirements  for  1971 

(In  Millions  of  Dollars) 


Regular  Operating  Appropriations: 

Office  of  the  Secretary 

"ederal  Law  Enforcement  Training  Center: 
Salaries  and  Expenses 
Construction 

Bureau  of  Accounts : 
Salaries  and  Expenses 
Government  Losses  in  Shipment 

Bureau-  of  Alcohol,  Tobacco  and  Firearms 

Bureau  of  Customs 

Bureau  of  Engraving  and  Printing 

Bureau  of  the  Mint : 
Salaries  and  Expenses 
Construction  of  Mint  Facilities 

Bureau  of  the  Public  Debt 

Internal  Revenue  Service: 
Salaries  and  Expenses 

Accounts,  Collection  and  Taxpayer  Service 
Compliance 

Total,  Internal  Revenue  Service 

Office  of  the  Treasurer,  U.S.: 
Salaries  and  Expenses 
Check  Forgery  Insurance  Fund 

U.S.  Secret  Service 

TOTAL,  Regular  Operating  Appropriations 


1973 

Proposed 

Authorized 


Leveli 


1/ 


15.3 


2.0 


1971 

Budget 

Estimates 


17.0 


2.2 

6.0 


63.3 
.3 

71.1 
.8 

75.5 

73.0 

211.7 

235.1 

3.0 

~ 

■      21.0 
2,0 

21.5 

71.0  , 

79.1 

31.7 

517.0 

595.1 

1,117.0 

31.7 

531.7 

622.1 

1,188.8 

11.3 
1.8 

12.7 

61.5 

61.0 

Increase 

or 
Decrease 

f-1 


.7 


1,695.7 


1,775.9 


.2 

6,0 


.5 
-2,5 
21.7 
-3.0 


,5 
-2.0 


5.1 


11.7 
27.1 
11.8 


1.1 
-1.8 


-.5 
79.2 


NOTE:  Amounts  are  rounded  and  do  not  add  to  total 

1/  Does  not  include  pay  increases  authorized  by  Executive  Order  11691, 
effective  January  7,  1973. 

730039 

February   2,    1973 


Table  3 


DEPARTMENT   OF  THE   TREASURY 

Conparative  Statement   of  Average  Positions 
Fiscal  Years  1973   and  1974 
(Direct  Appropriations  Only) 


Regular  Annual  Operating  Appropriations: 

Office  of  the  Secretary 

Federal  Law  Enforcement  Training  Center 

Bureau  of  Accounts 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

Bureau  of  Customs 

Bureau  of  the  Mint 

Bureau  of  the  Public  Debt 

"■•ternal  Revenue  Service: 
Salaries   and  Expenses 

Accounts,    Collection  and  Taxpayer   Service 
Compliance 

Total,    Internal  Revenue  Service 

Office  of  the  Treasurer,   U.S. 

U.S.   Secret   Service 


1973 

Authorized 

197  U 

Level 

Estimate 

637 

723 

75 

83 

1,427 

1,540 

3,915 

3,805 

11,715 

12,661 

1,513 

1,554 

2,178 

2,467 

1,719 

1,667 

38,524 

38,222 

32,657 

34_,_561 

72,900 

74,450 

891 

948 

2,817 

2,817 

Increase  or 

Decrease    (-) 

over   1973 


86 

8 

113 

-110 

916 

41 

-11 


-52 

-302 

1,904 

1,550 

57 


TOTAL,    Regular  Annual  Operating  Appropriations        98,398  101,048 


2,650 


730040.1 
March  6,  1973 
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ADDENDUM 

BUREAU  STATEMENTS 

OFFICE  OF  THE  SECRETARY 

The  estimate  for  the  Office  of  the  Secretary  is  $17  million 
and  723  average  positions.   The  estimate  is  a  net  increase  of 
$700  thousand  and  86  average  positions  over  the  proposed  authorized 
level  for  1973. 

The  Office  of  the  Secretary's  functions  are  directly  related 
to  the  responsibilities  of  the  Secretary  of  the  Treasury  as  a 
major  policy  advisor  to  the  President.   This  Office  has  the  primary 
responsibility  for  formulating  domestic  and  international  financial, 
tax  and  fiscal,  and  monetary  policies  as  well  as  the  direction  and 
administration  of  the  Department,  supervision  of  legal  and  enforce- 
ment activities  and  the  operation  and  maintenance  of  t\TO  buildings. 

A  total  of  61  new  positions  (52  man-years)  are  proposed  to 
provide  professional  and  clerical  assistance  in  several  offices. 
Almost  half  of  this  increase  is  for  the  Office  of  Revenue  Sharing  — 
29  positions  and  $718  thousand  —  in  the  further  implementation  of 
the  State  and  Local  Fiscal  Assistance  Act  of  1972.   Administering 
this  Act,  which  covers  39,000  state  and  local  governments,  involves 
a  variety  of  exceedingly  complex  responsibilities  and  functions, 
including:   control,  verification,  and  analysis  of  data  used  for 
applying  revenue  sharing  formulas;  development  and  issuance  of 
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regulations;  adjudication  of  disputes  over  amounts  of  allocations 
and  purposes  of  expenditures;  on-site  audits  and  review  of  audit 
reports  on  local  government  expenditures.  The  legal  workload 
includes  promulgating  revenue  sharing  regulations  and  responding 
to  or  resolving  a  multitude  of  legal  questions  and  problems. 

The  remaining  32  positions,  costing  $524  thousand,  are  to 
provide  adequate  and  competent  staff  support  required  for  the 
enormous  amount  of  policy  study,  formulation  and  control  operations 
performed  by  the  Office  of  the  Secretary.   These  are  described  and 
justified  in  more  detail  in  the  submission  covering  the  entire 
Office  of  the  Secretary. 
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CONSOLIDATED   FEDERAL  LAW  ENFORCEMENT  TRAINING  CENTER 
Salaries  and  Expenses 

The  appropriation  request  for  this   interagency  training  center  for 
the   fiscal  year  1974  is  $2.2  million,  an  increase  of  $200,000  over  the 
proposed  authorized  level  for  1973. 

The  training  center  now  has   two  regular  operating  units,   the 
Criminal  Investigator  School,  previously  called  the  Treasury   Law  Enforce - 
School,   and  the  Basic  Police  School.      The  Criminal  Investigator  School 
conducts  a  6-1/2-week  basic  training  program  in  criminal  investigation 
and  enforcement  law  for  new  agents   of  the   five  Treasury  enforcement 
agencies.      In  fiscal  year  1973  the  school  added  training  of  Department 
of  State  Security  Agents,   Bureau  of  Indian  Affairs   Investigators,   Sports 
Fisheries   and  Wildlife  Game  Management  Agents   and  Commercial  Fisheries 
Agents.      The  expected  student  load  in  FY-1973   is  1,253.      In  FY-197i|  the 
Postal  Service  Inspectors  will  be  added. 

At  the  beginning  of  FY-197  3   the  Basic  Police  School  started  to  train 
U.   S.   Park  Rangers,  U.    S.    Park  Police,   Executive  Protective  Service 
officers.   Bureau  of  Indian  Affairs  Police,   Sports  Fisheries   and  Wildlife 
Vistor  Protection  Specialists   and  Smithsonian  Zoo  Police.      Arrangements 
were  made  to  train  Deputy  U.    S.   Marshals  during  FY-73,   although  originally 
the  schedule  was   for  the  deputy  marshals  to  enter  the  program  in  FY-74. 
FAA  airport  police  are.  also  trained  when  space   is   available.      The  Center 
anticipates   the  training  of  i+M-8  students   in  the  basic  police   course 
during  fiscal  year  197  3. 

During  FY-1974  work  to^^;ards   the  development  of  the  curriculum  for 
the  Consolidated  Training  Center  will  continue.      During  FY-1971  and  197  2 
most  of  the   course  development  work  was  handled  by  contracts.      In  FY-197  3 
the  Center  increased  its   staff  to  handle  more   of  this  work  in-house,   and 
plans  are  to  continue   to  increase   this  capability   in  FY-1971+. 
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Construction  of  the  Beltsvllle  Facility 

At  the  end  of  FY-1972  construction  funds  of  $3.6  million  had  been 
obligated  from  the  Center's  appropriation  for  the  Beltsvllle  facility 
and  the  Government  had  total  obligations  from  all  sources  that  date 
of  $5.3  million. 

The  outdoor  firing  ranges ,  Motorcade  Training  Area  and  the 
Special  Training  Building,  now  complete  and  operational,  are  being 
used  for  training. 

A  law  suit  filed  by  the  Maryland  National  Capital  Park  and 
Planning  Comnission  and  the  District  Council  for  Prince  Georges  County, 
alleged  that  the  Environmental  Statement  previously  filed  did  not  comply 
with  the  provisions  of  the  Environmental  Protection  Act.   A  new 
Environmental  Impact  Statement  has  been  prepared  and  submitted  to  the 
Council  on  Environmental  Quality.  The  law  suit-  is  still  being  contested 
but  we  feel  certain  that  it  can  be  resolved  shortly. 

The  Construction  Manager  for  the  project  is  now  developing  the 
entire  project  design  and  construction  schedule.   Current  plans  are 
that  the  construction  of  the  balance  of  the  facility  will  begin  this 
year.  This  would  make  the  facilities  totally  operational  early  in 
1976.   . 

The  Center's  1974-  construction  appropriation  request  is  for 
$6  million.  This  would  bring  total  funds  appropriated  for  the  Center 
to  $33  million  allowing  the  Center  to  continue  construction  of  the 
facilities.   $17.9  million,  which  would  complete  funding,  will  be 
requested  in  a  later  fiscal  year  when  they  are  required. 
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BUREAU  OF  ACCOUNTS 

Salaries  and  Expenses  Appropriation 

The  1974  estimate  for  the  Bureau  of  Accounts  is  $71.1  million  --  a  net 
increase  of  $7.8  million  above  the  1973  level.  This  increase  is  entirely  for 
uncontrollable  rises  in  workloads.   Over  60%  ($4.7  million)  is  for  postage  on 
increased  check  volume  for  social  security  and  other  benefit  payments.  The 
central  disbursing  activity  financed  by  this  appropriation  will  issue  581  million 
checks  in  1974  --  61  million  (127.)  above  the  1973  level. 

Of  the  increased  check  workload,  16  million  is  the  normal  annual  increase 
in  existing  programs.   At  the  1972  productivity  rate,  these  16  million  items 
would  require  an  additional  35  man-years.   However,  after  giving  effect  to 
productivity  improvements,  all  manpower  requirements  for  this  normal  workload 
Increase  are  being  absorbed. 

The  rest  of  the  increased  check  volume,  45  million  Items,  is  due  to  the 
Social  Security  Amendments  of  1972,  Public  Law  92-603.   This  law  provides  for 
Federal  assistance  to  the  aged,  blind  and  disabled  --  starting  in  January  1974. 
This  major  new  program  will  Increase  the  monthly  check  issue  output  by  almost 
20%,  starting  at  mid-year,  and  will. require  a  minimum  of  113  man-years  in  1974 
including  start-up  costs  involved  in  systems  development  and  installation. 

The  funding  requirement  for  the  other  four  activities  in  the  Bureau  of 
Accounts  is  only  slightly  over  1973  and  is  required  to  maintain  current  levels 
of  operations. 
Government  Losses  in  Shipment 

This  self  insurance  account  covers  losses  in  shipment  of  government  property 
such  as  coins,  currency,  securities  and  losses  in  connection  with  the  redemption 
of  savings  bonds.  An  appropriation  of  $800  thousand  is  requested  in  1974  to  cover 
these  losses. 
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BUREAU  OF  ALCOHOL,  TOBACCO  AND  FIREARMS 

The  request  of  the  Bureau  of  Alcohol,  Tobacco  and  Firearros  for 
the  fiscal  year  197M-  is  $7  3  million,  a  decrease  of  $2.5  million  from 
the  proposed  authorized  level  for  1973.   The  Bureau's  average  positions 
under  this  request  would  amount  to  3,085,  a  decrease  of  110  from  the 
average  positions  provided  for  in  1973. 

Under  this  request,  the  Bureau  will  carry  out  its  responsibility 
for  the  enforcement  of  the  laws  designed  to  prevent  illicit  activities 
and  to  regulate  lawful  activities  relating  to  distilled  spirits,  beer, 
wine,  manufactured  tobacco  products,  firearms  and  explosives. 

The  regulatory  enforcement  function,  which  is  responsible  for 
administering  the  Internal  Revenue  Code  and  other  laws  pertaining  to 
distilled  spirits,  wine,  beer,  tobacco  products,  firearms  and  explosives, 
will  receive  $23.7  million  of  the  amount  requested.  This  is  a  decrease 
of  $382,000  from  the  prior  year. 

The  criminal  enforcement  function  will  receive  $4-9.1  million  of 
the  requested  amount  to  provide  for  the  enforcement  of  the  Federal 
laws  relating  to  distilled  spirits,  firearms  and  explosives.   The  total 
amount  made  available  for  this  function  is  $2.1  million  below  the  level 
for  1973. 


93-674  O  -  73  -  2 
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BUREAU  OF  CUSTOMS 

The  1974  request  of  the  Bureau  of  Customs  is  $236.4  million,  an  increase  of 
$24.7  million  over  the  authorized  level  of  1973.  Of  this  increase,  $8.2  million 
is  to  maintain  current  levels  of  employment  and  operations,  and  $16.5  million  is 

.  for  progreun  increases.  Of  the  program  increases.  Customs  proposes  to  devote  $8.6 
million  toward  increased  workload,  $1.6  million  toward  productivity  enhancing 
projects,  such  as.  X-ray  screening  of  mail,  detector  dogs,  and  the  automated 
merchandise  processing  system,  $2.5  million  to  strengthen  efforts  against  fraud, 
and  $3.3  million  for  the  air  and  sea  intrusion  program. 

All  major  Customs  workload  indices  increased  in  fiscal  1972.  Commercial 
aircraft  passengers  arriving  from  foreign  ports  increased  over  18  percent.   In 
total  almost  5  million  more  persons  arrived  at  our  land,  sea  and  air  ports  in  1972 
than  in  19711   Invoices  of  foreign  importations  increased  more  than  14  percent. 
These  increases  are  continuing  in  1973  with  conmiercial  aircraft  passengers  and 
invoices  of  foreign  importations  both  up  more  than  8  percent,  and  an  increase  of 
well  over  a  million  persons  crossing  our  land  borders  during  the  first  quarter. 
This  budget  is  an  attempt  to  catch  up  with  ever  increasing  workloads  and  responsibilities 

For  the  first  time  we  are  making  provision  for  a  permanent  anti-fraud  program. 
The  competitive  nature  of  the  import  business  indicates  that  the  potential  for  fraud 
by  importers  importing  identical  merchandize  is  very  high.   In  1972  with  25  man-years 
of  agents  time  and  an  equivalent  amount  of  examination  time,  649  fraud  cases  were 
produced  that  reflected  a  loss  of  revenue  of  almost  $6  million.  Fines  and  penalties 
on  these  cases  would  produce  at  least  an  additional  $12  million,  creating  almost 
$18  million  additional  revenue.   But  present  examination  and  investigation  can  be 
only  piecemeal  due  to  limited  manpower.   Customs  proposes  to  redirect  its  efforts 
from  piecemeal  investigations  to  broad-scale,  high  potential  investigations  of  the 

importing  community. 
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On  the  narcotics  enforcement  side,  we  have  made  positive  gains 
with  sharp  increases  in  the  number  of  seizures,  arrests  and  convictions. 
Despite  this  rise  in  seizures  and  arrests ,  drugs  are  still  readily 
available  in  our  towns  and  cities ,  in  our  schools ,  and  on  our  street 
comers.  However,  there  are  signs  of  progress.  Heroin  is  in  short 
supply  in  several  major  east  coast  cities  -  New  York,  Baltimore  and 
Washington,  D.  C.   Outside  of  our  borders  drug  abuse  has  spread  and 
assumed  serious  proportions  in  industrialized  nations  on  several 
continents.  This,  in  turn,  has  led  to  international  cooperation  on 
an  unprecedented  scale.  Yet,  we  cannot  claim  that  we  have  the  situation 
under  control.   Therefore,  Customs  is  requesting  $3.3  million  to  expand 
its  air  and  sea  intrusion  program  to  strengthen  our  efforts  at  detecting 
and  apprehending  smuggler  aircraft  and  vessels. 

The  use  of  dogs  in  examining  mail  parcels  and  other  shipments  for 
marihuana  and  hashish  has  been  highly  successful.   More  significan+-ly 
about  fifty  percent  of  the  dogs  presently  being  trained  have  the 
capability  of  sniffing  out  the  harder  narcotics  of  heroin  and  cocaine. 
In  1972  the  detector  dogs  screened  111,152  vehicles,  8,4-4-2,920  mail 
packages,  and  2,120,426  units  of  cargo.  They  were  instrumental  in  the 
seizure  of  3M-,378  pounds  of  marihuana,  3,74-4-  pounds  of  hashish, 
27  pounds  of  opium,  16.7  pounds  of  heroin,  plus  smaller  amounts  of  cocaine  and 
hallucinogen,  amphetamine  or  barbiturate  pills  and  tablets.   The  1974 
request  of  $926,000  v\/ill  provide  95  more  dogs  and  71  additional  dog 
handlers. 

We  are  continuing  the  development  of  an  integrated  computer  system 
to  automate  the  processing  of  merchandise  at  major  Customs  ports  of 
entry.   It  v;ill  help  Customs  handle  a  dramatic  increase  in  trade 
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documentation  through  increased  productivity  in  field  operations  and 
standardization  of  duty  assessment  and  revenue  collection  procedures. 
The  FY-197M^  request  will  provide  $600,000  for  the  operational  test  to 
begin  in  December  197  3  in  Seattle,  Washington. 

Five  X-ray  units  are  presently  in  use  at  our  mail  facilities  in 
Chicago,  Los  Angeles,  New  York,  and  San  Francisco.  Mail  packages, 
without  being  opened,  can  be  examined  in  ten  seconds  via  a  remote 
video  screen.  Shadow  characteristics  indicate  the  presence  of  contra- 
band as  well  as  assisting  in  the  verification  of  declared  contents. 
The  X-ray  units  process  an  average  of  1,000  parcels  per  day.  The  197M- 
request  would  provide  3  X-ray  units  and  $120,000  for  Miami, 
San  Francisco  and  Seattle. 
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BUREAU  OF  ENGRAVING  AND  PRINTING 

The  production  operations  of  the  Bureau  of  Engraving  and  Printing  are 
conducted  on  a  completely  reimbursable  basis,  financed  by  means  of  a  revolving 
fund  authorized  by  the  Congress. 

As  you  are  well  aware  your  Committee  had  directed,  in  reporting  out  the 
1973  Appropriation  Bill,  that  a  review  be  made  of  the  pricing  policies  for 
Bureau  services.  The  objective  of  this  review  was  to  establish  prices  which 
would  generate  sufficient  funds  to  cover  the  direct  and  indirect  cost  of  operations 
as  well  as  accumulate  an  adequate  reserve  for  replacement  of  capital  equipment. 
To  this  end  much  work  has  been  accomplished  within  the  Department  in  the 
development  of  both  short  and  long-range  proposals  which,  if  implemented,  will 
obviate  the  necessity  for  the  Bureau  to  seek  appropriations  to  carry  on  its 
technological  improvement  programs  which  are  the  key  to  the  remarkable  productivity 
record  achieved  by  this  organization.   Additionally,  a  contract  was  awarded  to 
a  leading  firm  of  consultants  to  perform  an  independent  study  to  develop  constructive 
practical  recommendations  for  an  acceptable  means  of  financing  Bureau  work  programs 
and  capital  improvements.  The  report  of  findings  by  this  firm  were  construc- 
tive and  presented  a  solid  foundation  for  the  Department's  objectives.   A 
positive  program  is  currently  being  developed  for  presentation  to  your 
committee. 

Meanwhile,  with  the  $3  million  made  available  in  the  1973  appropriation, 
the  Bureau  is  planning  for  the  acquisition  of  equipment  to  accomplish  present 
and  imminent  product  requirements.  A  contract  will  be  awarded  for  additional 
modern  high-speed  currency  presses  which  will  enhance  the  Bureau's  production 
capacity  in  meeting  continuing  increases  in  the  level  of  currency  requirements. 
Additional  production  units  of  the  highly-successful  currency  numbering  and 
processing  equipment  are  to  be  acquired  to  automate  a  greater  portion  of  the  all- 
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mantial  finishing  operations  associated  with  the  production  of  currency.   In 
addition,  funds  have  been  allocated  to  acquire  photographic  equipment  to  make 
the  negative  and  positive  film  work  required  for  the  etching  of  printing  cylinders 
used  on  rotogravure  presses.   It  is  anticipated  that  the  greater  productivity 
potentials  from  planned  equipment  acquisitions  and  improvements  in  the  processing 
operations  will  effect  further  economies  to  customer  agencies  served  and  to  the 
Government  as  a  whole. 

In  light  of  the  continuous  upward  demand  being  experienced  in  Bureau  work 
programs,  the  Department  initiated  a  study  during  the  past  fiscal  year  to 
determine  whether  an  emergency  or  crisis  situation  existed  with  respect  to  the 
ability  of  the  present  Bureau  facilities  to  meet  the  anticipated  demand  for  its 
products  over  the  next  5  to  10  years.   In  its  report  of  findings,  the  study  group 
felt  that  an  additional  facility  would  be  required  by  1980  and  should  be  of 
sufficient  size  to  accommodate  the  demand  to  the  year  2,000.   In  view  of  the 
long  lead  time  required  for  the  construction  of  a  special  purpose  industrial 
type  building,  the  Bureau  has  been  actively  engaged  in  doing  much  of  the  preliminary 
work  associated  with  the  project  prior  to  requesting  funds  of  the  Congress  to 
proceed  with  the  construction  of  the  building. 
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BUREAU  OF  THE  MLUT 

The  Bureau  of  the  Mint  is  requesting  a  total  appropriation  for 
Fiscal  Year  1971^  of  $24-. 5  million,  an  increase  of  $500,000  over  the 
authorized  level  for  Fiscal  Year  1973. 

The  greater  part  of  this  request  is  for  $16.4-  million  for  coinage 
v^ich  will  enable  the  Mint  to  produce  177  million  more  coins ,  or  a 
total  of  about  8.9  billion,  as  compared  with  8.M-  billion  coins  in 
Fiscal  Year  197  3.   The  production  of  Ic;;  pieces  will  comprise  over 
71  percent  of  total  coinage,  as  the  demand  continues  high  for  this 
denomination.  The  remaining  $8.1  million  will  be  used  for  receiving  . 
gold  and  silver  bullion,  safeguarding  the  Government's  holdings  of 
monetary  metals,  and  refining  gold  and  silver  bullion. 

The  Philadelphia  Mint  will  be  operating  at  near  optimum  production 
in  manufacturing  coinage  strip,  and  substantial  cost  reductions  in 
coinage  operations  are  expected  to  be  realized  at  that  facility  during 
this  period.  The  Philadelphia  and  Denver  Mints  will  produce  all  the 
domestic  coins  required  for  circulation,  with  the  San  Francisco  Assay 
Office  operating  only  on  numismatic  products  and  other  reimbursable 
areas.   The  latter  office  will  be  available  also  to  meet  any  sharp 
surge  in  the  coin  demand. 

The  Bureau  of  the  Mint  is  not  requesting  funds  for  construction 
in  Fiscal  Year  197M-.   Due  to  the  delay  in  obtaining  a  site  for  the  new 
Denver  Mint,  target  dates  for  procurement  of  long- lead- time  equipment 
have  been  programmed  for  Fiscal  Year  1975. 
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BUREAU  OF  THE  PUBLIC  DEBT 

The  request  for  the  appropriation  "Administering  the  Public  Debt" 
for  fiscal  year  1974^  is  $79.4  million,  an  increase  of  $5.4-  million 
above  the  authorized  level  for  fiscal  year  197  3.  This  appropriation 
finances  the  operations  of  the  Bureau  of  the  Public  Debt,  estimated  at 
$69.7  million,  and  the  U.  S.  Savings  Bonds  Division,  estimated  at 
$9.7  million. 

The  major  items  of  increase  are  in  the  amounts  provided  to  reimburse 
the  Federal  Reserve  Banks  for  their  services  as  fiscal  agents,  to 
reimburse  paying  agents  for  redeeming  savings  bonds,  to  purchase  additional 
security  stock  and  to  fund  the  ongoing  consolidation  of  the  Bureau's 
field  offices.   Except  for  the  consolidation,  the  cost  increases  are 
based  on  estimates  of  higher  volume  and  anticipated  higher  costs  of 
goods  and  services.   At  this  Committee's  request  we  completed  and  filed 
with  the  Committee  a  study  of  the  cost  of  reimbursing  Federal  Reserve 
Banks  for  services  and  the  use  of  paying  agents  to  redeem  savings  bonds. 
The  principle  of  reimbursement  to  the  banks  is  well-established;  it 
provides  a  means  by  which  Congress  can  review  all  public  debt  costs, 
direct  and  reimbursable,  in  the  appropriation  process.   The  use  of 
financial  institutions  to  redeem  savings  bonds  is  an  essemtial  element 
in  the  savings  bond  program  and  there  is  no  reasonable  alternative  that 
can  provide  the  same  service.   The  fee  schedule  is  of  long-standing  and 
is  highly  favorable  to  Treasury. 

The  growth  in  the  size  of  the  public  debt  and  in  the  number  and 
complexity  of  transactions  in  Treasury  securities  keeps  the  workload 
at  high  levels.  The  gross  public  debt  as  of  December  31,  197  2,  was 
$449  billion.   There  are  now  about  585  million  individual  Treasury 
securities  outstanding. 
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It  is  estimated  that  issues  and  retirements  in  fiscal  year  1974 
will  total  283.1+  million  securities,  a  rise  of  10.3  million  over  the 
anticipated  197  3  volume. 

The  steady  increase  in  the  number  of  transactions  and  in  the 
volume  of  outstanding  securities  creates  added  workload  for  the  Bureau 
in  processing  correspondence,  claims,  and  other  requests  from  security 
holders  for  service.  The  Bureau  is  continuously  seeking  to  e>qpand  the 
automation  of  its  operations  and  accounts  to  deal  more  efficiently  and 
economically  with  its  workload. 
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SAVINGS  BONDS  DIVISION 

In  calendar  1972,  the  Savings  Bonds  program  had  its  most  successful  year 
since  1945.  Total  1972  sales  amounted  to  a  record  $6.2  billion,  up  14  percent 
from  1971,  while  redemptions  rose  by  only  2  percent,  and  the  total  amount  of 
Savings  Bonds  and  Freedom  Shares  outstanding  attained  a  record  high  of  $58.1 
billion  at  year-end.  This  represents  an  increase  of  $3.3  billion  during  calendar 
year  1972,  the  greatest  annual  growth  in  27  years. 

The  Savings  Bonds  Division  operates  with  a  paid  staff  of  fewer  than  500 
full  time  employees,  depending  upon  a  great  volunteer  organization  of  several 
hundred  thousand  to  carry  out  its  mission.  National  working  committees  are 
chaired  by  outstanding  leaders  and  there  is  a  volunteer  organization  in  each 
state,  under  the  leadership  of  State  and  County  Chairmen,  The  national 
advertising  compaign,  amounting  to  more  than  $60  million  in  donated  time  and 
space  is  presented  under  the  auspices  of  The  Advertising  Council. 

Savings  Bonds  holdings  account  for  nearly  one  quarter  of  the  privately 
held  portion  of  the  Public  Debt  and  presently  provide  the  lowest  cost  -  and 
least  inflationary  -  type  of  financing  available  to  the  government.  The 
average  life  of  Savings  Bonds  now  outstanding  is  over  7  years,  and  the  Bonds 
being  sold  today  will  remain  outstanding,  on  the  average,  about  five  years  and 
10  months  -  in  sharp  contrast  to  the  marketable  debt,  which  has  an  average  life 
of  only  three  years  and  two  months. 

Payroll  Savings  continue  to  be  the  dominant  sales  activity,  accounting  for 
about  607o  of  total  sales.  More  than  2-1/2  million  new  and  increased  savers  were 
enrolled  in  1972,  oversubscribing  the  National  Industrial  Payroll  Savings 
Committee's  goal  and  resulting  in  the  greatest  E  Bond  sales  year  since  1945. 
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INTERNAL  REVENUE  SERVICE 

The  Internal  Revenue  Service's  proposed  budget  for  1974  totals 
$1,189  billion.   Requested  increases  of  $104  million  are  substantially  offset 
by  non-recurring  costs  -  chiefly  the  Economic  Stabilization  Program  -  leaving 
a  net  proposed  increase  of  $42  million  over  the  proposed  level  for  fiscal 
year  1973. 

All  program  expansion  requested  in  this  budget  is  concentrated  in  the 
Service's  frontline  programs  of  taxpayer  assistance  and  revenue  production. 
No  program  increase  is  requested  for  the  support  functions  or  even  for  pro- 
cessing the  two  and  a  half  million  more  tax  returns  that  are  expected  in  1974. 
The  Service  plans  to  meet  this  2  percent  growth  in  return  processing  workload 
through  greater  productivity  afforded  by  the  Integrated  Data  Retrieval  System 
(IDRS)  and  the  increasingly  efficient  new  service  centers.   These  major  capital 
improvements  in  Service  operations  were  provided  by  this  committee  in  earlier 
budgets. 
Taxpayer  Service 

Surely  one  measure  of  how  well  the  tax  system  functions  is  the  taxpayer's 
ability  to  fill  out  his  tax  return.   The  fact  is  most  taxpayers  feel  they  lack 
this  ability.   They  have  turned  in  increasing  numbers  to  commercial  returns 
preparers.   Many  can  ill  afford  this  surcharge  in  meeting  their  tax  obligation; 
and  some  returns  preparers  have  been  found  to  be  unethical  or  incompetent. 

The  Service  cannot  ignore  the  problem.   The  short  Form  1040A  has  been 
reintroduced  this  year  to  simplify  filing  for  millions  of  taxpayers.   An 
important  part  of  this  budget  request  is  for  additional  taxpayer  service 
personnel  and  other  resources  (682  average  positions,  $12  million)  to  enable 
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IRS  to  be  more  conveniently  available  and  responsive  to  taxpayers'  need  for 
information  and  assistance. 

Our  request  would  permit  extension  nationwide  of  Centiphone,  a  system 
providing  taxpayers  (no  matter  how  remote)  toll-free  telephone  access  to  IRS 
offices  staffed  to  help  them.   It  would  provide  for  keeping  many  IRS  offices 
open  evenings  and  Saturdays  during  the  filing  season  -  offering  assistance  at 
the  taxpayers'  convenience.   It  would  also  provide  temporary  offices  in  outlying 
areas.   The  new  taxpayer  service  specialists  would  also  cut  down  on  the  costly 
detail  of  audit  and  collection  staff  into  taxpayer  service  work. 

We  are  not  expanding  our  taxpayer  service  to  the  point  where  it  represents 
competition  with  the  returns  preparation  industry,  but  to  a  point  where  the  IRS 
is  effectively  meeting  legitimate  taxpayer  requests  for  information  and 
assistance.   Virtually  all  taxpayer  service  will  continue  to  be  provided 
on  the  basis  of  self-help. 
Audit 

Just  over  2,900  additional  average  positions  ($40.8  million)  are  requested 
for  expanding  audit  of  tax  returns.   This  program  is  the  heart  of  the  effort 
to  assure  compliance  with  the  tax  laws.  Over  several  years  now,  audit  coverage 
has  thinned  to  the  point  where  billions  of  tax  dollars  annually  are  going 
unreported  and  unrecovered  and  deterioration  in  the  generally  high  levels  of 
tax  compliance  is  of  real  concern.   The  Government  cannot  afford  to  allow  this 
costly  trend  of  insufficient  tax  law  enforcement  to  continue.   This  request  for 
1974  is  a  step  toward  reversing  the  trend.   It  would  result  in  additional  recom- 
mended tax  from  audits  of  about  $250  million,  or  about  six  times  the  cost.   Its 
indirect  influence  in  fostering  higher  voluntary  reporting  and  a  healtliier 
tax. system  in  future  years  is -of  still  greater  benefit  than  the  first 
year's  direct  tax  yield. 
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Tax  Fraud  Investisations 

The  Services 's  budget  includes  135  new  average  positions  ($2.3  million) 
to  achieve  a  more  adequate  level  of  investigation  of  tax  fraud  among  the 
general  population.   In  recent  years  many  agents  have  been  shifted  to  investi- 
gations of  organized  crime  and  narcotics,  resulting  in  far  too  few  agents  being 
available  for  the  general  program.   Hundreds  of  potential  fraud  cases  have  had 
to  be  passed  over  without  investigation  for  lack  of  manpower.   It  is  important 
to  correct  this  situation  and  raise  the  deterrence  to  potential  tax  evasion  in 
the  future. 
Collection 

Unduly  large  backlogs  of  delinquent  taxes  are  the  costly  result  of  a 
currently  inadequate  Collection  program.  There  also  is  the  problem  of  nonfilers 
which  has  not  been  adequately  dealt  with.   This  Committee  has  emphasized  the 
need  for  a  stronger  program  of  identifying  and  getting  on  the  rolls  those  who 
simply  are  not  filing  returns.  This  applies  both  to  income  and  excise  taxes. 

A  program  increase  of  $2  million  for  86  average  positions  is  requested 
to  improve  Collection  programs.   This  will  produce  over  $80  million  in  tax 
assessments  from  returns  that  would  otherwise  not  have  been  filed.   This  alone 
is  about  twice  the  amount  of  the  net  increase  requested  for  the  entire  Service. 
Collection  of  State  Individual  Income  Taxes  (Piggybacking) 

Finally,  the  Service's  1974  request  provides  for  the  design  and  development 
of  a  system  to  collect  state  income  taxes  (piggybacking).   While  it  now  appears 
the  program  will  not  be  operative  until  1975,  IRS  must  design  the  system, 
complete  computer  programming,  and  modify  returns  processing  procedures  and 
tax  forms  during  fiscal  year  1974.   This  will  require  an  estimated  177  average 
positions,  costing  $3.2  million  in  fiscal  year  1974.   These  developmental 
resources  are  essential  in  1974  if  the  IRS  -  and  the  Federal  Government  -  is 
to  have  ready  a  workable  system  of  piggybacking  when  states  wishing  to 
participate  begin  signing  up. 
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OFFICE  OF  THE  TREASURER,  U.  S. 

The  Office  of  the  Treasurer  of  the  United  States  will  require 
$12.7  million  for  operating  expenses  during  fiscal  year  1974,  an  increase  of 
$1.4  million  over  the  authorized  level  for  1973.   This  office  must  process  the 
annual  payment  of  about  725  million  Government  checks  and  reconcile  these 
checks  against  reports  of  issues  submitted  by  disbursing  officers.  Lost, 
stolen,  and  forged  Government  checks  will  result  in  770  thousand  claims  to  be 
processed.  The  increase  in  1974  is  needed  primarily  to  process  the  additional 
workload  which  will  be  generated  by  Social  Security  Amendments  of  1972.  This 
law  federalizes  payments  now  made  by  the  states  to  the  blind,  disabled,  and 
aged,  and  will  require  the  processing  of  an  additional  15  million  checks  and 
71  thousand  check  claims  by  the  Office  of  the  Treasurer. 

Manpower  requirements  for  all  other  activities  of  the  Treasurer's  Office 
which  involve  accounting  and  reporting  functions  relating  to  public  monies, 
redemption  of  Government  securities  presented  to  the  Treasurer,  and  custody 
of  securities  for  various  Government  departments  or  agencies  are  being  held 
to  previous  levels  despite  increased  workloads  and  demands. 
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0.  S.  SECRET  SERVICE 

The  appropriation  request  for  the  U.  S.  Secret  Service  for  the  fiscal 
year  1974  totals  $64  million,  a  net  decrease  of  $475  thousand  from  the  proposed 
authorized  level  for  the  fiscal  year  1973.  The  reduction  in  the  amount 
requested,  compared  to  the  fiscal  year  1973,  is  due  to  non-recurring  costs  of 
candidate  and  nominee  protection.   No  additional  positions  are  being  requested. 
However,  funds  are  required  for  mandatory  and  other  increases  necessary  to 
maintain  programs  at  current  operational  levels. 

Counterfeiting  activity  increased  slightly  in  the  fiscal  year  1972  with 
23,333  cases  received  for  investigation.  Despite  the  fact  that  the  Service 
seized  $22,921,455  in  counterfeit  notes  before  circulation,  almost  matching 
the  record  seizures  in  the  fiscal  year  1971,  losses  to  the  public  increased 
from  $3,488,159  in  fiscal  year  1971  to  $4,830,869  in  the  fiscal  year  1972. 

The  large  amount  of  notes  seized  before  circulation  is  indicative  of  the 
potential  losses  possible  without  vigorous  enforcement.   The  efforts  of  the 
Service  in  this  regard  are  best  reflected  in  the  2,331  arrests  for  counter- 
feiting in  the  fiscal  year  1972,  an  increase  of  32  percent  over  the  1,766 
arrests  in  the  previous  fiscal  year. 

The  forgery  of  Government  checks  continues  to  be  a  major  enforcement 
problem.  The  75,759  check  cases  received  for  investigation  in  the  fiscal 
year  1972  is  an  increase  of  approximately  15  percent  over  the  66,004  cases 
received  in  the  fiscal  year  1971.   During  this  same  period  of  time  the  number 
of  arrests  increased  by  841,  or  29  percent,  from  2,910  in  the  fiscal  year  1971 
to  3,751  in  the  fiscal  year  1972. 
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During  fiscal  year  1972  the  Service  closed  21,075  bond  forgery  cases. 
Arrests  in  these  cases  for  the  fiscal  year  1972  totaled  177,  an  increase  of 
22  percent  over  the  number  arrested  in  the  preceding  fiscal  year. 
Candidate  and  Nominee  Protection 

The  current  program  for  the  protection  of  candidates  and  nominees  has 
been  concluded  and  the  appropriate  deduction  for  these  non-recurring  expenses 
has  been  included  in  the  appropriation  request  for  the  fiscal  year  1974.  The 
release  in  the  latter  part  of  the  current  fiscal  year  of  the  special  agents 
assigned  to  the  program  will  permit  the  channeling  of  additional  resources 
into  criminal  investigations.   It  should  be  noted  that  during  the  period  of 
augmentation  for  candidate  and  nominee  protection,  no  additional  special  agents 
were  requested  for  criminal  investigations  in  the  field,  since  it  has  always 
been  the  plan  of  the  Service  to  utilize  the  additional  agents  in  the  intervening 
periods  between  elections  to  combat  the  increasing  criminal  investigative 
workloads  in  counterfeiting,  forgeries,  and  other  areas. 
Foreign  Dignitary  Protection 

Under  the  provisions  of  Public  Law  91-651  approved  January  5,  1971,  the 
Secret  Service  is  required  to  "protect  the  person  of  a  visiting  head  of  a 
foreign  state  or  government  and,  at  the  direction  of  the  President,  other 
distinguished  foreign  visitors  to  the  United  States  and  official  representatives 
of  the  United  States  performing  special  missions  abroad".   For  the  fiscal  year 
1974,  funds  are  requested  to  cover  the  additional  travel  costs  being  incurred 
in  this  program. 
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Mr.  Steed.  I  would  like,  on  behalf  of  the  committee,  Mr.  Secretary, 
to  ask  for  the  biographical  sketches  of  your  new  associates  for  our 
record.  We  will  be  pleased  to  have  that. 

[The  information  follows :] 


93-674  O  -  73  -  3 
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Edward  L.  Morgan 

Assistant  Secretary  of  the  Treasury 

(Enforcement,  Tariff  and  Trade  Affairs,  and  Operations) 


As  Assistant  Secretary  of  the  Treasury  for  Enforcement, 
Tariff  and  Trade  Affairs,  and  Operations,  Mr.  Morgan's  respon- 
sibilities indlude  direct  supervision  of: 

Office  of  Law  Enforcement 

Interpol  National  Central  Bureau 
Office  of  Tariff  and  Trade  Affairs 
Office  of  Operations 
Office  of  Foreign  Assets  Control 


Bureau  of  Customs 

U.S.  Secret  Service 

Alcohol,  Tobacco  &  Firearms  Bureau 

Consolidated  Federal  Law  Enforcement 

Training  Center 
Bureau  of  the  Mint 
Bureau  of  Engraving  and  Printing 

Mr.  Morgan  is  responsible  for  tariff  and  trade  policy 
arising  from  the  administration  of  legislation  falling  within 
the  jurisdiction  of  the  Bureau  of  Customs.   As  the  Secretary's 
delegate,  he  has  final  authority  for  Treasury's  decisions 
under  the  Anti-dumping  Act  and  the  Countervailing  Duty  law. 
His  responsibilities  in  this  area  also  include  policy  advice 
to  the  Secretary  on  the  trade  implications  of  Customs'  deci- 
sions dealing  with  tariff  classification,  the  coastwise  trade 
laws,  and  quota  restrictions. 

As  the  principal  law  enforcement  policy  advisor  to 
the  Secretary  of  the  Treasury,  Mr.  Morgan's  responsibilities 
include  providing  policy  guidance  for  all  Treasury  law  enforce- 
ment activities,  including  those  of  the  Internal  Revenue 
Service. 

Mr.  Morgan  is  also  the  United  States  Representative  to 
INTERPOL  (International  Criminal  Police  Organization) . 
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Mr.  Morgan  was  born  in  Lorain,  Ohio,  March  6,  1938.   A 
few  years  later  his  family  moved  to  Tucson,  Arizona.   He 
attended  the  University  of  Arizona  (at  Tucson)  where  he  was 
a  member  of  Phi  Gamma  Delta  social  fraternity  and  Phi  Delta 
Phi  legal  fraternity.   He  received  a  B.A.  in  Political  Science 
in  1960,  was  awarded  the  Freeman  Award  as  the  University's 
outstanding  male  graduate.   He  received  his  LLB  in  19  63  and 
was  admitted  to  the  State  Bar  of  Arizona  the  same  year.   He 
was  President  of  the  Young  Lawyers  Section  in  1968-69.   Mr. 
Morgan  is  a  member  of  the  American  Bar  Association,  the  Federal 
Bar  Association,  and  the  State  Bar  of  Arizona.   He  is  also  a 
member  of  the  District  of  Columbia  Bar  Association  and  has  been 
admitted  to  practice  before  the  Supreme  Court  of  the  United 
States. 

Shortly  after  graduation,  Mr.  Morgan  entered  the  United 
States  Army,  where  he  served  in  the  Adjutant  General's  Corps. 
He  received  an  honorable  discharge  in  1965  with  the  rank  of 
Captain. 

After  his  discharge  from  service,  Mr.  Morgan  associated 
with  the  law  firm  of  Gust,  Rosenfeld  S>  Divelbess  in  Phoenix, 
Arizona,  and  remained  with  that  firm  until  January,  1969,  when 
he  joined  the  President's  staff  at  the  White  House  as  Deputy 
Counsel  to  the  President.   In  October  of  that  year  he  was  ele- 
vated to  the  post  of  Deputy  Assistant  to  the  President  for 
Domestic  Affairs  and  also  held  the  post  of  Assistant  Director 
of  the  President's  Domestic  Council.   The  President  appointed 
Mr.  Morgan  to  the  Council  of  the  Administrative  Conference  of 
the  United  States  in  1969.   In  1970,  the  President  named  Mr. 
Morgan  to  the  post  of  Vice  Chairman  of  the  Conference.   During 
1971  and  1972,  Mr.  Morgan  served  as  Executive  Director  of  the 
President's  Cabinet  Committee  on  Education.   He  became  Assistant 
Secretary  in  January,  1973. 

Mr.  Morgan  is  single,  and  has  a  daughter  by  a  prior 
marriage. 
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Biographical  Data 

WARREN  F.  BRECHT 
•Assistant  Secretary  for  Administration  - 

•  Date  of  Birth:  May  21,  1932 

Place  of  Birth:  Detroit,  Michigan 

Marital  Status:  Married  to  the  former  Joyce  Southard  of 
Toledo,  Ohio 

Children:  Amy,  Stephen,  David,  Peter 


Home  Address:  9  Orchard  Way  North 

Rockville,  Maryland  2085^ 


Education:  B.A.  -  195^  -  DePauw  University  (Rii  Beta  Kappa) 

M.B.A.  -  1959  -  Harvard  Business  School 
(with  Distinction) 


Military  Service:  1955-1957  U.  S.  Air  Force 

Career  Summary:  April  1972  -  Present:  Assistant  Secretary  for 

Administration,  U.  S.  Department  of  the  Treasury. 

July  1971  -  April  1972:  Deputy  Assistant  Secretary 
for  Management  &  Budget,  U.  S.  Department  of 
the  Interior 

July  1969  -  July  1971 :  Principal  in  Charge  of 
Professional  Practice,  Management  Consulting 
Department;  Peat,  Marwick,  Mitchell  &  Co. 
New  York,  New  York 

November  1965  -  July  1969:  Partner  in  Charge  of 
Administration;  Peat,  Marwick,  Livingston  &  Co. 
Boston,  Massachusetts 

January  1961  -  November  1965:  Vice  President  and 
Treasurer,  Management  Systems  Corporation 
Cambridge,  Massachusetts 


July  1959  -  January  196I:  Systems  Analyst, 
W.  R.  Grace  &  Co.,  Cambridge,  Massachusetts 
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Professional  and  Civic  Activities: 


Junior  Warden  (2  years)  and  Member  of  the  Vestry  {h   years), 
Church  of  Our  Redeemer,  Lexington,  Massachusetts. 

Chairman  of  Human  Relations  Committee  (3  years),  and  involved 
with  inner  city  church  and  community  in  the  North  Dorchester- 
Roxbiiry  section  of  Boston, 


Special  Career  Recognitions: 

Air  Force  Commendation  Ribbon  from  the  Commander,  Air 
Materiel  Command  -  1957 

Jaycees  Outstanding  Young  Man  Award,  Lexington, 
Massachusetts  -  1968 
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February  8,  1973 


BIOGRAPHY 

WILLIAM  E.  SIMON 

DEPUTY  SECRETARY  OF  THE  TREASURY  DEPARTMENT 

President  Nixon  announced  on  December  6th,  1972, 
that  he  planned  to  nominate  William  E.  Simon,  44,  as 
Deputy  Secretary  of  the  Treasury.   Mr.  Simon  was 
confirmed  by  the  Senate  on  January  16,  1973  and  was 
sworn  in  February  2,  1973  to  succeed  Charls  E.  Walker, 
who  resigned  to  enter  private  business. 

The  post  of  Deputy  Secretary  is  the  second-highest 
ranking  office  in  the  Department. 

At  the  time  of  his  nomination  Mr.  Simon  was 
Senior  Partner  in  charge  of  the  Government  and  Bond 
Department  and  the  Municipal  Bond  Department  of  Salomon 
Brothers,  New  York.   Mr.  Simon  also  was  one  of  the 
seven  Salomon  Brothers  partners  on  the  firm's  Executive 
Committee.   He  had  joined  the  firm  in  1964. 

A  native  of  Paterson,  N.J.,  he  was  educated  at 
Newark.  Academy  and  Lafayette  College,  where  he  received 
a  B.A.  degree  in  1951.   He  began  his  career  in  finance 
in  1952  with  Union  Securities,  becoming  an  Assistant 
Vice  President  and  Manager  of  the  firm's  Municipal 
Trading  Department  three  years  later.   In  1957,  he 
joined  Weeden  5  Co.  as  Vice  President,  a  post  he  held  until 
joining  Salomon  Brothers. 

He  served  on  the  Board  of  Governors  and  Executive 
Committee  of  the  Investment  Bankers  Association  of  America, 
and  on  its  Governmental  Securities  Committee  which  meets 
quarterly  with  U.S.  Treasury  officials.   VJhen  the  Association 
merged  with  the  Association  of  Stock  Exchange  Firms  in  1972, 
Mr.  Simon  was  elected  to  the  Board  of  Directors,  Executive 
Committee  and  Chairman  of  the  Public  Finance  Council  of 
the  new  Securities  Industry  Association. 

He  is  a  founder  and  past  president  of  the  Association  of 
Primary  Dealers  in  U.S.  Government  Securities,  and  is  active 
in  many  oublic  and  private  organizations  including  the  Special 
Advisory' Liaison  Committee  of  the  U.S.  Department  of  Housing  and 
Urban  Development,  National  Chairman  of  Fund  Raising  for 
the  United  States  Olympic  Committee,  and  Chairman  of  the 
Technical  Debt  Management  Committee  of  New  York  City.   He 
is  a  trustee  of  Lafayette  College,  the  Mannes  College  of 
Music  in  New  York  City  and  Newark  Academy. 

He  is  married  to  the  former  Carol  Girard.   They  live 
with  their  seven  children  at  New  Vernon,  New  Jersey. 
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BIOGRAPHY 
GEORGE  PRATT  SHULTZ 


George  Pratt  Shultz  was  sworn  in  as  the  62nd  Secretary  of  the 
Treasury  June  12,  1972.   The  nomination  had  been  announced  by 
President  Nixon  on  May  16,  1972. 

On  December  1,  1972,  the  Treasury  Secretary  was  reappointed  to 
that  post  in  the  second  Nixon  Administration  with  the  additional 
designation  of  Assistant  to  the  President,  charged  with  coordinating 
both  domestic  and  international  economic  policy,  and  named  chairman 
of  the  new  Council  on  Economic  Policy.   He  is  also  chairman  of  the 
Cost  of  Living  Council. 

The  position  Secretary  of  the  Treasury  was  his  third  major 
post  with  President  Nixon's  Administration.   He  served  first  as 
Secretary  of  Labor  from  January  22,  1969  until  July  1,  1970,  when 
he  became  the  first  Director  of  the  Office  of  Management  and 
Budget,  the  position  he  held  until  his  Treasury  appointment. 

Mr.  Shultz  was  born  December  13,  1920  in  New  York  City,  the 
son  of  Birl  E.  and  Margaret  Pratt  Shultz.   He  received  a 
bachelor's  degree  (cum  laude)  in  economics  from  Princeton 
University  in  1942,  and  a  Ph.D.  in  industrial  economics  at 
Massachusetts  Institute  of  Technology  in  1949. 

After  service  on  the  faculty  of  the  Department  of  Economics 
at  M.I.T.,  he  moved  on  to  the  University  of  Chicago  Graduate 
School  of  Business  as  professor  of  industrial  relations  in  1957. 
He  served  as  Dean  of  the  Graduate  School  of  Business  from  1962  to 
1968. 

His  government  service  in  Washington  began  in  1955  when,  on 
leave  of  absence  from  M.I.T.,  he  was  a  senior  staff  economist  with 
the  President's  Council  of  Economic  Advisors,  and  later  consultant 
to  the  Secretary  of  Labor  in  1959. 

Mr.  Shultz  has  participated  in  numerous  labor  negotiating  and 
advisory "committees  as  government,  management  or  labor 
representative,  arbitrator  or  mediator. 

He  has  written  or  edited  books  and  articles  on  industrial  and 
labor  relations,  including  Management  Organization  and  the 
Computer  (with  T,  A.  Whisler)  and  Strategies  for  the  Displaced 
Worker  (with  Arnold  R.  Weber) . 

He  married  the  former  Helena  Marie  O'Brien  in  1946.   They  have 
five  children,  three  daughters  and  two  sons. 

oOo 
March  1,  1973 
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SUMMARY  OF  TREASUKY  OPERATIONS 

Mr.  Steed.  Mr.  Secretary,  it  has  been  said  before,  but  I  think  it  al- 
ways help  us,  to  get  a  little  better  handle  on  the  job  we  have  ahead  of 
us,  in  dealing  with  the  Treasury  budget  requests,  when  we  sort  of 
refresh  our  memories  on  just  what  is  the  U.S.  Treasury  Department. 
As  I  visualize  it,  you  are  involved  in  many  types  of  monetary  policy 
matters,  most  of  which  are  of  an  international  nature.  You  are  also  in 
the  fiscal  field  the  world's  largest  fiscal  bookkeeper,  having  to  do  with 
the  issuance  of  the  checks  to  pay  the  Government's  bills  and  the  man- 
agement of  the  Government's  debt.  You  are  also  the  world's  largest 
law  enforcement  agency,  in  the  sense  that  you  have  the  responsibility 
for  handling  the  counterfeiting,  forgery,  smuggling,  and  all  these  types 
of  problems  in  the  general  field  of  tax  evasion.  With  the  U.S.  Secret 
Service,  the  Bureau  of  Customs,  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms,  you  are  a  major  law  enforcement  agency. 

Then,  of  course,  you  are  the  world's  largest  collector  of  money 
through  the  Internal  Revenue  Service,  the  Bureau  of  Customs,  and 
the  other  sources  of  income  of  the  Government  that  you  have  to 
take  care  of.  You  are  also  in  the  manufacturing  business,  operating 
two  of  the  most  efficient  manufacturing  plants  known  to  man.  The 
Bureau  of  Engraving  and  Printing  is  a  graphic  arts  enterprise  and 
the  Bureau  of  the  Mint  is  a  metallurgy  enterprise,  without  whose  prod- 
ucts we  would  have  a  hard  time  functioning. 

Then  you  have  had  some  new  fimctions  added.  I  guess  the  most  well 
known  of  which  is  the  responsibility  for  the  economic  stabilization 
program,  especially  in  the  area  of  the  Internal  Revenue  Service,  where 
they  had  to  check  compliances.  Then,  of  course,  you  have  had  to  pick 
up  the  workload  on  this  new  thing  called  revenue  sharing,  which  is 
just  getting  started. 

Could  you  comment  about  any  other  new  type  of  work  that  Treasury 
is  doing  this  year,  in  addition  to  the  traditional  services  it  has  per- 
formed from  the  beginning. 

Secretary  Shultz.  Mr.  Chairman,  I  think  you  have  summarized  it 
very  well.  You  are  a  student  of  the  Treasury,  and  you  have  had  quite 
an  impact  on  the  operation  of  these  activities.  It  seems  to  me  you  have 
made  a  very  good  summary  statement  of  the  fai^flung  nature  of  the 
work  of  this  Department. 

ESSENTIAL,  NATURE  OF  TREASURY  OPERATIONS 

I  think  also  you  have  brought  out,  quite  appropriately,  the  essential 
nature  of  these  services.  This  is  not  a  kind  of  thing  that  we  can  sit 
and  decide  whether  it  has  to  be  done  or  not.  If  we  don't  collect  our 
taxes  and  if  we  don't  enforce  our  laws,  and  if  we  don't  perform  our 
other  essential  functions  then  we  are  not  going  to  have  an  effective 
Government,  so  the  Treasury  is  dealing  with  the  essential  functions  of 
Government. 

Mr.  Steed.  What  has  been  your  experience  in  the  last  year  in  the 
international  monetary  field  ?  As  I  read  the  press,  you  have  had  some 
pretty  heavy  responsibilities  placed  on  you  during  the  last  several 
months.  Has  that  workload  been  more  than  average,  and  do  you  con- 
template additional  demands  on  you,  in  the  months  ahead  ? 
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INl^RNATIONAL   MONETARY   DEVELOPMENTS 

Secretary  Shultz.  Well,  it  is  always  a  little  difficult  to  loiow  what 
the  average  is.  1  recall  a  story  of  the  fellow  who  was  leaving  the  hotel 
and  he  asked  the  porter  what  his  average  tip  was,  and  the  porter  said 
$1,  so  he  gave  him  $1,  the  porter  said,  "Thank  you,  sir.  That  is  the  first 
time  I  have  had  the  average  in  a  long  while."  I  think  that  to  some  ex- 
tent we  get  involved  in  that,  but  certainly  we  have  been  working 
hard  on  international  monetary  developments.  We  have  set  forth  a 
program,  on  behalf  of  the  United  States,  on  behalf  of  President 
Nixon,  and  we  have  been  trying,  as  we  go  through  periodic  upsets  in 
exchange  markets,  to  handle  ourselves  in  a  manner  that  is  in  accord 
with  the  basic  policy  that  President  Nixon  has  established.  We  have 
found  plenty  to  do  in  that  general  sphere  of  operations. 

Mr.  Steed.  Do  you  anticipate  the  dollar  situation  we  read  about 
having  any  marked  impact  in  the  months  ahead  on  these  import 
items?  When  imports  go  up,  you  get  a  direct  impact  in  your  work- 
load, and  especially  in  Customs.  Do  you  think  that  that  will  either  slow 
down  or  speed  up  that  type  of  work  ? 

CHANGES   IN   TRADE   SITUATION 

Secretary  Shultz.  We  feel  that  in  the  period  20  to  25  years  follow- 
ing World  War  II  we  had  a  situation  where  we  were,  particularly  in 
the  early  parts  of  that  period,  the  dominant  economic  power.  The 
trading  rules  and  the  monetary  rules  that  were  set  up  then  reflected 
that  fact,  and  appropriately  so.  But  by  the  time  we  arrived  at  the 
decade  of  the  1970's,  we  had  a  world  that  is  different,  and  there  are 
many  other  countries  with  great  economic  capacity,  and  there  has  been 
a  need  to  take  another  look  at  these  rules. 

President  Nixon  took  a  bold  step  in  August  1971,  which  basically 
provided  the  background  for  a  change,  and  this  process  of  trying  to 
revolve  a  change,  not  only  in  the  monetary  system,  but  the  relationships 
of  the  monetary  system  to  other  aspects  of  those  matters  that  affect 
the  balance  of  payments,  have  also  been  involved. 

More  recently,  in  an  effort  to  further  the  interests  of  what  we  think 
is,  not  only  in  the  interest  of  the  United  States,  but  also  will  contribute 
to  a  greater  equilibrium  in  world  trade  and  world  balance  of  pay- 
ments, we  have  had  two  changes  in  the  rates  of  exchange  between  the 
dollar  and  other  currencies,  devaluations,  or  whatever  you  want  to 
call  them.  In  the  process  the  rates  of  exchange  have  been  rearranged, 
so  that  it  makes  imports  more  expensive,  everything  else  being  equal, 
and  it  makes  our  exports  more  competitive.  We  think  on  the  whole 
this  works  very  definitely  to  our  advantage  and  rights  a  situation  that 
had  become  unfair  as  far  as  American  workers  and  American  busi- 
nesses are  concerned  as  they  try  to  compete  in  world  markets  for  ex- 
ports and  as  domestic  industries  compete  with  imports. 

To  the  extent  that  that  works  out,  it  will  have  some  impact  in 
moderating  the  rate  of  increase  in  imports  over  what  it  otherwise 
would  have  been,  and  expanding  the  rate  of  increase  in  exports.  I 


40 

think  the  picture  we  see  is  a  rising  amount  of  world  trade,  and  that  is 
on  the  whole  good,  in  the  sense  that  people  don't  trade  unless  there  is 
mutual  advantage.  But  this  would  moderate  that  flow  of  imports  and 
expand  our  flow  of  exports  so  we  can  get  a  better  balance. 

We  expect  there  to  be  a  rise  in  imports,  but  it  will  be  less  rapid 
now  that  we  have  made  these  moves. 

REVENUE    SHARING 

Mr.  Steed.  Going  back  to  revenue  sharing,  you  have  gotten  far 
enough  into  the  first  revenue  sharing  program  to  get  some  reading  on 
what  the  manpower  costs  to  administer  that  program  will  be.  I  under- 
stand you  are  writing  new  regulations  now  that  will  soon  be  available. 

Then,  of  course,  there  are  several  proposals  for  additional  revenue 
sharing  programs  pending  before  the  Congress.  Do  you  have,  in  the 
budget  request,  the  manpower  and  dollar  requirements  that  this  new 
program -will  put  on  you  during  the  1974  fiscal  year,  and  could  you  give 
us  some  estimate  about  what  it  has  been,  and  what  you  expect  it  to  be  ? 

Secretary  Shultz.  We,  of  course,  as  you  point  out,  have  just  barely 
gotten  this  office  organized.  We  conceive  of  it  as  a  small  office  admin- 
istering the  program,  and  we  have  in  mind,  for  fiscal  1974,  29  new 
positions,  and  a  budget  increase  of  $718,000,  so  you  can  see  it  is  a  small 
group  administering  a  large  program.  The  spirit  of  revenue  sharing 
is  not  to  set  up  a  big  Federal  bureaucracy  to  tell  each  city  and  State 
how  they  should  spend  the  money,  but  rather  to  put  some  confidence 
in  their  ability  to  know  what  the  most  appropriate  expenditures  are. 
At  the  same  time  we  want  to  be  sure  that  people  are  paid  in  accordance 
with  the  provisions  of  the  law,  and  so  we  have  to  update  the  data  and 
interpret  provisions  of  the  law  to  be  sure  that  the  flows  are  right. 
Then  we  believe,  as  the  law  specifies,  that  we  should  have  the  capacity 
to  see  what  is  going  on,  to  analyze  it,  and  to  be  in  a  position,  as  the 
program  unfolds,  to  report  back  to  the  Congress  on  what  has  been 
used  for  this  kind  of  a  project  and  that  kind  of  project  and  that  we 
get  the  following  sense  of  result. 

We  project  a  relatively  small  group  of  talented  people.  Mr.  Graham 
Watt,  who  is  the  head  "of  the  Office  of  Eevenue  Sharing,  is  here  at 
the  hearing  today.  We  think  this  can  be  an  effective  unit  under  his 
leadership. 

PHASE    3   OF  ECONOMIC   STABILIZATION   PROGRAM 

Mr.  Steed.  You  can  provide  for  the  record  the  reading  on  what  you 
have  put  up  already,  in  terms  of  the  man-hours  and  the  dollar  costs 
of  both  revenue  sharing  and  the  economic  stabilization  program.  As  I 
understand  it,  if  phase  8  is  approved,  it  would  have  to  be  based  on  the 
Congress  extending  the  Economic  Stabilization  Act  which  expires 
in  April.  Could  you  make  some  comment  about  what  the  anticipated 
1974  impact  of  phase  3  would  be?  We  would  like  to  have  that  for  the 
record. 

Secretary  Shtjltz.  Yes,  sir. 

[The  information  follows :] 
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DEPARTMENT  OF  THE  TREASURY-COST  OF  ADMINISTERING  THE  REVENUE-SHARING  PROGRAM 


Fiscal 

year  1973 

Fiscal 

year  1974 

Average 
positions 

Amount 

Average 
positions 

Amount 

32 
693 

1  $3, 800, 000 
7, 066, 000 

74 
726 

$2, 898, 000 
8,802,000 

725 

10, 866, 000 

800 

11,700,000 

Office  of  the  Secretary. 

Internal  Revenue  Service 

Total,  Treasury 

'  Includes  $2,800,000  reimbursed  the  Department  of  Commerce,  Bureau  of  Census. 

DEPARTMENT  OF  THE  TREASURY— INTERNAL  REVENUE  SERVICE  SUPPORT  COST  FOR  THE  ECONOMIC 

STABILIZATION  PROGRAM 

Average 
positions  Amount 

Fiscal  year  1972: 

Phase  I 425  $5,000,000 

Phase  II 1,822  32,100.000 

Fiscal  year  1973: 

Phase  II 2,882  42,300,000 

Phase  111 696  19,400,000 

Fiscal  year  1974:  Phase  II I 1,500  '  27,000,000 

1  Legislation  is  being  proposed  to  extend  the  economic  stabilization  program  beyond  Apr.  30, 1973,  w/hen  the  current 
legislation  expires.  If  the  legislation  is  extended  it  is  estimated  ESP  will  reimburse  IRS  these  estimated  amounts  for  their 
support  cost. 

Mr.  Steed.  Mr.  Secretary,  I  have  some  more  questions,  and  I  will 
come  back  to  that  later,  but  in  order  to  give  all  our  Members  an  op- 
portunity to  have  some  discussion  with  you  while  you  are  still  fresh 
and  at  your  best,  I  am  going  to  now  yield  to  some  of  the  other  Mem- 
bers for  questions.  Then  I  will  come  back  for  some  more  later  on.  At 
this  time  I  yield  to  the  senior  minority  Member,  Mr.  Robison. 

Mr.  RoBisoN.  Mr.  Secretary,  the  chairman  has  begun  to  lead  you 
through  a  series  of  broader  policy  questions.  I  think  we  are  probably 
going  to  want  to  do  this  with  you,  if  you  will  be  patient  with  us  for 
a  time,  because  we  do  not  want  to  inflict  questions  upon  you,  relative 
to  the  "nuts  and  bolts,"  and  specifics  of  your  own  budget  items  we  will 
count  on  your  associates  to  answer  for  us. 

DEVALUATION    OF   THE   DOLLAR 

The  chairman  did  bring  up  the  question  of  monetary  problems 
abroad,  and  the  fact  that  the  dollar  has  been  "devalued"  twice  now. 
Maybe  there  is  a  more  proper  phrase  to  use  for  that  "adjustment", 
did  you  say,  sir  ? 

Secretary  Shultz.  Whatever  it  is  called,  what  it  comes  down  to  is 
changing  the  rates  of  exchange  between  the  dollar  and  other  cur- 
rencies on  the  average  in  a  manner  that  makes  our  businesses  and  our 
jobs  more  competitive,  and  we  felt  that  was  desirable. 

Mr.  RoBisoN.  All  of  us  are  concerned,  though  few  of  us  have  expert 
knowledge  about  what  all  this  means,  and  the  world  is  concerned  as 
to  where  we  go  from  here — specifically  as  to  where  the  American 
dollar  goes  from  here. 

Under  Secretary  Volcker,  the  other  day  before  the  Senate  Banking 
Committee,  said :  "The  two  devaluations  since  1971  have  been  an  un- 
comfortable experience  for  us  and  for  others." 
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Then  he  went  on  to  say  that,  while  the  two  devaluations  were  needed 
in  his  judgment — and  I  assume  in  yours  and  the  President's — that, 
"They  cannot  and  must  not  become  a  policy  for  the  future." 

Would  you  like  to  address  yourself  to  that  aspect  of  this  particular 
problem  ? 

FOREIGN   TRADE 

Secretary  Shttltz.  I  think  there  are  two  aspects  you  might  say  to 
answer  that  question.  One  has  to  do  with  our  view  of  how  the  process 
of  adjustment,  to  bring  about  equilibrium  in  world  trade,  should  take 
place.  We  have  set  forth  before  the  IMF  an  outline  of  our  thoughts  on 
that  subject.  They  have  been  developed  further,  but  broadly  speaking 
we  feel  that  the  monetary  system  as  such  can  do  part  of  the  work 
necessary  to  make  these  adjustments,  but  other  aspects  of  the  system 
must  also  come  into  play,  particularly  trade  arrangements. 

For  that  reason,  President  Nixon  has  been  preparing  and  consulting 
with  people  about  a  trade  bill  that  we  feel  will  put  us  in  a  better  posi- 
tion to  negotiate  with  others  about  trading  arrangements.  We  think 
that  the  relative  monetary  values  that  have  been  arrived  at  now  are 
broadly  correct  and  realistic.  We  don't  intend  to  have  any  further 
devaluation.  We  don't  think  it  is  necessary  and  we  don't  think  it  is 
desirable. 

The  other  aspect  of  the  problem  is  this.  I  suppose  in  the  job  of 
Secretary  of  the  Treasury,  particularly  as  it  is  related  to  the  respon- 
sibilities that  President  ISixon  has  asked  me  to  undertake  as  one  of 
his  assistants  in  the  Wliite  House.  I  see  very  much  in  front  of  me  all 
the  time  the  intense  relationships  between  the  different  things  that 
are  taking  place  in  the  economy.  I  see  the  relationships  between  what 
is  going  on  in  international  monetary  markets  and  domestic  develop- 
ments, not  only  in  this  country,  but  abroad,  and  how  they  relate  to 
the  relative  domestic  developments. 

From  the  standpoint  of  our  side  of  it,  we  are  trying  to  have  our 
economy  expand  in  a  manner  that  is  compatible  with  the  way  our  re- 
sources expand,  and  to  try  to  have  that  happen  in  an  atmosphere  of 
reasonable  price  stability. 

I  think  that,  as  we  are  better  able  to  attain  that,  we  will  also  very 
much  improve  our  position  in  world  markets.  I  think  this  is  among  the 
things  that  I  have  in  mind  when  I  say  that  rearrangements  of  the 
monetary  system  have,  on  the  whole,  just  in  terms  of  the  exchange 
values,  done  what  has  been  needed  to  be  done,  and  that  it  is  enough. 
We  have  to  be  very  alert  to  the  needs  of  our  domestic  economy. 

BUDGET  CONTROL 

This  is  a  reason  why  President  Nixon  has  placed  so  much  empha- 
sis on  having  a  Federal  budget  that  is  under  control.  That  is  an  es- 
sential ingredient  here,  and  I  am  glad  to  say,  from  the  many  hours 
of  hearings  that  I  have  spent,  both  in  the  House  and  in  the  Senate, 
that  I  sense  a  general  agreement  on  the  idea  that  we  must  work  to- 
gether to  keep  the  budget  under  control. 

I  have  no  difficulty  sensing  disagreement  on  the  method  of  doing 
that,  and  so  on,  but  I  get  a  feeling  of  an  emerging  consensus  on  the 
idea  that  $250  billion  is  plenty  for  fiscal  1973,  and  something  on  the 
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order  of  the  $268.7  billion  President  Nixon  proposes  for  1974  is  plenty. 
We  will  have  to  work  out  what  programs  within  that  ceiling  go  for- 
ward. So  I  think  that  there  are  these  two  parts  to  the  answer  to 
your  question,  and  that  we  must  be  aware  of  both  of  them,  and  the 
program  that  is  going  forward  tries  to  be  aware  of  both  these  ele- 
ments of  the  problem. 

INTERNATIONAL  MONETARY  CONDITIONS 

Mr.  RoBisoN.  Insofar  as  these  international  monetary  arrangements 
are  concerned,  if  I  understand  the  picture  at  the  moment,  they  rest 
on  sort  of  an  ad  hoc  basis  with  great  uncertainty  in  the  minds  of 
the  people  of  other  nations  as  to  the  future  course  of  the  U.S.  dollar 
and  the  future  course  of  our  economy. 

Wouldn't  it  be  better,  and  are  not  you  and  the  President  work- 
ing toward,  some  basic  restructuring  of  the  monetary  system — inso- 
far as  one  can  accomplish  this — so  that  there  is  more  permanency  and 
less  uncertainty  ? 

Secretary  Shultz.  Yes,  sir ;  we  are,  and  we  have  been  working  very 
hard  on  that.  That  was  a  reason  that  we  put  forward  last  September, 
at  the  annual  meeting  of  the  International  Monetary  Fund  and  World 
Bank,  a  specific  program  designed  as  a  proposal  as  to  how  a  new  world 
monetary  order  might  operate.  We  have  tried  to  flush  that  out  in  the 
discussions  that  have  taken  place  since  then. 

Mr.  RoBisoN.  Are  you  making  progress  along  those  lines  ? 

Secretary  Shultz.  We  think  we  are  making  progress,  but  not  rap- 
idly enough.  I  think  that  the  flareups  that  we  have  seen  in  exchange 
markets  dramatize  the  need  to  push  ahead  on  that  job  of  getting  a 
system  in  place  that  everyone  agrees  to,  and  which,  at  least  in  our 
view,  is  more  suited  to  the  future  than  the  system  we  departed  from. 
I  won't  argue  that  the  old  system  wasn't  appropriate  for  the  1950's 
and  early  1960's,  but  we  don't  think  it  is  appropriate  for  the  1970's 
and  1980's.  That  is  where  we  are  having  to  look  now. 

NEW    TRADE    LEGISLATION 

Mr.  RoBisoN.  Insofar,  then,  as  a  new  trade  bill,  or  whatever  title 
it  might  bear  is  concerned,  do  you  see  it  as  necessary  that  we  have  trade 
legislation  in  this  session  of  Congress  or  in  this  93d  Congress? 

Secretary  Shultz.  President  Nixon  will  be  proposing  trade  legis- 
lation. He  has  stated  that.  We  think  it  would  be  most  helpful  for  the 
Congress  to  act  on  that  promptly.  It  is  a  matter  of  high  priority,  so 
my  answer  is  yes. 

Mr.  RoBisoN.  I  read  an  interesting  editorial,  and  perhaps  you  did 
too,  from  the  Wall  Street  Journal  a  few  days  ago  entitled  "The  Hare 
and  the  Hounds."  The  final  paragraph  says : 

We  would  like  nothing  better  than  also  to  see  negotiations  to  reduce  trade 
barriers,  but  we  greatly  fear  that  any  kind  of  authorization  Mr.  Nixon  could 
win  from  Congress  would  point  the  talks  not  toward  lowering  the  protectionist 
barriers,  but  toward  raising  new  ones.  We  see  .  .  .,"  says  the  editor  of  the  Wall 
Street  Journal,  ".  .  .  nothing  so  urgent  on  the  trade  agenda  that  requires  Mr. 
Nixon  to  risk  being  captured  by  the  hounds  he  thinks  he  can  run  with. 

What  the  editor  was  pointing  up  was,  undoubtedly,  the  obvious 
protectionist  tendencies  and  influences  and  pressures  that  bear  on  this 
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Congress  and  the  concern  that,  once  we  get  into  trade  legislation,  we 
might  run  away  with  ourselves,  so  to  speak.  Do  you  have  some  com- 
ment on  this  perhaps  suggesting  congressional  caution  insofar  as 
moving  toward  protectionism  again  is  concerned  ? 

Secretary  Shtjltz.  Well,  I  think  we  certainly  want  to  move  toward 
development  of  expanding  trading  relationships  where  those  trades 
are  worthwhile  from  our  standpoint  as  well  as  from  the  standpoint 
of  others.  That  is  the  general  atmosphere  we  want  to  work  in. 

I  believe  that  at  the  same  time  if  we  have  a  situation  where  some- 
body comes  in  from  abroad  and  floods  our  market  in  a  great  surge,  and 
we  wind  up  with  a  lot  of  jobs  suddenly  wiped  out  and  businesses  sud- 
denly wiped  out  that  that  is  not  good.  It  is  appropriate  for  us  to 
have  some  kind  of  safeguard  system  that  moderates  that  pace  and 
does  not  subject  our  workers  and  our  businesses  to  a  kind  of  cataclysmic 
event. 

That  may  be  called  protectionism.  I  think  it  is  good  sense  applied  to 
the  way  in  which  we  safeguard  our  people  against  some  sort  of  sudden 
burst  here.  We  and  the  President  will  be  proposing  some  form  of 
safeguard  system. 

FOREIGN  IMPORTS 

Mr.  RoBisoN.  I  think  we  would  all  agree  with  the  premise  you  just 
stated,  but  I  think  we  would  also  ail  agree — from  this  side  of  the 
table  anyhow — that  adjustment  of  the  assistance  programs  that  we 
have  had  in  the  past  in  this  area,  to  help  those  American  industries 
that  have  been  obviously  harmed  by  foreign  imports  is  needed,  and 
that  the  trigger  mechanism  that  sets  those  assistance  programs  into 
effect  also  needs  improvement.  I  would  hope  that  the  proposals  the 
President  is  considering,  and  will  eventually  make  to  Congress,  will 
include  something  in  these  important  areas. 

Secretary  Shultz.  I  think  that  having  some  way  to  moderate  the 
pace  of  imports  is  a  way  of  providing  an  adjustment  potential.  That 
is,  you  provide  people  with  time,  not  only  to  adjust  in  the  sense  of 
figuring  out  other  things  to  do,  but  also  to  adjust  in  the  sense  of 
tightening  their  belts,  and  figuring  out  how  they  can  do  a  better  job, 
compete  more  effectively  and  stay  there.  I  think  both  of  those  elements 
are  important. 

TAX  REFORM 

Mr.  RoBisoN.  Earlier  this  year  there  was  a  good  deal  of  uncertainty 
as  to  when  the  President  might  propose  some  tax  reform  suggestions 
to  Congress,  and  eventually  as  to  whether  he  would  propose  any,  and 
then,  of  late,  there  has  evidently  been  a  firming  up  of  the  President's 
determination  in  this  regard  so  that  we  understand,  at  the  moment, 
that  sometime  relatively  soon  he  will  submit  to  Congress  a  tax  revision 
package.  Is  that  your  understanding  of  the  situation  ? 

Secretary  Shultz.  Yes,  sir. 

Mr.  RoBisoN.  In  your  judgment,  although  it  is  far  too  early  to  predict 
what  will  be  in  that  package,  I  presume,  not  to  mention  predicting 
what  Congress  might  do  with  it,  would  that  package  have  any  impact 
on  the  overall  fiscal  1974  budget  that  we  are  considering? 

Secretary  Shultz.  I  doubt  that  it  would  have  much  impact  on  the 


45 

fiscal  1974  budget.  One  of  the  things  that  the  President  keeps  empha- 
sizing and  working  at  and  charging  us  to  work  at  is  his  desire  to  make 
the  tax  law  simpler,  more  comprehensible,  easier  for  the  taxpayer  to 
work  with,  and  by  the  same  token  therefore  easier  for  the  tax  collector 
to  work  with.  That  is  a  long  and  arduous  job,  but  to  the  extent  we  can 
attain  it,  that  will  simplify  things  here.  I  don't  expect  that  that  will 
happen  rapidly  enough  to  have  any  genuine  impact  on  the  fiscal  1974 
situation. 

Mr.  KoBisoN.  What  you  are  saying  is,  that  you  don't  anticipate  a 
tax  reform  proposal  from  the  President,  nor  a  response  from  Con- 
gress, sufficient  to  upset  very  much  the  budgetary  situation  as  we  now 
view  it  for  1974. 

Secretary  Shtjltz.  We  are  restricting  that  comment  carefully  to  the 
impact  on  fiscal  1974,  which  as  we  know  starts  3  months  from  now. 

Mr.  RoBisoN.  So  there  isn't  much  hope  then,  in  your  mind,  that, 
through  tax  reform,  we  can  somehow  gather  into  the  Federal  Treasury 
large  additional  amounts  of  resources  in  order  to  meet  some  of  those 
felt  needs  that  are  being  expressed  here  on  Capitol  Hill  ? 

Secretary  Shtjltz.  President  Nixon,  as  a  matter  of  policy,  feels  that 
the  overall  tax  taken  by  government  is  heavy  enough,  and  perhaps  too 
heavy,  and  that  government  has  its  hand  in  people's  pockets  to  a 
very  high  degree.  Our  efforts  should  be  to  avoid  any  tax  increase,  and 
to  figure  out  how  to  make  ends  meet  within  the  paltry  sum  of  $250 
billion  for  fiscal  1973  and  $268.7  billion  for  fiscal  1974. 

STATE  PROPERTY  TAX 

Mr.  RoBisoN.  In  making  his  preliminary  remarks  relative  to  the  tax 
reform  proposals  he  will  be  sending  Congress,  the  President  did  in- 
dicate, among  other  things,  that  he  would  submit  "Proposals  for 
alleviating  the  crushing  burdens  which  property  taxes  now  create  for 
older  Americans." 

Leaving  aside,  for  a  moment,  that  issue — which  is  an  attractive  one 
politically — what  comment  do  you  have  about  the  fact  that  the  fiscal 
situation  of  so  many  of  our  States  is  improving  and,  for  about  a  third 
of  the  States,  has  improved  so  dramatically  in  the  last  year  or  so  that 
they  are  now  projecting  actual  surpluses  and,  further,  that  some  of 
those  States  at  least  are  giving  consideration,  through  their  own  legis- 
lative bodies,  to  tax  reform  of  a  sort  at  the  State  level  whereunder 
there  would  be  an  exemption  from  property  taxation  for  many  of 
the  elderly  citizens  of  those  States  ? 

Secretary  Shtjltz.  I  think  the  move  to  relieve  the  burden  of  prop- 
erty taxes  being  made  in  a  number  of  States  is  a  constructive  thing 
and  a  good  thing.  I  don't  say  that  by  way  of  seeming  to  enforce  every 
single  thing  that  is  done,  but  that  is  a  development  that  one  can  iden- 
tify. President  Nixon  has  talked  about  it  and  others  have,  and  that  is 
a  proper  thing. 

The  effort  is  at  this  point  uneven,  and  I  think  the  President  feels 
quite  some  considerable  sense  of  need  on  the  part  of  many  of  our 
older  Americans  for  relief  in  the  property  tax  area,  and  he  will  surely 
make  some  proposals  himself. 
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STATE    TAX    SUEPLUSES 

Mr.  RoBisoN.  Is  Treasury  giving  consideration,  though,  to  this 
rather  unexpected  phenomenon  of  State  treasury  surpluses? 

Secretary  Shultz.  I  think  it  is  good  to  see  that  our  States  and 
municipalities  are  in  a  little  better  shape  than  they  were. 

Mr.  RoBisoN.  I  don't  know  about  municipalities.  I  am  referring  to 
States. 

Secretary  Shultz.  It  varies.  There  are  many  municipalities  that 
are  in  pretty  good  shape.  Some  are  in  desperate  shape. 

Mr.  RoBisoN.  I  am  sure  if  we  asked  our  friend,  John  Lindsay,  how 
the  city  of  New  York  was  doing  he  would  say  very  good  for  "fun" 
purposes,  but  very  bad  otherwise. 

Secretary  Shultz.  I  would  like  to  know  what  the  otherwise  means. 
I  am  a  New  Yorker.  I  was  brought  up  there,  was  born  there  and  I 
love  New  York. 

Mr.  RoBisoN.  The  "otherwise"  would  be  fiscally.  But,  if  this  trend 
continues,  and  it  may  not,  of  course,  what  do  you  say  as  to  the  future  of 
general  revenue  sharing. 

GENERAL  REVENUE   SHARING 

Secretary  Shultz.  I  think  the  observation  you  make  is  partly  the 
result  of  the  coming  of  general  revenue  sharing,  and  the  fact  that 
while  many  States  and  cities  kind  of  planned  ahead  for  it  right  in  their 
budgets.  Others  said,  "We  will  believe  it  when  we  see  it  and  feel  it  and 
receive  it."  You  have  a  period  of  time  when  the  money  comes  in  and 
then  people  adjust  themselves. 

I  think  also  the  stronger  fiscal  performance  is  quite  sharply  related 
to  the  strong  performance  of  the  economy  as  a  whole.  It  isn't  only  the 
Federal  tax  system  that  shows  strong  growth  in  revenues  when  the 
economy  is  expanding  in  the  strong  way  that  it  is.  That  is  also  true 
perhaps  to  a  somewhat  lesser  extent  of  State  and  local  revenues. 

Mr.  RoBisoN.  Do  you  think  that  the  increasing  strength,  albeit  how 
temporary,  of  the  States  insofar  as  their  fiscal  conditions  are  con- 
cerned, gives  added  weight  to  the  President's  proposals  for  special 
revenue  sharing?  In  the  sense,  that  is,  that  some  of  the  categorical 
Federal  programs  that  might  not  get  included  in  those  special  revenue 
sharing  "kitties,"  could,  if  the  States  wished,  be  continued  out  of  these 
additional  State  revenues  ? 

SPECIAL  REVENUE   SHARING 

Secretary  Shultz.  The  idea  of  the  special  revenue  sharing  is  to 
say,  "Here  is  this  set  of  categorical  grant  programs  which  carry  the 
assumption  in  them  that  somehow  the  needs,  category  by  category, 
are  the  same  all  over  the  country,  and  therefore  you  have  a  Federal 
program  that,  insofar  as  we  can  at  the  Federal  level,  treats  every- 
body equitably  and  similarly." 

We  know,  from  our  experience,  that  the  conditions  in  the  country, 
and  the  problems  in  the  country,  are  diverse.  You  mentioned  New  York 
City — ^the  problems  of  New  York  City  are  not  the  same  as  the  prob- 
lems of  Syracuse  or  Buffalo.  Some  are  the  same,  but  many  are  dif- 
ferent, just  to  pick  cities  in  your  State.  Therefore,  it  makes  sense 
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to  take  these  categorical  programs,  put  them  into  a  pot,  so  to  speak, 
involving  a  similar  amount  of  money,  and  then  have  the  distribution 
among  programs  to  meet  a  particular  area  of  problem,  whether  it 
be  manpower,  urban  development,  education  or  whatever.  Then  dis- 
tribute that  money  in  a  manner  that  most  perfectly  meets  the  needs 
of  the  particular  unit  of  government  involved.  That  will  get  more 
for  our  money  as  a  government  enterprise  than  we  will  by  insisting 
that  you  spend  the  money  sometimes  on  things  that  don't  represent 
real  problemsi,  and  furthermore  that  you  have  to  pull  money  out  of  the 
local  treasury,  and  put  it  in  on  a  matching  basis  to  that  program. 

CXDMMUNITY    ACTION    PROGRAMS 

Mr.  RoBisoN.  In  theory,  I  can't  argue  with  that  too  much.  I  have 
tried  this  argument  on  my  own  constituents — particularly,  of  late, 
with  the  poverty  program — saying  that  the  community  action  part  of 
the  poverty  program  ought  to  "be,  per  se,  a  "community"  effort.  If  the 
people  who  are  currently  running  the  community  action  programs  in 
my  district,  for  instance,  don't  feel  they  have  enoug;h  support  at  the 
local  level— at  city  hall  or  the  county  courthouse,  whichever — to  insure 
that  there  is  going  to  be  an  allocation  of  funds  to  continue  those  com- 
munity action  programs  out  of  the  revenue  sharing  "kitty,"  then  it 
seems  to  me  they  are  not  tmly  a  "community  based"  effort.  I  have  tried 
that  argument.  But  then  they  come  back  at  me  and  say :  "But,  Con- 
gressman, what  you  forget,  or  what  you  are  igiioring,  is  that  poverty 
is  a  'national  problem',  deserving  of  and  requiring  national  or  Fed- 
eral attention  because,  at  the  local  level  it  will  not  receive  that  kind 
of  attention." 

How  do  we  answer  this?  Are  there  certain — and  I  am  sure  there 
rnust  be — efforts,  and  certain  needs,  and  certain  problems  that  will  con- 
tinue to  be  regarded,  by  most  of  us,  as  "Federal"  in  nature,  and  thus 
requiring  some  special  Federal  nourishment? 

SPECIAL    REVENUE    SHARING 

Secretary  Shultz.  I  think  that  is  undoubtedly  true.  I  think  one 
should  note  that  there  is  projected  in  the  fiscal  1974  budget,  I  believe, 
something  on  the  order  of  a  $44  billion  flow  of  grants  in  aid  to  States 
and  localities.  We  are  talking  about,  in  a  sense,  changing  the  distribu- 
tion of  how  that  money  flows  out,  so  that  a  proportion  of  it,  obviously 
a  small  proportion  of  it,  flows  out  in  the  form  of  general  revenue  shar- 
ing, with  complete  discretion,  and  a  portion  of  it,  still  only  a  fraction 
flows  out  in  the  form  of  special  revenue  sharing  that  is  relatively  free, 
but  nevertheless  directed  towards  a  certain  class  of  problems.  Then  the 
bulk  of  it  still  goes  out  in  the  form  of  categorical  programs  of  one  sort 
or  another,  which  do  carry  a  Federal  effort  in  that  particular  area 

I  think  it  is  one  thing  to  say  that  something  is  a  national  program. 

Mr.  RoBisoN.  Or  problem. 

Secretary  iShultz,  Or  problem,  a  national  problem,  thank  you,  and 
it  is  another  thing  to  say  that  given  the  appropriation  of  money  to  deal 
with  it,  that  the  people  who  know  the  most  about  how  to  deal  most 
effectively  with  the  character  of  that  program  as  it  exhibits  itself  in  a 
particular  place  are  the  people  in  Washington,  as  distinct  from  the 
people  in  that  place.  I  have  a  lot  of  faith  in  the  ability  of  people  to 
understand  their  problems,  work  with  them  and  respond. 
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FEDERAL  AID  TO  LIBRARIES 


Mr.  RoBisoN.  So  do  I.  Mr.  Chairman,  I  have  only  one  more  ques- 
tion, because  at  this  point  in  time  I  have  used  up  more  than  my  5 
minutes  by  far.  You  have  been  very  patient,  and  the  other  members 
have,  but  I  am  curious  about  one  more  thing,  and  I  can't  help  but 
bring  it  up. 

Among  the  Federal  categorical  programs  that  might  get  knocked 
in  the  head,  or  put  in  the  special  revenue-sharing  "kitty,"  would  be 
aid  to  libraries.  Do  libraries  need  Federal  aid?  The  President  says, 
"No,"  but  the  librarians  say  they  will  suffer.  A  good  friend  of  mine, 
and  a  man  for  whom  this  subcommittee  has  a  good  deal  of  respect, 
"Cap"  Weinberger  was  over  before  a  Senate  subcommittee  recently 
and  apparently  was  asked  by  one  of  the  Senators  what  would  happen 
should  a  great  many  States  shun  libraries  and  put  their  revenue- 
sharing  moneys  into  other  kinds  of  activities.  As  rej)orted,  Mr.  Wein- 
berger said,  "If  I  found  that  ever  happening  in  a  significant  number 
of  States,  Senator,  I  would  not  hesitate  to  recommend  that  we  do 
something  about  it,  and  that  might  take  the  form  of  an  additional 
categorical  program." 

I  don't  know  whether  "Cap"  meant  to  say  that  or  not,  but  would 
you  agree  with  him? 

Secretary  Shultz.  It  doesn't  sound  like  "Cap,"  but  I  am  sure  if  he 
is  quoted  he  said  it. 

Mr.  EoBisoN.  It  seems  to  me  if  that  is  the  case,  what  we  are  facing 
is  this :  We  are  going  around  and  around  in  an  endless  circle ;  first, 
putting  funds  in  a  special  revenue-sharing  educational  kitty.  Then, 
when  we  found  that  local  government  officials  were  not  of  a  mind  to 
give  those  former  categorical  purposes  such  library  aid  a  sufficient 
priority  to  support  those  purposes,  then  we  will  say  that  is  a  Federal 
purpose.  And,  finally,  we  come  back  again  with  another  Federal  cate- 
gorical program. 

Secretary  Shultz.  I  think  you  have  identified  a  trap  that  we  should 
avoid. 

Mr.  KoBisoN.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Addabbo. 

MENTAL  HEALTH  PROBLEMS 

Mr.  Addabbo.  Thank  you  very  much,  Mr.  Chairman.  It  is  a  trap  that 
we  cannot  avoid,  because  it  is  going  to  happen.  Just  carrying  that  one 
point  on,  last  week  I  had  80  chairmen  of  various  groups  come  to  visit 
me,  mental  health.  Title  I  elementary,  secondary,  higher  education 
groups,  who  were  all  looking  for  aid.  If  you  suddenly  came  up  with 
your  special  revenue  sharing  lump  sum,  which  should  cover  all  this, 
then  you  are  going  to  have  blood  letting  as  between  those  groups.  In- 
stead of  working  together  for  aid  they  will  be  looking  to  try  to  obtain 
the  maximum  share  out  of  that  so-called  special  aid.  Then  if  that  fund 
runs  out,  where  do  we  go  ?  Do  we  say,  as  Mr.  Weinberger  said,  we  can 
come  back  for  a  categorical  grant,  or  do  we  increase  the  special  revenue 
sharinsf. 
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NATIONAL  PRIORITIES 

Secretary  Shijltz.  I  think  your  example  is  an  excellent  one,  and  you 
have  put  the  problem  very  well,  in  that  we  have  had  a  great  deal  of 
talk,  newspapers  have  been  filled  with  it,  in  reporting  about  things 
that  have  been  said  in  the  Congress,  about  priorities  and  how  prior- 
ities are  going  to  be  set.  I  think  that  is  a  good  subject  to  talk  about. 
Priorities  is  the  name  of  the  game  here.  It  is  a  game  of  relative  shares. 
You  have  to  think  of  yourself  as  having  some  total,  no  more,  and  then 
somehow,  within  that  total,  it  has  to  be  decided  what  is  the  most  im- 
portant, and  that  is  what  establishing  priorities  is  all  about. 

I  think  that  the  groups  that  you  mention,  that  it  is  constructive  to 
confront  them  with  the  fact  that  the  answer  is  that  they  cannot  have 
both,  I  think  that  has  been  our  problem.  Always  when  we  have  lots  of 
demands,  and  we  know  that  we  really  can't  satisfy  them  all,  we  never- 
theless do  say  that  the  answer  is  to  provide  for  both.  We  have  to  say 
the  answer  is  to  make  a  choice,  or  at  least  to  divide  or  compromise.  We 
just  can't  give  everybody  everything  they  want  because  we  just  don't 
have  that  much  money. 

Mr.  Addabbo.  Except  that  you  come  back  to  the  local  level  and  you 
say,  "Mr.  X,  we  can't  help  you.  You  stay  on  welfare  or  die  of  cancer. 
You  will  not  be  taken  care  of  in  a  mental  institution.  You,  B,  can  be." 
This  is  what  you  are  talking  about. 

Secretary  Shultz.  No;  I  don't  think  so  at  all.  I  think  the  cancer 
program,  for  example,  is  very  strongly  funded.  The  mental  health 

SPECIAL   REVENUE    SHARING 

Mr.  Addabbo.  On  a  line  item  or  will  it  be  special  revenue  sharing? 

Secretary  Shuufz.  I  think  that  it  is  a  line  item  in  the  budget.  You 
are  taking  me  a  little  bit  beyond  the  scope  of  this  hearing  because  it 
is  not  in  the  Treasury  budget,  (On  page  140  of  the  "Special  Analysis 
of  the  Budget,"  table  J-9  shows  outlays  for  cancer  at  $387  million.) 

Mr.  Addabbo.  Mental  health,  would  that  be  a  line  item  or  special 
revenue  sharing? 

Secretary  Shultz.  In  the  case  of  mental  health,  as  I  understand  it, 
we  have  had  an  experimental  and  demonstration  program,  and  this  has 
put  community  mental  health  centers  around  in  different  areas.  Those 
community  mental  health  centers  are  funded  explicitly  in  the  budget, 
and  the  thought  is  to  carry  them  through  a  period  of,  I  think,  some 
8  years,  so  that  would  continue.  The  point  is  that  this  was  supposed  to 
be  a  demonstration  that  shows  whether  or  not  this  particular  approach 
to  the  problem  of  mental  health  is  superior  or  the  conditions  under 
which  it  is  superior  to  older  methods. 

As  I  understand  it,  it  has  proven  out  reasonably  well,  so  one  would 
expect,  if  it  is  a  better  method,  that  people  would  adopt  it.  It  doesn't 
follow,  I  think,  that,  because  the  Federal  Government  doesn't  do  some- 
thing, that  it  doesn't  get  done  in  our  society.  Most  of  the  constructive 
things  that  happen,  happen  because  of  what  private  people  do. 

RELIANCE  ON  STATES 

Mr.  Addabbo.  On  that  one  point,  Mr.  Secretary,  you  say  if  the  Fed- 
eral Government  does  not  do  something,  it  will  get  done  anyway. 
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Before  the  Federal  Government  started  changing  the  voting  rights  of 
the  people  of  this  Nation,  many  people  in  this  Nation  were  deprived 
of  voting  rights.  Now  in  those  same  States  where  they  were  deprived 
of  voting  rights,  will  those  same  States  give  special  revenue  funds  to 
Headstart  programs,  educational  programs  ?  Based  on  past  history  can 
we  rely  on  this  Utopian  idea  that  they  are  going  to  continue  these  pro- 
grams, that  they  are  going  to  continue  helping  deprived  people  ? 

Secretary  Shtjltz.  We  will  have  to  see.  The  revenue  sharing  pro- 
grams carry  with  them  strong  provisions,  general  revenue  sharing  and 
special  revenue  sharing,  for  nondiscriminatory  expenditure  of  the 
fimds.  And  that  is  as  strong  in  those  programs  as  it  is  in  categorical 
aid  programs. 

Now,  I  have  to  say  on  the  basis  of  working  quite  hard  on  the  prob- 
lems of  school  desegregation  in  the  South  and  elsewhere  over  quite  a 
period  of  time  as  both  the  Secretary  of  Labor  and  the  Director  of  the 
Office  of  Management  and  Budget,  President  Nixon  got  into  that  sub- 
ject and  I  think  the  program  in  the  South  has  been  remarkable.  I  have 
found  as  I  have  worked  around  at  it  that  the  ability  of  people  of  the 
different  races  to  work  together  constructively  as  human  beings  is 
superior  to  what  I  have  known  and  experienced  in  the  North. 

I  think  we  have  greater  problems  right  now  in  the  North  than  we 
do  in  the  South.  So  I  think  you  have  identified  a  problem,  but  it  is 
not  a  problem  unique  to  the  South  and  in  many  ways  I  think  the  South 
has  made  great  strides  in  solving  that  problem. 

Mr.  Addabbo.  Well,  did  they  make  the  strides  voluntarily  or  was 
it  by  Federal  legislation  and  Federal  directive. 

Secretary  Shultz.  Ultimately  I  think  the  Federal  courts  particular- 
ly have  had  a  strong  hand,  obviously,  but  in  these  matters,  at  least, 
I  believe  ultimately  and  in  the  final  analysis  what  is  done  that  is 
really  constructive  is  done  as  a  result  of  people  finally  deciding  that 
it  is  the  right  thing  to  do  and  that  they  are  going  to  make  it  work.  It  is 
that  attitude  that  will  achieve  something  and  it  cannot  be  just 
legislated. 

There  is,  I  think,  a  role  and  it  is  important,  but  it  is  not  the  end  of 
the  world. 

"super  cabinet"  heads 

Mr.  Addabbo.  Mr.  Secretary,  the  papers  have  described  you  as  one 
of  the  new  super  Cabinet  heads. 

Secretary  Shultz.  Supercrat  is  the  flattening  term. 

Mr.  Addabbo.  Supercrat. 

Secretary  Shultz.  It  is  even  worse  than  a  bureaucrat. 

Mr.  Addabbo.  But  wearing  this  second  hat,  have  you  been  part  of  the 
decisionmaking  and  discussion  panel  as  far  as  doing  away  with  the 
social  programs  and  replacing  them  by  special  revenue  sharing. 

Secretary  Shultz.  Well,  of  course,  President  Nixon's  special  reve- 
nue sharing  programs  were  first  proposed  in  the  fiscal  1970 — my 
memory  slips  me,  fiscal  1972  budget.  So  those  were  first  proposed  dur- 
ing the  time  when  I  was  Director  of  the  Office  of  Management  and 
Budget  and  I  was,  of  course,  familiar  with  them  from  that  time. 

My  responsibilities  as  an  Assistant  to  the  President  are  focused  in 
the  areas  of  economic  policy.  The  budget,  taken  in  total,  is  a  strong 
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component  of  that.  So  I  continue  to  play  some  role  in  the  budget, 
although  that  is  not  my  responsibility  as  far  as  getting  into  all  of  the 
details  of  it  are  concerned.  I  am  not  as  well  informed  on  that  as  I  once 
was. 

POLICY  ADVISER  TO  THE  PRESIDENT 

Mr.  Addabbo.  Page  12  of  your  statement,  you  state  that  the  Secretary 
is  a  major  policy  adviser  to  the  President.  Is  this  a  new  role  or  has 
this  been  the  role  of  the  Secretary  of  the  Treasury  ? 

Secretary  Shultz.  No,  I  think  the  Secretary  of  the  Treasury  down 
through  the  years  has  always  been  a  major  policy  adviser  to  the 
President.  It  is  no  accident,  really,  that  the  Treasury  Department's 
building  is  located  next  to  the  White  Plouse. 

Mr.  Addabbo.  Your  office  is  asking  for  additional  personnel.  Will 
these  additional  people  be  used  relative  to  the  working  of  the  Depart- 
ment of  the  Treasury  and  Office  of  Secretary  of  the  Treasury  or  will 
they  be  used  as  your  second  hat  as  one  of  the  super  Cabinet  chiefs  ? 

Secretary  Shultz.  Well,  it  is  a  Treasury  Department  budget,  and 
that  is  where  the  people  are  used. 

One  could  say,  I  suppose,  that  I  am  Secretary  of  the  Treasury 
and  that  I  am  going  to  spend  some  time  around  the  White  House,  I 
did  when  I  was  Secretary  of  Labor,  and  I  think  you  expect  Cabinet 
officers  to.  To  some  extent,  therefore,  there  is  a  sharing,  but  the  needs 
in  the  Treasury  Department,  as  such,  are  immense  as  the  chairman's 
description  of  the  Department's  activities  suggested,  and  we  have  to 
interact  with  others  on  a  close  basis. 

SMUGGLING 

Mr.  Addabbo.  We  spoke  of  priorities  earlier,  but  one  thing  I  would 
ask  your  office — and  I  know  you  dealt  in  priorities  with  the  Office  of 
Management  and  Budget — when  the  Commissioner  of  Customs  comes 
before  you,  I  would  hope  you  would  put  some  extra  stress  and  almost 
a  crash  program  on  one  item  you  mention  on  page  5,  the  ground  radar, 
because  I  think  we  are  failing  there.  In  our  recent  visits  to  the  islands 
of  Bermuda  and  Nassau  in  particular,  we  saw  many  private  aircraft 
that  could  possibly  be  used  for  smuggling. 

Secretary  Shultz.  I  think  this  is  a  good  observation.  We  have  to 
think  hard  about  that  whole  area  and  we  are,  but  I  welcome  your 
observation. 

alcohol,  tobacco,  and  firearms 

Mr.  Addabbo.  Mr.  Secretary,  we  on  this  side  of  the  table,  who  deal 
with  appropriations,  always  like  to  hear  about  cuts,  except  when  they 
are  in  the  wrong  place,  such  as  social  programs.  One  other  place  that 
disturbs  me  is  when  you  speak  of  a  cut  in  the  Alcohol,  Tobacco,  and 
Firearms  Division.  Are  you  looking  to  dismantle  that  bureau  ? 

Secretary  Shultz.  Not  at  all.  It  has  gotten  an  identity  as  a  separate 
bureau.  We  are  trying  to  have  it  operate  that  way  and  we  are  trying 
to,  so  to  speak,  have  that  process  settle  out  and  evaluate  it  and  then 
move  it  forward  in  a  way  that  is  going  to  be  most  effective.  Those  are 
essential  functions  which  it  performs  and  they  need  to  be  performed. 
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Mr.  Addabbo.  This  is  one  bureau  I  see  by  your  justifications  where 
you  are  actually  cutting  personnel.  Yet  we  do  see  an  increase  in 
illicit  arms,  we  do  see  a  problem  with  alcohol,  so-called  moonshining 
again,  and  up  in  New  York  we  see  the  problem  of  illicit  cigarette  deal- 
ing. Yet  here  you  cut  personnel.  What  would  be  the  reason  for  that  ? 

Secretary  Shultz,  We  think  that  for  this  period  we  can  do  the  job, 
and  particularly  as  we  try  to  assess  the  way  the  new  bureau  is  organized 
and  how  it  can  work  most  effectively.  We  want  to  concentrate  on  that 
as  kind  of  a  longrun  investment  before  we  just  move  out  and  spend 
more  and  more  money  on  it.  It  is  not  in  any  sense  a  statement  of  a  lack 
of  concern  that  the  problems  that  the  Bureau  deals  with  be  dealt  with 
in  anything  less  than  the  most  effective  manner. 

CONDITIONS  IN   THE   NATION 's   CITIES 

Mr.  Addabbo.  Mr.  Secretary,  in  today's  paper  and  yesterday's,  radio 
report  to  the  Nation,  the  President  spoke  of  the  wonderful  life  in  the 
cities,  how  great  they  are  flourishing,  no  crime,  or  a  reduction  in  crime, 
no  poverty,  and  a  lessening  of  tensions.  Perhaps  in  Key  Biscayne,  per- 
haps at  Camp  David,  not  in  Washington,  D.C.,  definitely  not  in  New 
York.  I  think  that  fact  is  further  borne  out  by  your  statement  on 
page  8  where  obligations  of  the  communities  will  be  purchased  only 
after  the  Environmental  Protection  Agency  has  certified  that  the  pub- 
lic body  is  unable  to  obtain  sufficient  credit.  This  would  lead  me  to 
believe  you  also  feel  there  are  many  municipalities  that  cannot  and  do 
not  have  the  borrowing  power  right  now  and  that  the  cities  are  not  as 
beautiful  as  the  President  would  let  the  people  think  they  are.  The 
only  reason  they  are  possibly  a  little  quiet  now  is  because  we  have  had 
these  various  social  programs.  Stop  these  social  programs  and  we  will 
find  out  how  quiet  these  towns  can  be  and  how  quiet  the  people  can  be. 

Would  you  say  this  bears  out  the  fact  that  the  cities  are  not  ready 
to  be  able  to  borrow  on  their  own,  that  they  are  not  financially  suffi- 
cient to  proceed  on  their  own  on  these  various  programs  ? 

Secretary  Shultz.  No,  sir.  I  think  rather  the  contrary.  We  regard 
that  as  kind  of  an  insurance  policy.  The  sums  there,  compared  with  the 
total  sums  contemplated  for  that  water  resource  program,  the  sums  we 
have  talked  about  here  are  relatively  small.  We  would  expect  that  on 
the  whole,  people  would  be  able  to  borrow  as  they  do  now,  effectively, 
to  serve  those  programs. 

I  believe  it  is  true,  and  you  are  more  posted  on  this  than  I,  I  am  sure, 
but  I  believe  it  is  true  in  Washington,  D.C.  We  have,  not  only  seen  a 
slackening  of  this  rate  of  increase  in  crime  that  we  have  seen  around 
the  country,  but  there  has  been  an  absolute  decline  in  the  amount  of 
crime  in  Washington,  D.C.  I  think  that  shows  what  can  be  done  with 
a  determined  effort  such  as  has  been  made  in  the  District.  But  these 
are  great  problems. 

It  does  strike  me,  as  someone  who  was  born  and  brought  up  in  New 
York  City  and  spent  the  11  years  prior  to  coming  here  to  Washington 
living  on  the  south  side  of  Chicago,  that  at  least  I  am  not  unfamiliar 
with  the  problems  of  these  cities.  We  spent  our  time  in  the  late  1960's 
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wondering  when  the  next  riot  was  going  to  come.  We  have  seen  a  great 
diminution  of  that  kind  of  thing  over  the  past  4  years.  So,  I  think  that, 
while  no  one  is  ready  to  paint  the  cities  as  being  in  a  dreamy  and  ideal 
condition,  nevertheless  there  has  been  progress  and  things  are  in  many 
ways  not  as  bad  as  they  were. 

Mr.  Addabbo.  Again  you  bear  out  exactly  what  I  have  said,  that 
much  of  the  quieting  of  the  cities  was,  when  you  had  the  burning  of 
Watts,  you  went  in  there  with  manpower  training,  with  education  pro- 
grams. You  went  in  with  Headstart  programs  and  you  worked  with 
the  people,  you  gave  them  hope. 

Would  you,  at  any  given  hour  after  10  o'clock,  walk  alone  in  the 
streets  of  Washington  ? 

Secretary  Shtjltz.  Well,  I  have,  but 

Mr.  Addabbo.  From  how  far  ? 

Secretary  Shultz.  I  do  not  know  whether  it  is  a  good  idea;  not 
since  I  have  the  Secret  Service  around  me.  They  do  not  permit  that. 

Mr.  Addabbo.  I  would  not  walk  through  Central  Park  at  a  given 
hour  after  dusk.  I  would  also  invite  President  Nixon  without  Secret 
Service  protection  to  try  it. 

Secretary  Shtjltz.  That  has  been  true  right  along  and  it  is  one  of 
the  great  tragedies.  The  question  is  whether  or  not  we  are  making 
progress. 

I  think  also  we  must  ha\^  the  willingness  to  look  at  things  that  we 
try  with  good  intentions  and  real  hope  and  desire  and  effort  and  ask 
whether  those  things  have  really  helped  people. 

HELP  TO  THE  POOR 

I  believe  in  many  areas  of  the  efforts  to  help  the  poor,  that  a  fan- 
tastic proportion  of  the  money  spent  has  not  gone  to  the  poor ;  it  has 
gone  to  the  people  administering  the  program.  As  the  saying  used  to 
be,  there  are  a  lot  of  people  getting  rich  on  poverty.  This  is  what  was 
meant  by  that  statement.  Just  because  the  objective  is  good  does  not 
mean  that  money  is  being  spent  effectively.  We  have  to  be  willing  to 
reassess,  change  around,  if  something  has  not  worked,  say  so,  and  then 
try  something  else. 

Mr.  Addabbo.  In  every  war,  and  it  has  been  true  in  the  war  on  pov- 
erty, there  are  the  profiteers.  We  have  to  go  in  and  take  out  the  profit- 
eers. It  is  not  the  question  of  taking  it  from  the  needy  people,  saying : 

"Because  you  have  profiteers  we  are  now  going  to  prosecute  a  war, 
because  you  have  those  who  steal  from  the  poor,  because  there  are  such, 
you  the  poor  must  be  left  or  shunted  aside  like  a  forgotten  people." 

Secretary  Shultz.  Not  shunted  aside  as  a  forgotten  people;  not 
by  any  stretch  of  the  imagination.  The  rates  of  increase  in  spending 
on  human  resources  in  the  last  4  years  are  gigantic.  I  think  the  human 
resource  expenditures  have  gone  up  from  somewhere  between  $50  and 
$60  billion — I  forget  exactly  the  amount — to  over  $125  billion  in  this 
budget.  So  that  in  the  fiscal  1974  budget  the  rate  of  flow  of  money  is 
very,  very  strong.  The  amount  of  money  on  food  for  the  hungry  has 
gone  up  by  two  and  a  half  times  or  more.  It  is  a  very  great  rate  of 
increase  in  these  areas.  So  it  is  hardly  walking  away  from  the  problem. 
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DEFENSE    BUDGET 

Mr.  Addabbo.  What  has  been  the  percentage  increase  in  defense  ? 

Secretary  Shultz.  Zero. 

Mr.  Addabbo.  Zero  ? 

Secretary  Shultz.  Yes. 

Mr.  Addabbo.  You  mean  in  inflationary  dollars,  but  not  in  actual 
dollars  ? 

Secretary  Shultz.  No  ;  in  actual  dollars.  I  think  it  is  well  to  remind 
ourselves  when  we  talk  casually  about  cutting  defense 

Mr.  Addabbo.  I  am  not  talking  about  it  casually. 

Secretary  Shultz.  All  right.  When  you  talk  about  it  seriously,  in 
terms  of  the  manpower  and  the  equipment  that  the  defense  budget 
will  buy,  it  has  been  cut  by  roughly  $25  billion  since  1968.  That  is  a 
lot.  The  manpower  levels  projected  are  at  a  level  lower  than  at  any 
time  since  the  mid-1950's.  So  the  defense — the  real  operating  defense 
budget  has  been  held  down  and  is  pretty  tight. 

HUMAN    RESOURCE    BU13GET 

Mr.  Addabbo.  What  percentage  of  programs  for  people  are  you  cut- 
ting out  with  this  $268  billion  budget  ? 

Secretary  Shultz.  Well,  the  human  resources  budget  continues  to 
rise  in  this  budget.  I  think  the  fact  that  people  miss,  and  you  get  criti- 
cized of  course  different  ways  from  different  angles,  the  fact  that  peo- 
ple miss  is  that  the  1974  budget  is  $19  billion  higher  than  the  1973 
budget.  We  get  criticized  in  the 

Mr.  Addabbo.  $8  billion  in  defense? 

Secretary  Shultz  [continuing].  The  financial  types  say,  "Why  are 
3'ou  spending  $19  billion  more?  That  is  a  lot  of  dough." 

Mr.  Addabbo.  You  are  spending  $8  billion  more  on  defense? 

Secretary  Shultz.  No  ;  most  of  it  is  right  into  the  human  resources 
area. 

Mr.  Addabbo.  It  all  depends  on  how  you  look  at  it. 

Secretary  Shultz.  Well,  it  is  pretty  hard  not  to  look  at  it  that  way. 
You  can  just  plot  it  out. 

EXPANDING   ECONOMY 

Mr.  Addabbo.  Well,  we  looked  at  your  budget,  Mr.  Secretary.  For 
2  years  we  heard  about  the  full  employment  budget.  Luckily  I  have 
not  heard  that  statement  this  year;  I  think  they  have  abandoned 
that  phrase. 

Secretary  Shultz.  No,  sir ;  we  have  not  abandoned  it.  I  think  the 
thing  that  one  must  register  is  that  it  worked ;  that  is,  the  idea  was 
to  be  bold  enough  to  allow  the  Government  deficit  to  exist  when  the 
economy  needed  stimulation  and  to  recognize  that  that  was  needed. 
It  has  worked  and  the  economy  is  expanding. 

Mr.  Addabbo.  The  economy  or  the  inflationary  spiral  ? 

Secretary  Shultz.  The  economy.  There  are  more  people  employed, 
there  are  2i/^  million  more  people  employed  in  1972  than  in  1971. 
We  have  had  very  strongly  rising  jobs  and  real  level  of  business 
activity.  It  is  a  fantastic  expansion. 
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Mr.  Addabbo.  Just  come  to  New  York  and  those  figures  go  out  the 
window. 

Secretary  Shultz.  You  people  in  New  York  have  a  lot  of  problems. 

Mr.  Addabbo.  That  is  for  sure. 

Secretary  Shultz.  Do  not  visit  them  on  the  rest  of  the  country. 

Mr.  Addabbo.  According  to  President  Nixon,  we  have  no  problems. 

No  further  questions,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Myers  ? 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

First  let  me  compliment  you,  Mr.  Chairman.  As  a  nonsmoker,  I 
appreciate  the  new  area.  I  know  something  about  what  pollution 
means  now. 

lack  of  confidence  in  the  dollae 

Mr.  Secretary,  several  times  the  discussion  has  come  up  about  the 
rnonetary  crises  that  the  world  finds  itself  in  today,  but  more  par- 
ticularly, we  are  concerned  about  the  dollar  crisis  as  a  part  of  that 
world  monetary  crisis. 

In  your  judgment,  what  has  caused  this  lack  of  confidence  in  our 
dollar? 

Secretary  Shultz.  Well,  I  do  not  know  that  there  is  a  fundamental 
lack  of  confidence.  I  think  we  have  to  remember  that  our  dollar,  as 
far  as  most  of  us  Americans  are  concerned,  what  our  dollar  is  worth 
is  what  we  can  buy  for  it  here  in  this  large,  diverse,  wonderful  market 
that  we  have  in  the  United  States.  That  is  what  determines  the  value 
of  the  dollar. 

On  the  whole,  compared  with  other  countries  especially,  we  are  doing 
pretty  well  on  the  problem  of  fighting  inflation.  We  are  having  a  very 
hard  time  in  the  food  area.  We  have  taken  some  strong  steps.  We 
think  they  will  pay  off.  But,  relative  to  other  countries,  in  terms  of 
that  most  fundamental  measure  of  the  value  of  the  dollar,  we  are 
doing  pretty  well. 

CURRENCY   speculation 

As  far  as  the  currency  speculation  is  concerned,  that  is  something 
that  has  occurred  over  many  years.  I  think  that  it  is  probably  intensi- 
fied somewhat,  as  you  have  had  a  system  that  existed  for  a  long  while, 
worked  well  in  the  period  of  time  for  which  it  was  designed,  but 
became  increasingly  obsolete.  It  was  patched  up  during  60  days 
in  one  way  or  another,  and  now  it  is  recognized  as  a  system  that  had 
become  obsolete. 

We  are,  as  we  have  discussed  earlier  in  the  hearing,  working  our 
way  toward  a  new  system.  Time  elapses  during  that  transition  period. 
You  do  not  have  the  certainties  of  the  old  systems  and  you  do  not  have 
the  broad  agreement  on  a  new  system.  That  does  provide,  or  has  an 
environment  of  some  uncertainty. 

Now,  the  dollar  is  the  currency  in  which  most  trade  and  exchange  is 
made.  So  that  whenever  there  is  imcertainty,  the  dollar  becomes  in- 
volved. Something  may  start  when  the  British  float  the  pound  or  when 
the  Italians  do  something,  or  whatever  and  you  wind  up  with  a  lot  of 
speculation  on  the  dollar. 

I  hear  as  many  people  saying  right  now  that,  if  anything,  the  dollar 
is  undervalued  at  this  point,  but  at  any  rate,  we  think  that  the  exchange 
values  are  realistic  now.  That  is  our  thought  on  it. 
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CURRENCY   CONVERSION 

Mr.  Myers.  As  I  understand  what  caused  the  crisis,  though,  it  was 
the  fact  that  the  holders  of  the  dollars  abroad  were  wanting  to  con- 
vert their  dollars  into  another  currency.  I  wondered  what  triggered 
this  thing  at  that  moment. 

Secretary  Shultz.  I  think  it  is  a  speculative  phenomenon  and  prob- 
ably propelled  to  a  very  great  extent  by  not  so  much  a  feeling  that 
the  fundamental  relationship  is  wrong,  but  by  the  prospect  that  some- 
body might  make  a  lot  of  money  by  speculative  activity.  We  have 
seen  a  great  deal  of  that,  in  which  they  can  speculate  against  a  rate 
that  is  held  up  and  gives  a  target. 

Mr.  Myers.  You  do  not  think  the  huge  deficits  that  we  have  been 
continually  building  up  year  after  year  have  had  any  contribution 
toward  making  the  dollar  less  desirable  ? 

BALANCE   OF   TRADE 

Secretary  Shtjltz.  No.  I  think  that  the  deterioration  in  our  bal- 
ance of  trade,  which  has  gone  from  a  big  plus  to  a  big  minus,  presents 
a  problem,  it  dramatizes  a  problem.  We  need  to  have  a  system  that  is 
one  in  which  equilibrium  in  these  balances  can  be  brought  about.  We 
have  been  saying  that  for  several  years.  We  have  been  making  some 
headway. 

I  think  people  are  realizing  it  is  an  important  factor,  that  our  bal- 
ance of  trade  has  deteriorated.  I  think  it  has  not  been  recognized  par- 
ticularly that  the  imbalance  in  our  trade  account  was  not  as  bad  in 
the  second  half  of  1972  as  in  the  first  half,  and  that  December  was 
better  than  November  and  that  January  was  better  than  December. 
So  some  progress  has  been  made. 

Mr.  Myers.  Of  course  this  balance  of  trade  problem  has  been  coming 
upon  us  for  the  last  several  years,  it  just  did  not  become  critical  until  it 
got  unfavorable  to  the  United  States. 

Of  course  the  President  has,  and  you  mentioned  here,  made  some 
suggestions  about  tariffs  and  other  trade  controls.  Do  you  feel  that 
there  is  any  danger  of  other  nations  who  will  also  have  to  pay  the  price 
for  these  trade  barriers  retaliating  against  the  United  States  and 
triggering  maybe  a  trade  war  ? 

Secretary  Shtjltz.  We  would  hope  not.  We  would  hope,  and  we 
stay  as  close  as  we  can  to  our  trading  partners,  that  we  can  develop 
cooperative  and  generally  agreed  upon  solutions  to  problems. 

We  have  to  recognize  real  problems  and  we  have  to  have  real  solu- 
tions for  them.  We  cannot  paper  them  over.  But  we  certainly  want 
to  work  closely  with  our  trading  partners  in  trying  to  develop  ways 
in  which  we  can  better  attain  an  overall  equilibrium  in  world  markets. 

AGRICULTURAL  EXPORTS 

Mr.  Myers.  It  seems  to  me  that  our  agricultural  exports  are  the 
most  hopeful  exports  we  have  today  in  recapturing  or  trying  to 
balance  off  our  unfavorable  balance  of  trade,  it  is  where  we  are  most 
competitive  today. 

Am  I  right  on  that  ? 
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Secretary  Shultz.  Yes.  I  think  agriculture  is  one  of  our  strong 
suits  because  of  the  American  farmer.  He  does  a  great  job. 

Mr.  Myers.  There  has  been  a  great  fluctuation  in  the  selling  price 
of  gold.  What  has  caused  this  ? 

FLUCTUATION   IN   PRICE   OF  GOLD 

Secretary  Shultz.  All  these  things.  There  is  a  great  variety  of 
factors.  I  suppose  you  have  to  regard  gold  as  a  commodity,  basically 
similar  to,  not  identical  to  the  monetary  system  even  though  it  has 
long  been  associated  with  the  monetary  system.  We  have  had  the 
view  it  should  be  de-emphasized.  But  it  is  a  commodity.  Some  people 
want  it,  some  people  have  it  to  supply,  and  that  interplay  affects  the 
price.  There  is  a  large  industrial  demand  for  the  use  of  gold.  There 
are  limited  sources  of  supply  and  there  is  a  fairly  thin  market.  A  great 
proportion  of  the  world's  gold  is  essentially  immobilized  in  the  sense 
that  it  is  in  the  reserves  of  governments  and,  with  the  private  price  a 
lot  higher  than  the  official  price,  there  has  been  very  little  use  of  gold 
reserves  as  a  medium  of  exchange. 

GOLD   RESERVES 

Mr.  Myers.  How  much  gold  do  we  have  in  our  reserve,  the  U.S. 
reserve? 

Secretary  Shultz.  Well,  after  the  par  value  acts  passed  by  the 
Congress,  if  they  are  passed — and  I  hope  they  are — we  will  say  we 
have  more  in  terms  of  dollars,  but  that  is  just  because  we  have  changed 
the  price  on  it. 

I  would  like  to  put  in  the  record  the  precise  number  of  ounces  that 
we  have  stored  away.  That  is  probably  a  better  way  to  state  it. 

Mr.  Myers.  That  would  be  fine. 

[The  information  follows :] 

273,950,451.8  ounces. 

Mr.  Myers.  There  have  been  some  suggestions  about  the  possi- 
bility of  selling  gold.  That  might  alleviate  part  of  the  problem.  Do 
you  advocate  that  and  how  would  it  help  our  present  problem  ? 

Secretary  Shultz.  I  think  it  does  not.  The  problem  of  the  relative 
rates  of  exchange  between  the  dollar  and  the  mark  and  the  yen  and 
the  pound  and  so  forth  is  the  thing  to  focus  on,  not  the  price  of  gold. 

We  are  parties  to  an  international  agreement  having  to  do  with 
the  way  in  which  gold  is  bought  and  sold.  We  are  in  that  agreement 
and  we  will  abide  by  it. 

Mr.  Myers.  At  this  point  that  is  all  the  questions  I  have,  Mr. 
Chairman. 

Thank  you,  Mr.  Secretary. 

Mr.  Steed.  Mr.  Roybal  ? 

Mr.  RoYBAL.  Mr.  Secretary,  you  stated  in  your  testimony  on  page  2 
that  most  of  the  budget  year  increases  are  for  Internal  Revenue  Serv- 
ice, the  Bureau  of  Customs,  the  Fiscal  Service  Bureaus  and  the  con- 
struction of  the  Federal  Law  Enforcement  Training  Center. 

I  would  like  to  ask  some  preliminary  questions  on  these  subjects, 
hoping  that  later  on  perhaps  we  can  get  into  something  more  detailed. 
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INTERNAL  REVENUE  SERVICE  INCREASES 

I  am  interested  in  what  you  said  about  the  Internal  Revenue  Serv- 
ice, where  you  have  front  line  programs  that  provide  taxpayers  with 
assistance.  I  think  that  is  quite  beneficial.  I  compliment  you  for  mak- 
ing this  service  available.  However,  I  would  like  to  know,  first  of 
all,  the  cost  of  that  service.  My  understanding  is  that  it  will  be  an 
additional  $40  to  $41  million. 

I  would  also  like  to  know  what  these  people  are  going  to  be  doing 
after  April  15.  Can  you  give  me  a  little  rundown  as  to  what  the 
situation  is,  so  I  can  try  to  get  an  understanding  of  what  is  actually 
going  to  happen. 

Secretary  Shultz.  Yes,  sir.  I  am  sure  that  Commissioner  Walters 
can  give  you  a  much  more  detailed  and  better  understanding  than  I 
can. 

First  of  all,  on  the  distribution  of  the  increases  asked  for,  $40.8 
million  is  for  the  audit  and  compliance  function.  I  think  you  men- 
tioned that  number. 

Mr.  RoYBAL.  Yes. 

Secretary  Shultz.  About  $12  million  is  to  beef  up  our  taxpayer 
assistance  program.  There  is  a  little  over  $3  million  to  develop  the 
program  mandated  in  the  revenue  sharing  act  for  developing  a 
relationship  between  the  Internal  Revenue  Service  and  State  income 
tax,  so  that  we  may  help  the  States  in  the  collection  of  their  taxes. 
That  is  a  little  over  $3  million.  There  is  about  $2.5  million  in  the  tax 
fraud  investigation,  another  $2  million  in  beefing  up  collection 
activities. 

Then  there  is  some  $43  million  that  represents  annualization  of  ac- 
tivities of  various  sorts  that  were  partly  funded  last  year  and  which 
get  fully  funded  this  year.  We  also  have  reductions  for  nonrecurring 
costs  of  $62  million.  So  that  is  the  distribution  of  items.  I  think  in 
terms  of  the  specific  things  that  are  done  in  the  taxpayer  assistance 
program  are  partly  just  availability,  manpower,  working  on  things 
like  Centiphone  that  will  help  us.  It  is  that  type  of  thing  that  is  in- 
volved. 

I  would  accede  to  Mr.  Walters,  however,  for  more  detailed  explana- 
tions. 

Mr.  RoYBAL.  Yes.  When  the  time  comes,  we  will  get  into  something 
of  a  more  detailed  nature,  but  I  wanted  just  a  general  outline  of  what 
it  was. 

SIMPLIFICATION    OF   TAX   FORMS 

In  the  process,  can  there  not  be  some  way  of  simplifying  those  tax 
forms,  so  that  you  will  not  have  to  spend  $41  million  informing  the 
people  how  to  work  out  their  income  tax  ? 

Secretary  Shultz.  I  agree  with  that  objective  and  President  Nixon 
does.  It  was  for  that  reason  that  we  reissued,  and  the  changes  in  the 
law  made  it  possible  to  reissue  the  short  form.  That  is  being  used  by 
a  large  number  of  taxpayers.  That  makes  it  simpler. 

But  we  are  studying,  in  every  way  we  can,  things  that  would  make 
the  law  simpler.  We  are  exploring  the  question  of  whether  there  are 
ways  in  which  we  might  work  with  the  Congress  in  taking  the  code 
and,  within  the  framework  of  not  trying  to  change  the  law,  but  just 
trying  to  figure  out  how  we  can  state  it  so  that  it  is  simpler  and  clearer. 
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But  looking  at  it  from  the  standpoint  of  the  form  and  saying  to 
ourselves,  are  there  ways  we  could  basically  trim  around  the  edges  in 
the  way  the  tax  law  reads,  that  would  not  make  any  major  policy 
change,'  but  which  would  allow  us  to  simplify  the  form  and  make  it 
easier  to  use  ? 

We  are  working  very  hard  on  the  problem  that  rou  brought  up.  We 
recognize  it  as  very  important.  I  think  it  is  essential  that  people  have 
confidence  in  the  tax  system.  If  it  is  difficult  for  people  to  understand, 
it  hard  to  have  confidence  in  it.  So  the  more  understandable  it  is,  the 
better. 

Mr.  RoYBAL.  The  reason  I  brought  it  up  is  because  you  also  stated 
that  our  voluntary  tax  system  has  deteriorated,  and  if  it  is  going  to 
deteriorate  to  a  point  where  we  will  have  no  confidence  in  the  system, 
then  we  will  really  start  getting  into  more  trouble. 

Secretary  Shultz.  Yes. 

AUDIT    LEVELS 

Mr.  RoTBAL.  Instead  of  spending  $41  million,  we  are  going  to  have 
to  be  spending  more  and  more  every  year. 

Secretary  Shultz.  We  think  the  situation  is  still  well  in  hand.  But 
the  decline' in  the  proportion  of  returns  audited  that  has  existed  is,  we 
think,  bad  and  we  want  to  build  back  up  in  the  other  direction. 

We  recognize  that  we  cannot  ask  you  to  appropriate  all  the  funds 
necessary  at  once,  but  we  want  to  program  the  idea  that  we  are  going 
to  build'  back  our  capacity  to  audit  a  higher  and  higher  proportion 
of  returns.  That  does  have  a  big  effect  on  voluntary  compliance. 

As  it  has  been  said,  conscience  is  that  still  small  voice  saying  "Some- 
body may  be  watching,*'  and  we  have  to  let  people  know  somebody  is 
watching. 

Mr.  RoYBAL.  Mr.  Secretary',  my  time  is  almost  up.  But  I  have  one 
more  question  I  would  like  to  ask. 

EQUAL  OPPORTUNITY  PROGRAM 

First  of  all,  I  would  like  to  state  that  I  will  be  asking  questions  with 
regard  to  the  tremendous  annual  growth  of  the  Bureau  of  Customs 
and  what  is  being  done  to  meet  that  demand  and  cope  with  the  problem. 

Then  I  would  like  to  ask  questions  with  regard  to  the  Department 
of  the  Treasury's  affirmative  action  program,  which  was  transmitted 
to  all  the  heads' of  bureaus  October  10. 1972.  Sometime  during  the  same 
month  you  sent  out  two  memos  which  showed  your  complete  support 
and  desire  that  all  Treasury  officials  commit  themselves  to  creating 
equal  employment  opportunities  for  both  minorities  and  women, 

N'ow.  the  objective  of  the  plan  was  the  establishment  of  the  Task 
Committee  on  Spanish-Speaking  People  by  February  15, 1973. 1  would 
like  to  know  whether  or  not  that  task  force  has  been  organized,  who  is 
on  it,  how  often  they  meet  and  perhaps  include  for  the  record  an 
evaluation  of  their  performance  as  well  as  their  evaluation  of  the 
President's  16-point  program  and  how  they  intend  to  implement  it. 

Then  also  tell  us  how  that  is  being  coordinated  with  the  Civil  Serv- 
ice Commission. 

Secretary  Shultz.  I  welcome  that  request  to  develop  that  material 
for  the  record.  I  think  it  will  help  us  in  keeping  people  alive  on  this 
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subject,  strongly  motivated  with  the  question  as  put  in  the  context  of 
appropriations  hearings.  That  always  helps. 

Mr.  EoYBAL.  Thank  you,  Mr.  Secretary. 

[The  information  follows :] 

On  September  12,  1972  a  full-time  16-point  program  coordinator  jwsition 
was  created  in  the  Ofl5ce  of  the  Secretary.  Two  of  his  functions  will  be:  (i)  to 
disseminate  and  provide  for  the  exchange  of  general  information  to  bureaus 
and  oflBces  of  the  Treasury  Department  regarding  the  President's  16-point 
program  for  the  employment  of  the  Spanish-surnamed.  This  information  will 
include  activities  and  accomplishments  under  the  program  to  insure  its  success- 
ful administration  within  Treasury,  and  (ii)  provide  guidance  to  bureaus  and 
offices  concerning  organizational  needs  in  implementing  the  program.  Because 
of  the  Presidential  hiring  "freeze"  a  coordinator  was  not  hired  earlier,  but  has 
now  been  selected.  His  name  is  Jose  G.  Salichs  and  his  personnel  papers  are  being 
processed  and,  hopefully,  he  will  be  hired  without  further  delay. 

The  Task  Committee  on  Spanish-Speaking  People  has  not  yet  been  organized. 
On  February  15,  1973,  the  Assistant  Director  of  the  Equal  Opportunity  program 
and  the  Assistant  Director  of  Personnel  (employment)  completed  a  review  of 
the  16-point  program  (attachment  A)  within  Treasury  on  October  16.  1972 
and  forwarded  a  report  to  the  Civil  Service  Commission.  On  November  1,  1972 
(attachment  B)  we  received  from  the  Commission  a  favorable  reply. 

The  Assistant  Director  of  the  equal  opportunity  program  and  the  Assistant 
Director  of  Personnel  (employment)  will  serve  as  liaison  with  the  Civil  Service 
Commission  and  the  Cabinet  Committee  on  Opportunities  for  Spanish-Speaking 
People  until  the  16-point  program  coordinator  is  hired. 

October  16, 1972. 
Hon.  Robert  E.  Hampton, 
Chairman,  U.S.  Civil  Service  Commission, 
Washington,  D.C. 

Dear  Mr.  Hampton  :  Secretary  Shultz  has  asked  me  to  reply  to  your  letter 
dated  September  1,  1972,  concerning  employment  of  Spanish-surnamed  Americans 
in  the  Department  of  the  Treasury. 

Recruitment  is  now  under  way  to  employ  a  full-time  coordinator  in  our  Office 
of  Equal  Opportunity  program  to  concentrate  on  our  16-point  program  effort.  An 
appendix  to  our  new  Department-wide  equal  employment  opportunity  affirma- 
tive action  plan  reflects  this  new  addition  to  our  staff. 

Bureaus  are  in  the  process  of  revising  and  updating  their  affirmative  action 
plans  in  accordance  with  requirements  of  our  departmental  plan.  Goals  and 
timetables  will  be  an  important  part  of  these  plans.  We  expect  that  our  new 
coordinator  will  review  bureau  plans  with  particular  concern  for  significantly 
increasing  Spanish-surnamed  employment,  especially  in  areas  where  there  is  a 
sizable  concentration  of  Spanish-surnamed  citizens  with  apparent  potential.  As 
appropriate,  bureaus  will  be  asked  to  change  their  plans  consistent  with  staffing 
requirements  and  probable  availability  of  qualified  candidates  for  employment. 

In  addition  to  the  above,  we  hope  to  make  a  complete  review  at  the  depart- 
mental level  of  what  we  have  done  in  furtherance  of  this  program  and  to  examine 
ways  for  further  implementation  within  the  Department. 

I  believe  that  the  accomplishments  of  our  Bureau  of  Customs  in  a  recent 
recruitment  effort  are  indicative  of  the  importance  we  place  on  this  program, 
and  I  thought  you  would  be  interested  in  hearing  about  them.  Briefly,  they  were 
looking  for  35  bicultural  and  bilingual  inspectors  for  the  Port  of  San  Ysidro, 
Calif.  These  efforts  were  undertaken  after  a  study  was  made  which  showed 
that:  (1)  The  port  was  understaffed,  (2)  the  majority  of  the  people  crossing 
the  border  were  bicultural  and  mainly  did  not  speak  English,  and  (3)  the  per- 
centage of  inspectors  at  the  border  who  possessed  bicultural  and  bilingual 
capabilities  was  small. 

The  following  expeditious  steps  were  taken  to  recruit  bicultural  and  bilingual 
candidates  at  the  GS-5  and  GS-7  level: 

1.  Tests  were  developed  to  determine  bicultural  and  bilingual  abilities  of 
candidates. 

2.  An  internal  vacancy  announcement  was  published  which  required  bicultural 
and  bilingual  abilities. 

3.  The  Civil  Service  Commission  identified  and  tested  40  Vietnam  era  veterans 
with  Spanish  surnames  who  were  interested  in  inspector  positons. 
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4.  A  meeting  was  held  with  the  director,  Office  of  Mexican-American  Com- 
munity Affairs  in  San  Diego,  to  solicit  his  assistance  in  filling  these  vacancies. 

5.  Four  Mexican-American  community  oflSces  were  visited  to  solicit  their 
assistance  in  recruiting. 

6.  Advertisements  for  the  inspector  vacancies  were  placed  in  local  Spanish- 
language  newspapers. 

7.  The  Mexican-American  Coordinator  at  the  VA  hospital  in  San  Diego  was 
visited  to  solicit  his  assistance  in  filling  these  postions. 

As  a  result  of  these  efforts,  35  Si>anish-surnamed  candidates  have  been 
selected  and  background  investigations  initiated  and  all  positions  should  be 
filled  by  the  middle  of  November  1972. 

Please  be  assured  of  the  Secretary's  continued  support,  as  well  as  my  support 
in  achieving  the  common  objective  of  assuring  equal  employment  opportunities 
for  Spanish-sumamed  Americans. 
Very  sincerely  yours, 

Samuejl  R.  Pierce,  Jr., 

General  Counsel. 

U.S.  Civil  Service  Commission, 
Washington,  D.C.,  November  10, 1972. 
Mr.  Samuel  R.  Piebce,  Jr., 
General  Counsel,  Department  of  the  Treasury, 
Washington,  D.C. 

Dear  Mr.  Pieroe  :  Your  reply  to  Chairman  Hampton's  letter  of  September  1, 
1972,  has  been  referred  to  my  oflSce  for  acknowledgment. 

The  types  of  activity  mentioned  in  your  letter  are  the  types  of  affirmative 
action  needed  for  successful  implementation  of  the  16-point  program.  Employ- 
ment of  a  full-time  coordinator  in  the  OflBce  of  the  Equal  Employment  Oppor- 
tunity program  should  provide  you  with  the  necessary  input  to  assure  that  your 
action  plan  is  fully  applicable  to  the  Spanish-speaking  Americans. 

Of  particular  interest  to  us  were  the  efforts  and  accomplishments  of  your 
Bureau  of  Customs.  As  you  are  probably  aware,  we  recently  wrote  to  Mr.  Amos 
Latham,  Director  of  Personnel,  expressing  our  concern  in  your  recruitment  of 
custom  inspectors.  It  appears  you  have  "beat  us  to  the  punch"  and  that  your 
efforts  have  been  successful.  The  first  step  mentioned  on  page  2  of  your  memo- 
randum talks  about  the  development  of  tests  to  determine  bicultural  and  bi- 
lingual abilities  of  candidates.  We  would  appreciate  it  if  you  would  share  this 
information  with  us. 

Thank  you  again  for  your  very  informative  letter  and  for  your  continued 
support  of  the  16-point  program. 
Sincerely  yours, 

HiGINIO   COSTALES, 

Director,  Spanish-Speaking  Program. 
PROBLEMS   WITH   GENERAL  ACCOUNTING   OFFICE 

Mr.  Steed.  Mr.  Secretary,  I  have  had  several  conversations  with  Mr. 
Elmer  Staats  of  the  General  Accounting  Office  in  relation  to  a  prob- 
lem he  seems  to  be  having  with  the  Treasury  Department  on  the  au- 
thority of  GAO  to  have  access  to  all  the  files  of  certain  types  of  audits 
they  make.  He  says  that  there  is  currently  some  discussion  going  on 
with  Treasury  to  resolve  the  problem. 

Are  you  in  position  to  give  us  any  information  on  the  nature  of  the 
problem  and  whether  there  is  any  hope  for  an  early  solution  ? 

Secretary  Shultz.  We  are  trying  to  work  out  the  problems.  I  have 
worked  out  many  problems  with  Mr.  Staats  over  the  years  in  the 
various  capacities  I  have  been  in.  I  hope  we  can  work  out  these 
problems.  We  have  been  making  some  progress. 

Mr.  Simon  has  been  the  person  dealing  directly  with  Mr.  Staats  in 
the  last  month  or  so.  Perhaps  you  may  want  to  make  some  comment. 
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Mr.  Simon.  I  believe  we  are  coming  down  the  homestretch  in  the 
resolution  of  our  problems.  Is  he  going  to  commence  the  audit  within 
the  next  2  weeks  ? 

Mr.  Brecht.  That  is  my  understanding,  right.  I  think  we  are  mov- 
ing ahead  at  this  point. 

Mr.  Simon.  So  we  can  look  to  a  very  near  term  resolution  of  this. 

IMPOUNDMENT  OF  FUNDS 

Mr.  Steed.  Mr.  Secretary,  we  hear  a  lot  about  impoundment  of 
funds.  Have  any  of  your  funds  been  impounded  ? 

Secretary  Shultz.  No,  sir. 

Mr.  Addabbo.  That  is  for  sure. 

Secretary  Shultz.  Federal  Law  Enforcement  Training  Center? 

Mr.  Simon.  They  are  in  reserve. 

Mr.  Steed.  The  Federal  Training  School  construction  funds  have 
been  held  up  because  of  a  lawsuit  rather  than  an  impoundment  ? 

Secretary  Shultz.  I  think  so.  We  have  contributed  that  to  the  im- 
poundment total,  but  I  think  your  comment  is  a  fair  comment. 

budget  restraints 

Mr.  Steed.  Are  you  under  any  other  restraints  as  to  manpower  or 
other  use  of  resources  in  carrying  out  the  various  missions  of  the  Treas- 
ury Department  ? 

Secretary  Shultz.  Indeed  we  are.  We  are  having  to  absorb  the  pay 
raise.  That  restricts  us  in  our  ability  to  have  the  manpower  that  we 
have  projected  because  we  do  not  have  the  money  to  hire  that  man- 
power. Is  that  correct  ? 

Mr.  Brecht.  That  is  correct. 

Mr.  Steed.  As  you  know,  I  have  been  loud  and  raucous  in  my  com- 
plaints over  the  years  about  applying  what  I  think  is  false  economy  in 
that  part  of  the  Government  where  we  have  the  sensitive  business  of 
trying  to  get  the  resources  to  keep  us  going.  I  think  the  record  shows 
that  it  has  been  penny  wise  and  pound  foolish  when  some  of  these 
restraints  have  been  placed  on  certain  agents  of  the  Treasury  Depart- 
ment, because  being  the  fundamental  life  and  heart  of  the  Federal 
Government,  the  Treasury  Department  just  does  not  have  the  same 
kind  of  problems  that  a  lot  of  other  Government  activities  have.  To 
require  Treasury  to  abide  by  certain  across-the-board  rules  that  would 
apply  very  well  to  the  average  Government  activity  just  seems  to  be 
bad  judgment. 

I  think  you  make  a  very  strong  case  in  all  the  material  that  you 
present,  that  you  are  subject  to  workload  increases  beyond  your  con- 
trol ;  they  are  services  that  have  to  be  performed.  Just  take  the  produc- 
tion of  the  paper  and  metal  money  that  the  economy  of  the  country 
requires.  It  would  be  utterly  foolish  not  to  meet  those  demands.  It  is 
not  good  business  to  have  your  tax-collecting  capability  curtailed  or 
held  back  at  a  time  when  the  evasion  of  taxes  is  occurring  or  when  the 
need  to  tighten  up  and  bring  in  more  revenue  is  so  urgent.  It  seems 
to  me  that  there  ought  to  be  some  way  to  get  the  powers  that  be  to 
leave  the  Treasury  Department  alone. 
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MANPOWER   NEEDS   OF  TREASURY 

We  have,  on  a  number  of  occasions,  tried  to  help  Treasury  get  its 
hands  on  more  manpower,  because  we  felt  when  we  did  we  were  mak- 
ing an  investment  in  terms  of  more  income  rather  than  just  spending 
money.  Do  you  have  any  feeling  about  how  urgently  you  could  use 
more  manpower  and  the  results  that  you  could  achieve  with  it? 

Secretary  IShultz.  Well,  we  have  projected  an  increase.  I  think  we 
also  basically  project  a  continuing  increase  to  build  back  the  manpower 
base  that  we  need  to  maintain,  for  example,  the  proportionate  audit 
capacity  in  the  IRS  and  these  other  functions.  So  that  we  think  it  is 
important. 

I  basically  agree  with  you  that  the  Treasury  Department's  activities 
are  essential,  that  on  the  whole  they  are  moneymakers,  in  the  sense 
that  the  budget  is  better  off  when  you  do  these  activities  well. 

At  the  same  time,  I  think  we  are  always  in  a  position  in  Treasury, 
as  we  are  in  the  0MB,  when  there  is  a  period  when  we  must  be  severe 
on  the  budget ;  it  is  usually  the  Treasury  people  and  the  Budget  people 
that  are  preaching  their  sermon.  It  is  hard  to  preach  one  way  and 
practice  another  way,  no  matter  how  well  you  can  justify  it.  So  I  think 
we  have  to  act — do  the  things  that  must  be  done,  at  the  same  time  have 
some  sense  of  restraint  about  it.  We  were  treated  relatively  well  in  this 
budget. 

REORGANIZATION   PLANS 

Mr.  Steed.  There  have  been  a  number  of  new  functions  also  added  on 
to  Treasury  that  make  manpower  demands.  We  have  mentioned  one 
or  two  already.  Now  I  understand  that  under  proposed  Reorganization 
Plan  No.  1,  the  Oil  Import  Council  from  the  Office  of  Emergency 
Preparedness  will  come  under  your  jurisdiction,  since  the  OEP  is 
to  be  phased  out. 

I  think  Mr.  Simon  is  Chairman  of  the  Council,  now;  is  that  true? 

Secretary  Shitltz.  That  is  correct. 

Mr.  Steed.  How  much  of  a  manpower  demand  will  this  make  on 
you  ?  Or  will  any  manpower  come  with  the  agency  when  it  transfers  ? 

Secretary  Shultz.  I  believe  in  the  reorganization  plan  we  will  have 
some  slots  transferred  to  us  that  will  enable  us  to  carry  out  this  func- 
tion. We  are  not  being  asked  to  take  on  a  new  function  without 
acquiring  some  of  those  OEP  slots. 

Mr.  Simon.  OMB  has  given  us  32  slots  and  the  necessary  budget 
requirements  to  compensate  them.  So  there  will  be  no  demand  on  the 
Treasury  in  this  area. 

audit  levei^  of  irs 

Mr.  Steed.  One  of  the  frustrations  that  I  have  felt  as  a  member  of 
this  committee  has  been  that  in  the  last  several  years  we  have  tried  to 
equip  IRS  with  more  manpower  because  we  were  agreeing  with  them 
that  the  auditing  level  was  becoming  dangerously  low.  We  give  them 
extra  people  and  find  that  thev  were  used  on  economic  stabilization 
work.  Then  we  gave  more  people.  This  year  we  find  they  are  going  to 
be  collecting  income  taxes  for  the  States  on  a  piggyback  type  program. 
Maybe  that  will  use  up  some  more  of  their  manpower. 
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It  seems  to  me  that  we  ought  to  try  to  get  these  manpower  needs  in 
balance. 

CUSTOMS   MANPOWER   INCREASES 

Now  as  you  know,  we  are  very  concerned  at  the  moment  about  Cus- 
toms and  their  manpower  capabilities.  They  have  had,  not  only  the 
normal  increase  in  business,  but  they  have  had  some  new  kinds  of 
problems.  We  feel  that  they  have  probably  as  good  a  case  for  additional 
manpower  as  you  can  find  anywhere  in  the  rest  of  the  Government. 

When  we  compared,  on  our  recent  trips,  for  instance,  the  number 
of  people  Customs  had  performing  the  same  functions  that  other  coun- 
tries have,  they  are  using  many  times  more  people  to  do  the  same 
thing  our  folks  do.  It  is  fine  that  we  are  that  much  more  efficient,  but 
sometimes  you  get  pennywise  and  poundfoolish  in  the  sense  you  are 
not  getting  the  mission  done  just  because  you  have  been  too  frugal. 

It  worries  me  that  we  are  on  the  ragged  edge,  I  think,  of  being  too 
frugal  in  a  few  areas  where  the  problems  are  not  going  away.  You  can 
only  get  so  far  behind  in  counterfeiting  and  in  forgery.  I  think  we 
are  probably  in  a  little  better  shape  now  because  the  guarding  of  these 
distinguished  people  who  wanted  to  run  for  President  is  not  a  problem, 
any  more.  Some  of  those  they  guarded  was  a  travesty  of  justice  in  my 
opinion,  but  anyhow,  they  take  manpower.  But  with  that  off  our  hands, 
we  have  now  some  extra  people  to  put  to  work  doing  some  useful 
things  for  the  Secret  Service. 

But,  unfortunately,  the  Customs  people  and  IRS  people  do  not  have 
a  windfall  like  that.  The  pressure  on  them  is  in  the  opposite  direction. 
I  am  sure  you  are  concerned  too  about  it.  Are  you  going  to  be  able 
to  make  any  substantial  changes  in  this  direction  or  are  you  even  think- 
ing about  it  ? 

TREASURY  MANPOWER   NEEDS 

What  is  the  Treasury's  current  position  about  your  manpower? 

Secretary  Shultz.  We  think  we  need  more  people  and  we  project 
more.  We  would  like  to  present  you,  as  the  different  groups  come  and 
testify,  with  our  thinking,  not  only  about  the  fiscal  1974  situation,  but 
how  we  pro j  ect  this. 

As  I  said  in  response  to  one  of  Mr.  Roybal's  comments,  we  think 
that  we  need  to  sort  of  program  this  development  of  IRS  and  put  ours 
in  the  position  of  working  with  you,  saying  we  think  we  can  do  this 
much  this  year,  but  we  want  you  to  know  what  we  have  coming  up 
ahead  and  how  we  are  planning  to  unfold  this.  We  will  do  that  in  each 
one  of  our  cases. 

As  you  know,  the  President  did  project  a  more  detailed  1975  budget 
than  has  been  typically  done.  We  can  talk  about  that  situation  as  we 
are  projecting  it  and  seeing  it. 

CUSTOMS   PRECLEARANCE 

Mr.  Steed.  One  final  question  I  have,  Mr.  Secretary.  As  you  know, 
we  have  been  paying  some  attention  lately  to  this  preclearance  problem. 

Secretary  Shultz.  I  can  never  find  Mr.  Morgan  at  home.  Wlienever 
I  call,  the  answer  is  he  is  out  on  the  preclearance  matters. 

Mr.  Steed.  Later  on  we  will  be  getting  into  that,  with  Customs.  At 
some  point  before  we  finish  our  deliberations,  it  would  be  useful  to  us 
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if  we  had  a  policy  statement  available  from  you,  if  we  could  prevail 
upon  you  to  make  one.  Do  you  think  you  would  be  able  to  help  us  in 
that  regard  ? 

Secretary  Shultz.  Yes,  I  do.  I  think  we  ought  to  get  that  settled. 

Mr.  Steed.  I  think  we  ought  to  get  rid  of  the  problem  one  way  or  the 
other  and  I  think  it  would  be  to  everybody's  advantage  if  we  can. 

Secretary  Shultz.  Yes ;  I  agree. 

Mr.  Steed.  Mr.  Robison,  do  you  have  any  other  questions  ? 

RELATIONSHIP    BETWEEN    THE    ADMINISTRATION    AND    CONGRESS 

Mr.  RoBisoN.  No,  Mr.  Chairman ;  but  I  would  like  to  deliver  myself 
of  a  concern  I  have. 

As  we  go  forward  with  this  budgetary  dilemma  of  ours,  it  does  seem 
to  me  that,  to  a  certain  extent,  the  White  House,  and,  to  a  larger  extent, 
the  Congress  are  painting  themselves  into  respective  corners ;  politici- 
zing the  issues  and  the  differences  between  us. 

As  you  said,  earlier,  there  really  is  not  much  debate  up  here  on 
Capitol  Hill  over  the  fact  that  Federal  spending  needs  to  be  restrained. 
There  is  a  general  agreement  that  $268  billion,  or  something  in  that 
area  as  an  expenditure  ceiling  is  about  right  for  the  time  being.  But,  it 
seems  to  me  that  there  is  room,  given  our  differences,  for  some  "rea- 
soning together"  between  the  Wliite  House  and  Capitol  Hill  in  a  way 
that  I  have  not  yet  seen  develop.  I  do  not  think  this  is  your  fault ;  I  am 
not  suggesting  that  in  any  sense  at  all.  But,  if  you  have  influence  at 
the  White  House  and  can  encourage  avenues  for  a  reopening  of  com- 
munications so  that  we  do  better  understand  one  another,  and  under- 
stand that  this  is  a  common  problem — not  a  White  House  problem  or  a 
congressional  problem,  but  a  national  problem — I  would  be  ever- 
lastingly grateful  to  you.  Because  it  seems  to  me  that  in  the  bills  we 
have  been  passing  up  here  of  late,  and  that  the  Senate  has  been  pass- 
ing, and  in  the  White  House  reaction  thereto,  are  seeking  confrontation 
with  one  another,  rather  than  compromise  and  cooperation.  The  latter 
approach,  I  think,  is  essential. 

Secretary  Shultz.  I  welcome  that  statement.  I  know  the  country 
expects  us  who  have  responsibilities  here  in  Washington  to  help  solve 
the  country's  problems  and  not  inflame  them  because  of  our  own  diffi- 
culties. We  do  need  to  work  together. 

Mr.  RoBisoN.  Thank  you. 

CHECKING   FOR   WEAPONS   AT   AIRPORTS 

Mr.  Steed.  Mr.  Secretary,  I  know  the  administration  policy,  as  I 
have  read  it,  is  that  checking  people  boarding  aircraft  for  possible 
weapons  is  not  a  Federal  problem  and  should  be  handled  locally.  But 
legislation  is  currently  being  considered  in  the  Congress  that  would 
change  that. 

Now  on  the  assumption  that  a  decision  is  made  that  a  Federal 
presence  should  be  involved,  I  have  a  feeling  that  the  only  sensible 
way  to  bring  the  Federal  Government  into  that  picture  would  be 
through  Customs,  very  much  as  we  did  with  the  Presidential  protec- 
tion and  as  we  did  when  we  covered  the  embassy  protection,  executive 
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protection  for  embassies,  that  sort  of  thing.  They  are  the  only  people 
that  know  how  to  examine  passengers  boarding,  deplaining,  all  that. 

If  that  was  done,  it  would  probably  cost  less  money  and  certainly 
would  give  Customs  access  to  a  new  type  of  recruitment  because,  as  I 
understand,  some  of  the  sky  marshals  were  foimd  to  be  very  good 
material  for  Customs  to  take  into  their  regular  program.  I  know 
you  do  not  want  to  give  any  of  these  if,  and,  but,  sort  of  decisions 
today,  but  I  would  appreciate  it  if  you  would  think  about  whether  or 
not  it  would  be  better  to  do  it  through  an  agency  like  Customs  instead 
of  setting  up  a  brand  new  agency. 

I  think  one  of  the  reasons  the  sky  marshal  program  failed  is  that 
we  strated  out  with  a  program  and  no  one  involved  knew  anything 
about  it,  I  think  it  just  follows  that  with  the  expertise  that  Customs 
has  developed,  there  are  many,  many  advantages  if  the  Federal  Gov- 
ernment does  have  to  get  involved  in  this  thing.  I  do  not  expect  you 
to  make  any  comment  today  unless  you  want  to.  But  I  think  this  is 
just  good  sense,  myself,  if  that  is  what  is  going  to  happen.  I  am  not 
saying  it  ought  to  happen,  but  apparently  there  is  a  lot  of  pressure  up 
here  on  the  Hill  to  pass  such  a  bill. 

I  am  going  to  testify  to  the  committee  in  favor  of  making  this  a 
Customs  function,  if  such  a  bill  passes.  I  may  not  win  at  it,  but  I 
would  appreciate  any  other  support  on  that  basis. 

Perhaps  in  fact  the  goal  has  been  accomplished.  What  they  are 
doing  already  will  settle  the  thing  and  keep  Congress  from  passing 
the  bill,  because  they  are  doing  a  pretty  good  job,  alreadj,  I  guess, 
with  the  local  people.  That  is  just  another  chore  that,  being  a  good 
friend  of  Treasury,  I  am  like  everybody  else  who  says,  "If  you  want 
a  job  well  done,  give  it  to  the  Treasury  Department." 

Secretary  Shultz.  We  appreciate  that  sentiment. 

RECESS 

Mr.  Steed.  Mr.  Secretary,  I  had  hoped  we  might  finish  with  you 
this  morning.  But  we  have  some  other  members  who  specifically  re- 
quested to  ask  some  questions,  who  we  could  not  get  to  this  morning. 
They  have  asked  for  some  time  this  afternoon.  Hopefully  it  will  not 
take  too  long  then.  I  would  hope  we  will  not  be  consuming  too  much 
more  of  your  time.  I  am  sorry  we  could  not  wipe  the  whole  thing  up 
in  the  morning  session,  but  it  has  not  been  possible  to  do  so. 

Secretary  Shultz.  Thank  you,  Mr.  Chairman.  Wlien  do  you  want 
us  back  ? 

Mr.  Steed.  At  2  o'clock. 

AFTERNOON  SESSION 

Mr.  Steed.  The  committee  will  come  to  order. 

The  committee  is  in  session  this  afternoon  for  further  considera- 
tion of  the  budget  requests  of  the  Deparment  of  the  Treasury.  We  have 
the  Secretary  of  the  Treasury,  Mr.  Shultz  and  his  staff,  with  us. 
At  this  time  I  yield  to  the  gentleman  from  New  York. 
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ANNUALIZATION    OF   POSITIONS 

Mr.  Addabbo.  Mr.  Secretary,  on  page  2  of  the  general  justifications 
you  speak  of  an  increase  of  793  average  positions  required  to  place 
1973  programs  on  a  full  year  basis.  Which  programs  do  those  793  posi- 
tions allude  to  ? 

Secretary  Shultz.  I  would  like  to  have  Mr.  Brecht  respond  to 
that. 

Mr.  Brecht.  I  believe  the  bulk  of  the  positions  are  for  IRS,  and  a 
second  group  is  Customs.  A  third  group  is  the  Office  of  the  Secretary. 
The  793  consists  of  34  in  the  Office  of  the  Secretary,  five  in  the  Fed- 
eral Consolidated  Law  Enforcement  Training  Center,  87  in  the  Bu- 
reau of  Alcohol,  Tobacco  and  Fire  Arms,  233  in  the  Bureau  of 
Customs,  426  in  Internal  Revenue,  seven  in  the  Office  of  the  Treasurer, 
and  two  or  three  miscellaneous. 

Mr.  Addabbo.  Weren't  these  positions  all  fully  appropriated  for  in 
the  1973  budget? 

Mr.  Brecht.  No,  sir.  Some  of  these  were  in  the  narcotics  traf- 
fickers supplemental  for  IRS  and  in  the  patrol  officers  expansion  in 
Customs.  I  don't  happen  to  know  what  the  ATF  ones  are.  Mr.  Wid- 
mayer,  do  you  know  by  any  chance  ? 

Mr.  WiDMAYER.  In  ATF,  that  is  part  of  the  program  that  we  moved 
in  from  the  Internal  Revenue  Service  that  has  been  partially  funded. 

Mr.  Addabbo.  How  can  you  say  that?  On  page  11  you  show  a  de- 
crease of  $110,000  in  the  Bureau  of  Alcohol  and  Tobacco.  You  say  you 
have  here  an  increase  of  87  in  alcohol  and  tobacco.  Do  we  have  a  de- 
crease or  increase,  or  are  we  increasing  1973  and  making  it  look  like 
a  decrease  in  1974. 

Mr.  WiDMAYER.  The  decrease  is  the  net  result,  after  we  take  into 
consideration  the  annualization  of  the  positions, 

Mr.  Addabbo.  In  other  words,  you  go  up  here  and  then  say  we  will 
look  good  in  1974. 

Mr.  WiDMAYER.  Yes. 

Mr.  Addabbo.  Is  this  part  of  the  supplemental,  Mr.  Secretary  ? 

Secretary  Shultz.  It  is  as  though  you  pick  up  people  during  the 
year.  Then  you  have  to  make  provision  for  full-year  funding.  That 
gives  you  an  increase,  but  the  total  comes  down  a  little  bit,  despite  this 
increase ;  is  that  right  ? 

Mr.  WiDMAYER.  That  is  right,  yes,  sir. 

Mr.  Addabbo.  Were  these  additional  men  put  on  after  we  completed 
the  1973  appropriation  last  year?  You  say  you  place  1973  programs 
on  a  full-year  basis.  Are  you  talking  about  calendar  year  or  fiscal  year 
basis  ? 

Secretary  Shultz.  Fiscal  year. 

Mr.  Addabbo.  Fiscal  year  1973  ending  June  30  ? 

Secretary  Shultz.  Right. 

Mr.  Addabbo.  Of  the  fiscal  year  ending  June  30,  1974  ? 

Secretary  Shultz,  During  the  fiscal  year  1973,  as  a  result  of  authori- 
zations from  the  Congress,  people  were  added,  but  they  were  not  there 
for  the  full  year.  They  came  on  board  at  varying  points  in  time  when 
the  slots  were  activated. 
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Mr.  Addabbo.  You  would  have  excess,  not  shortages  of  money.  If 
we  gave  you  money  during  the  beginning  of  the  year,  and  half  didn't 
come  on  until  January,  you  should  have  an  excess. 

Secretary  Schultz.  But  you  people  are  very  shrewd. 

Mr.  Addabbo.  We  try  to  be. 

Secretary  Sciiultz.  You  see,  if  there  is  going  to  be  a  buildup  during 
the  year,  you  are  not  likely  to  have  all  those  people  immediately  on 
board,  and  you  take  account  of  that  in  the  budget.  At  least  that  has 
been  my  experience  in  other  dealings  with  this  committee.  This  is  my 
first  appearance  before  you  in  the  role  of  Secretary  of  the  Treasury, 
but  I  know  you  have  queried  me  very  hard,  Mr.  Chairman,  on  that 
point  when  I  was  in  0MB,  and  I  assume  that  Treasury  got  the  same 
treatment. 

Mr.  Addabbo.  These  793  average  positions  are  in  the  1974  budget. 
In  other  words,  it  is  not  in  the  supplemental.  This  is  for  the  1974 
budget  that  you  are  asking  for  these  men. 

Secretary  Shultz.  Eight. 

REVENUE    SHARING   BUDGET 

Mr.  Addabbo.  You  are  asking  for  34  additional  in  revenue  sharing. 
I  remember  quite  extensive  interrogation  of  the  former  Secretary. 
You  might  have  been  part  of  it  in  OMB,  where  you  were  funding 
way  in  advance,  hopeful  that  revenue  sharing  would  go  through.  We 
did  fund  the  full  amount,  I  think,  that  the  Department  had  asked  for. 
Now  you  come  before  us  with  a  request  for  34  additional. 

Secretary  Shultz.  I  don't  think  so. 

Mr.  Addabbo.  Will  this  take  care  of  any  new,  so-called  special  rev- 
enue sharing  that  the  President  is  asking  for  ?  In  your  prepared  state- 
ment you  say  29  positions  and  $718,000.  We  can  reconcile  this  later. 
Will  these  additional  men  take  care  of  special  revenue  sharing? 

Secretary  Shultz.  No,  sir. 

Mr.  Addabbo.  Is  this  just  the  ongoing  program  ? 

Secretary  Shultz.  This  is  just  to  administer  the  general  revenue 
sharing  program.  We  have  to  organize  the  amount,  and  we  are  really 
just  making  our  second  payment. 

Mr.  Addabbo.  Can  you  tell  us  now  or  supply  for  the  record  the  total 
number  of  new  personnel  assigned  to  the  general  revenue-sharing 
program  and  its  dollar  cost  ? 

Secretary  Shultz.  Yes ;  I  think  we  have  that. 

Mr.  WiDMAYER.  Yes ;  I  have  that. 

Mr.  Brecht.  We  are  asking  for  a  buildup  to  a  total  of  79  through 
fiscal  1974. 

Mr.  Addabbo.  Which  would  mean  you  have  50  on  board  now. 

Mr.  Brecht.  You  authorized  50  permanent  positions  for  this  fiscal 
year,  but  we  did  not  get  the  funding  for  that  many,  because  the  sup- 
plemental took  effect  back  in  October-November,  along  in  there. 

Mr.  Addabbo.  Do  you  have  the  figure  ? 

Mr.  Widmayer.  Seventy -nine  is  correct. 

Mr.  Addabbo.  What  is  the  total  dollar  figure  ? 

Mr  Widmayer.  The  total  dollar  figure  in  1974  would  be  $2,898,000. 

Mr.  Addabbo.  That  would  include  the  $718,000  you  are  asking  m  this 
budget  ? 

Mr.  Widmayer.  Yes,  sir. 
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Mr.  Addabbo.  In  the  question  of  special  revenue  sharing  and  also 
what  we  are  going  through  now,  the  question  of  impoundment,  will  any 
of  the  personnel  you  are  asking  for  be  assigned  to  the  work  of  impound- 
ment studies  ? 

Secretary  Shultz.  No.  The  reservation  of  funds  for  various  reasons 
is  something  that  is  done  by  the  Office  of  Management  and  Budget. 
The  special  revenue  sharing  funds  would  be  administered  in  various 
ways,  but  the  Treasury  Department  is  not  involved  in  that  adminis- 
tration other  than  the  fact  that  when  we  have  a  certified  order  to  pay 
out  a  check,  we  pay  out  the  check.  That  affects  our  Bureau  of  Accounts. 

OFFICE   OF   THE   SECRETARY   PERSONNEL   INCREASES 

Mr.  Addabbo.  That  is  your  Secretary-Treasury  hat.  Now  we  go  to 
the  supercrat  hat.  You  will  be  working  with  0MB.  Will  you  be  using 
or  calling  upon  your  personnel  in  the  Office  of  the  Secretary  of  the 
Treasury  in  working  on  those  programs  ? 

Mr.  ScHTJLTz.  I  didn't  think  this  revenue  sharing  office  will  play  any 
part. 

Mr.  Addabbo.  How  about  the  additional  personnel  you  are  asking 
for  ?  Will  they  be  assigned  over,  to  work  with  other  executive  branch 
agencies  ?  Will  they  be  loaned  out  ?  In  other  words,  funding  them  with 
Treasury  and  especially  within  Customs  and  Secret  Service,  which  we 
have  usually  funded  to  almost  the  full  degree,  but  then  find  that  part 
of  the  men  we  thought  would  be  in  Customs,  Narcotics,  and  so  forth, 
were  assigned  to  different  work  within  the  special  forces.  Now  if  we 
fund  the  men  you  are  asking  for,  will  they  be  working  on  the  respon- 
sibilities of  the  Office  of  the  Secretary  of  the  Treasury,  or  Depart- 
ment of  the  Treasury,  or  will  they  be  loaned  out  to  work  on  these 
impoundment  programs? 

Secretary  Shultz.  I  think  they  would  work  on  Treasury  business. 
At  the  same  time  I  think  it  is  important  to  recognize,  to  the  extent  we 
are  talking  about  economic  policy  problems,  that  there  is  a  relationship 
among  them,  and  so  our  people  have  to  be  alert  to  that.  That  is  part  of 
the  effort. 

The  office  that  I  have  in  the  White  House  is  very  small,  and  the 
President's  effort  is  to  make  the  departments  do  the  work  so  that  if 
it  is  a  Labor  Department  problem,  then  we  get  the  Labor  Department 
to  do  it,  and  if  it  is  a  Treasury  problem,  we  get  the  Treasury  to  do 
it,  and  so  forth.  We  just  have  two  people  working  with  me  in  the 
White  House  to  help  in  that  kind  of  coordination  activity. 

Mr.  Addabbo.  Two  people  didn't  do  the  job  on  the  impoundment. 

Secretary  Shultz.  That  is  done  by  0MB. 

Mr.  Addabbo.  I  am  glad  you  said  that.  Now  we  know  whose  budget 
to  cut. 

Secretary  Shultz.  By  law  there  is  a  process,  as  you  know,  by  which 
funds  must  be  allocated  out.  Most  of  the  funds  that  are  in  reserve  are 
in  reserve  in  a  recognized  effort  for  sound  fiscal  management  of  the 
Government's  affairs. 

CHECK    FORGERY    INSURANCE    FUND 

Mr.  Addabbo.  One  other  question.  I  notice  on  page  10  of  your  justi- 
fications. Department  of  the  Treasury,  under  Office  of  the  Treasurer, 
of  the  L^nited  States,  Salaries  and  expenses,  you  have  the  Check  Forg- 
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ery  Insurance  Fund.  We  had  $1.8  million  in  1973  and  you  show  noth- 
ing for  1974.  Is  that  because  we  don't  expect  any  more  forgeries  or  is 
that  account  fully  funded  ? 

Mr.  WiDMAYER.  That  is  a  revolving  fund,  Mr.  Addabbo.  We  issue 
substitute  checks  when  we  determine  that  the  person  did  have  a  forged 
check  or  a  lost  or  stolen  check.  Then  we  make  a  recovery  and  restore 
the  check  to  the  fund.  In  other  words,  if  we  determine  that  the  amount 
has  been  forged,  we  go  back  to  the  person  who  has  accepted  the  forged 
check  and  recover  our  funds.  Then  we  restore  the  money  to  this  fund. 

Mr.  Addabbo.  Then  why  would  you  in  1973  ask  for  $1.8  and  nothing 
in  1974? 

Mr.  WiDMAYER.  That  was  to  restore  our  capital  so  we  could  move 
these  checks  quickly,  particularly  in  the  social  security  area.  They  are 
recurring  checks,  and  as  soon  as  we  have  a  report  that  a  check  is  lost 
or  stolen,  we  immediately  give  this  person  relief.  Then  we  go  back 
through  our  routine  process  and  determine  whether  or  not  the  check 
was  lost,  stolen  or  forged  and  so  on. 

Mr.  Addabbo.  Not  to  belabor  this  any  further,  but  let  me  ask  this 
one  question. 

On  the  proposed  special  revenue  sharing,  is  there  an;^  money  m 
this  budget  for  administrative  personnel,  any  one  that  it  is  proposed 
to  be  working  on  those  future  programs  ? 

Secretary  Shultz.  Not  in  this  Treasury  Department  budget. 

Mr.  Addabbo.  No  further  questions. 

Mr.  Steed.  Mr.  Myers,  do  you  have  additional  questions  ? 

Mr.  Myers.  No,  Mr.  Chairman. 

FUTURE    reorganization    PLANS 

Mr.  Steed.  Mr.  Secretary,  last  year  the  Treasury  Department  did 
a  little  reorganizing  in  the  position  of  Deputy  Secretary  and  estab- 
lished, I  believe,  two  new  Assistant  Secretaries.  Then,  of  course,  we 
had  this  Alcohol,  Tobacco  and  Fire  Arms  Division  set  up.  Do  you  have 
any  additional  reorganization  plans  of  that  nature  in  the  coming 
year? 

Secretary  Shultz.  We  are  taking  the  occasion,  as  President  Nixon 
requested  after  the  election,  to  have  each  department  and  agency  re- 
view itself.  We  have  been  doing  that.  I  think  for  the  most  part  the 
organizational  efforts  will  involve  efforts  to  get  the  most  mileage  we 
can  in  the  various  constituent  parts  of  the  Treasury.  We  work  at  that 
all  the  time,  but  we  have  tried  to  make  a  special  effort  there.  There 
may  be  some  rearrangements,  but  we  don't  have  any  that  we  are  in  a 
position  to  discuss  right  now. 

Mr.  Steed.  Are  you  realizing  the  results  you  had  hoped  for  in  the 
Alcohol,  Tobacco  and  Fire  Arms  Bureau  ? 

Secretary  Shultz.  Broadly,  yes,  but  I  think  it  is  early  to  say.  That 
took  place  July  1.  Mr.  Brecht,  do  you  want  to  offer  any  comment  on 
that? 

Mr.  Brecht.  I  think  we  are  going  to  be  in  a  position  now,  Mr.  Chair- 
man, to  get  a  better  handle  on  it  and  really  see  what  we  have  and  where 
we  ought  to  be  going.  This  is  tied  into  the  budget  request  that  we  have 
made. 
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FEDERAL    LAW    ENFORCEMENT    TRAINING    SCHOOL 

Mr.  Steed.  As  you  know,  Mr.  Secretary,  one  of  the  pet  projects  this 
subcommittee  has,  or  at  least  I  do,  has  been  the  training  school.  We 
have,  as  you  know,  been  a  little  bit  militant  on  the  proposition  of  not 
only  getting  a  school  built  the  way  it  ought  to  be,  but  to  make  sure  that 
it  stays  under  the  jurisdiction  of  Treasury  and  doesn't  drift  off  into 
somebody  else's  hands.  Up  to  now  the  only  complaint  we  have  is  that 
it  has  been  a  little  slow  getting  itself  into  final  fruition.  I  notice  in  your 
supplemental  material  that  you  make  reference  to  some  of  the  work 
being  done  out  there,  and  the  use  being  made  of  facilities  already  built. 
How  do  you  feel  generally  about  the  training  school  ?  Do  you  think  it  is 
going  to  be  able  to  meet  all  the  missions  that  you  have  in  mind  for  it, 
that  the  long-range  results  will  be  as  good  as  we  had  hoped  for  when 
we  started  ? 

Secretary  Shultz.  We  see  no  reason  to  question  that.  It  is  basically 
a  good  idea  to  have  a  consolidated  training  facility  that  gives  basic 
training  to  people  and  is  there  as  a  facility  for  subsequent  moves.  Per- 
haps Mr.  Morgan  would  like  to  comment  further  on  that. 

Mr.  Morgan.  Mr.  Chairman,  I  think  that  is  the  way  we  feel  about  it 
in  terms  of  real  progress.  Now  that  our  environmental  impact  state- 
ment has  been  submitted,  we  expect  to  conclude  the  lawsuit.  At  that 
point  we  can  complete  the  primary  building  in  terms  of  administration 
and  housing.  Then  we  will  be  able  to  have  all  of  our  people  there  at 
the  same  time  and  we  will  really  be  able  to  show  something  substantial 
in  terms  of  progress  in  that  regard. 

training    PERSONNEL    OF    OTHER   AGENCIES 

Mr.  Steed.  I  notice  you  are  beginning  to  do  work  for  other  agencies 
that  have  need  for  this  type  training.  Are  you  having  any  problems 
working  out  your  contractual  arrangements  with  these  other 
departments  ? 

Mr.  Morgan.  No,  sir;  we  have  had  excellent  cooperation  from  the 
other  agencies  where  we  are  providing  services.  We  feel  that  is  the 
kind  of  cost  savings  for  the  Government  we  can  provide  at  the  basic 
institution  for  everyone. 

Mr.  Steed.  Since  the  Post  Office  Department  is  a  Government-owned 
corporation  now,  will  that  pose  any  different  kind  of  problem  for  the 
contractors  to  do  their  work  than  it  does  for  an  ordinary  Government 
agency  ? 

Mr.  Morgan.  No,  Mr.  Chairman,  the  Treasury  and  the  Postal  Serv- 
ice have  no  problems  in  reimbursements.  We  are  repaid  in  full  by  the 
Postal  Service  for  the  services  we  provide  them- 

Mr.  Steed.  I  know  that  what  I  call  your  basic  training  function,  is 
fairly  easy  to  make  universal,  but  in  the  advance  part,  each  agency  has 
special  needs  for  the  type  agents  they  use.  What  do  you  do  f acultywise 
when  these  special  type  training  courses  are  required?  Do  the  agencies 
furnish  you  with  the  expertise  you  need  for  that  particular  sort  of 
thing,  or  do  you  try  to  have  instructors  who  are  capable  in  all  these 
fields? 

Mr.  Morgan.  At  the  present  time,  Mr.  Chairman,  each  agency  that 
conducts  a  specialized  course  after  their  basic  course  has  their  own  per- 
sonnel. We  contemplate  that  as  soon  as  we  have  the  entire  construe- 
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tion  completed,  all  of  the  Treasury  advanced  training  will  take  place 
at  the  Center.  "Whether  another  agency  would  want  to  contract  with  us 
to  conduct  its  advance  training  at  our  center  is  still  an  open  question, 
but  we  certainly  foresee  the  capability  of  doing  that  if  they  work  out 
that  arrangement  with  us. 

CONSTRUCTION  OF  FLETC 

Mr.  Steed.  I  believe  you  are  asking  for  about  $6  million  or  there- 
abouts in  the  budget  this  year  for  new  construction.  You  do  have  some 
funds  that  have  l^n  held  over  because  of  this  lawsuit.  What  all  will 
the  expenditure  of  that  money  make  available  to  you,  if  and  when  the 
lawsuit  is  settled  and  you  go  ahead  with  your  construction  ?  What  new 
physical  property  will  this  bring  into  being  ? 

Mr.  Morgan.  I  believe  Mr.  Brecht  could  probably  answer  that  better 
than  I  at  the  moment  in  terms  of  construction. 

Mr.  Brecht.  I  am  not  sure  I  can  answer  that.  Mr.  Widmayer.  do 
you  know  ? 

Mr.  Widmayer.  Towards  the  end  of  1974  we  would  have  $27  million 
available  to  us  to  proceed  with  the  contracting.  It  would  provide  for 
most  of  the  cost  of  the  main  structure.  The  total  cost  of  the  project,  as 
you  know,  is  about  $52  million,  so  this  would  provide  fimds  to  take  us 
pretty  well  into  the  construction  of  the  main  structure.  But  this  again, 
Mr.  Chairman,  would  be  the  contractual  work.  It  doesn't  mean  the 
construction  would  be  that  far  under  way  during  1974. 

Mr.  Steed.  The  facilities  you  have  already  completed  are  mostly 
what  I  would  consider  the  outdoor  type  facility  rather  than  the  class- 
room type.  Are  you  able  to  operate  out  there  pretty  well  now,  in  spite 
of  the  weather?  Do  you  have  shelter  facilities,  in  case  the  weather 
goes  sour  on  you  ?  . 

Mr.  Morgan.  To  the  best  of  my  knowledge  that  is  right,  Mr.  Chair- 
man. I  assume  we  will  present  that  detail  when  the  director  of  the 
school  appears  here. 

Mr.  Steed.  Mr.  Bevill,  do  you  have  any  questions? 

Mr.  Bevill.  I  do  not,  Mr.  Chairman. 

Mr.  Steed.  Any  further  questions  ? 

Mr.  KoBisoN.  I  have  one,  Mr.  Chairman,  if  you  will  yield. 

cooperation  between  customs  and  bndd 

Mr.  Secretary,  last  year  when  Secretary  Connally  made  his  last  ap- 
pearance before  us,  we  asked  him  about  the  cooperation  existing  be- 
tween the  Bureau  of  Customs  and  the  Bureau  of  Narcotics  and  Dan- 
gerous Drugs.  There  has  been  concern  felt  and  expressed  on  the  part 
of  this  subcommittee,  from  time  to  time,  about  rumors  and  counter- 
rumors  that  not  always  has  that  cooperation  been  what  it  ought  to  be, 
if  this  Nation  is  to  mount  a  truly  effective  drive  against  narcotics  ped- 
dlers. We  hope— and  I  certainly  believe  I  express  the  unanimous  hope 
of  all  of  us— that  you,  in  your  new  position,  will  monitor  this  problem, 
and  make  sure  as  best  you  can  that  the  Customs  efforts,  which  we  see  as 
very  important  in  this  overall  context,  are  not  hampered  by  a  lack  ot 
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cooperation  between  these  two  agencies  which  ought  to  be  working 
hand  in  glove.  Are  you  familiar  with  this  situation  ? 

Secretary  Shultz.  I  am  and  I  have  been  monitoring  it  and  intend 
to  continue  to  do  so.  I  know  our  Commissioner  of  Customs,  Mr.  Acree, 
is  under  instructions  and  I  believe  BNDD,  likewise,  that  the  objective 
is  to  solve  problems,  not  create  them.  We  want  them  to  approach  this 
in  that  spirit.  I  have  the  general  impression  that  Mr.  Acree  has  been 
quite  successful.  He  has  done  an  outstanding  job  from  all  that  I  can 
tell. 

Mr.  EoBisox.  "We  would  hope,  sir,  that  you  would  be  as  forth- 
coming with  us  as  was  Secretary  Connally  if  you  do  experience  prob- 
lems in  this  area,  and  that  you  would  report  them  back  to  us. 

Secretary  Shultz.  There  are  problems. 

INIr.  RoBisox.  Because  we  may  be  able  to  be  of  assistance  to  you  and 
to  the  overall  effort. 

Secretary  Shultz.  Right.  It  is  a  difficult  area.  I  don't  mean  to  say 
that  it  isn't.  It  is  just  that  I  think  Mr.  Acree — I  can  only  speak  about 
the  Customs  people — has  been  trying  to  work  in  a  cooperative  man- 
ner, and  I  believe  he  has  achieved  a  great  deal  of  success. 

Mr.  RoBisox.  Thank  you. 

ENVIRONMENTAL  FINANCING  AUTHORITY 

Mr.  Steed.  Mr.  Secretary,  in  this  request  for  $100  million  for  ad- 
vance funds  and  the  $200  million  borrowing  authority  for  the  Environ- 
mental Financing  Authority,  do  you  anticipate  this  to  work  as  a  re- 
volving fund,  or  will  there  be  additional  capital  outlays  in  the  years 
to  come  ? 

Secretary  Shultz.  Mr.  Simon  is  an  expert  on  this.  If  we  make 
a  loan  we  expect  it  to  be  repaid,  so  that  it  isn't  just  like  a  grant  pro- 
gram. It  is  supposed  to  be  a  sound  loan,  and  I  think  it  is  mainly  de- 
signed to  help  smaller  communities  that  may  get  caught  up  in  special 
credit  problems  that  may  from  time  to  time  occur. 

Mr.  Steed.  I  am  referring  mostly  to  the  loans.  As  they  are  re- 
paid do  they  go  into  the  general  funds  of  the  Treasury  or  will  they 
be  trapped  in  a  revolving  fund  so  you  can  continue  to  do  this  sort 
of  thing  ? 

Secretary  Shultz.  I  believe  the  concept  is  that  they  would  stay 
in  a  revolving  fund.  Mr.  Simon  is  the  chairman.  Wliy  don't  you 
describe  that  ? 

Mr.  Simon.  I  am  not  chairman  yet.  The  President  hasn't  yet  made 
the  appointment  to  the  Board  of  Directors  of  the  Environmental  Fi- 
nancing Authority.  Actually  it  is  a  financial  intermediarv  and  will 
have  no  budget  impact  whatsoever  except  for  defaults — and  we  would 
expect,  and  certainly  hope,  that  there  would  not  be  any — or  when  we 
have  a  subsidy.  For  example,  when  the  Treasury's  borrowing  cost  is 
higher  than  the  rate  that  we  give  to  the  municipality  or  the  St-ate,  that 
is  seeking  this  25  percent  non-Federal  share,  then  at  the  end  of  the 
fiscal  year  the  Secretary  of  the  Treasury  is  authorized  to  make  up  the 
difference  between  what  the  Treasury  borrowed  and  what  you,  the 
municipality  borrowed.  That  would  be  the  only  budgetary  impact,  de- 
fault and  interest  subsidy. 
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COMMUNITY  BORROWING  FROM  EPA 

Mr.  Steed.  Since  I  have  so  many  communities  that  are  involved  in 
this  sort  of  thing,  I  ought  to  know  more  of  the  detail  than  I  do.  Does 
the  municipality  have  to  make  a  showing  that  it  is  unable  to  borrow 
the  money  in  normal  channels  before  they  are  eligible  under  this  item  ? 

Mr.  Simon.  Yes,  sir. 

Secretary  Shultz.  Yes,  sir;  and  I  think  we  have  to  have  a  state- 
ment, among  other  things,  from  the  Environmental  Protection  Agency 
to  that  effect.  That  is  to  say  that  we  don't  take,  so  to  speak,  original 
jurisdiction.  We  get  a  reference,  and  then  we  act  in  terms  of  that  refer- 
ence from  them,  is  that  correct  ? 

Mr.  Simon.  Yes,  sir. 

Mr.  Steed.  Any  further  questions  ? 

Mr.  RoBisoN.  Will  you  yield  on  that  point?  Does  Mr.  Simon  happen 
to  know — I  should  but  I  don't — are  these  loans  also  available  for 
sewage  systems,  or  just  for  waste  treatment  plants  only  ? 

Mr.  Simon.  No. 

Mr.  RoBisoN.  If  you  don't  know,  you  could  supply  the  information. 

Mr.  Simon.  I  will  supply  that  for  the  record.  I  am  tempted  to  say 
both,  Mr.  Robison,  but  I  will  supply  that  for  the  record. 

[See  below.] 

eligibility  of  municipalities  for  loans  UNDER  EPA 

Mr.  Myers.  One  further  point  if  you  will  yield. 

Is  every  sized  city  eligible  for  this  ? 

Mr.  Simon.  Yes,  sir. 

Mr.  Myers.  We  passed  a  bill  the  other  day  giving  EPA  responsibility 
to  administer  one  of  these  programs. 

Mr.  Simon.  They  go  to  EPA  first  for  the  Federal  grant,  and  as  the 
Secretary  explained,  first  we  determine  need,  and  if  there  is  a  pur- 
pose  

Mr.  Myers.  From  the  Farmers  Home  Administration  ? 

Mr.  Simon.  This  is  under  the  Water  Pollution  Control  Act. 

Mr.  Myers.  Is  that  water  treatment  ? 

Mr.  Robison.  I  think  what  you  have  in  mind  is  that  the  Farmers 
Home  Administration  does  have  program  jurisdiction  over  community 
water  and  sewer  systems,  but  for  communities  of  10,000  or  less.  When 
you  get  to  EPA,  the  larger  communities  come  into  consideration. 

Mr.  Myers.  'J'he  one  we  passed  provides  for  water  quality,  and  sew- 
age treatment.  If  you  are  talking  about  both  sewage  treatment  and 
water,  then  it  would  have  to  go  through  what  ?  I  am  not  sure. 

Mr.  Simon.  Let  us  define  whether  it  is  water  or  sewage. 

Mr.  Myers.  And  what  size  community,  if  every  sized  sommunity 
is  eligible  too. 

Mr.  Simon.  I  will  provide  that  information  for  the  record.  I  will 
also  provide  the  budget  justifications  which  contain  additional  in- 
formation that  may  be  helpful  to  you. 
[The  information  follows :] 

Envibonmental  Financing  Authobity 

The  Environmental  Financing  Act  of  1972  authorizes  (86  Stat.  900)  the  En- 
vironmental financing  authority  to  purchase  State  and  local  obligations  issued 
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to  finance  the  non-Federal  share  of  the  cost  of  any  project  for  the  construction 
of  "waste  treatment  works"  which  the  Administrator  of  the  Environmenal  Pro- 
tection Agency  has  determined  to  be  eligible  for  Federal  financial  assistance 
under  the  Federal  Water  Pollution  Control  Act. 

Thus,  as  indicated  in  the  following  excerpt  (86  Stat.  843-44)  from  the  Act, 
which  defines  eligible  "treatment  works,"  the  Environmental  Financing  Author- 
ity may  purchase  obligations  issued  to  finance  certain  sewage  and  other  systems 
related  to  the  eligible  waste  treatment  works. 

There  is  no  limitation  in  the  Federal  Water  Pollution  Control  Act  with  re- 
spect to  the  size  of  the  State  or  local  public  body  eligible  for  a  waste  treatment 
construction  grant  and  thus  eligible  for  assistance  from  the  Environmental 
Financing  Authority. 

Sections  211  and  212  of  Public  Law  92-500 

"sewage  collection  systems 

"Sec.  211.  No  grant  shall  be  made  for  a  sewage  collection  system  under 
this  title  unless  such  grant  (1)  is  for  replacement  or  major  rehabilitation  of  an 
existing  collection  system  and  is  necessary  to  the  total  integrity  and  performance 
of  the  waste  treatment  works  servicing  such  community,  or  (2)  is  for  a  new  col- 
lection system  in  an  existing  community  with  suflScient  existing  or  planned  capac- 
ity adequately  to  treat  such  collected  sewage  and  is  consistent  with  section  201 
of  this  Act. 

"definitions 

"Sec.  212.  As  used  in  this  title — 

"(1)  The  term  'construction'  means  any  one  or  more  of  the  following:  pre- 
liminary planning  to  determine  the  feasibility  of  treatment  works,  engineering, 
architectural,  legal,  fiscal,  or  economic  investigations  or  studies,  surveys,  designs, 
plans,  working  drawings,  specifications,  procedures,  or  other  necessary  actions, 
erection,  building,  acquisition,  alteration,  remodeling,  improvement,  or  exten- 
sion of  treatment  works,  or  the  inspection  or  supervision  of  any  of  the  foregoing 
items. 

"(2)  (A)  The  term  'treatment  works'  means  any  devices  and  systems  used  in  the 
storage,  treatment,  recycling,  and  reclamation  of  municipal  sewage  or  industrial 
wastes  of  a  liquid  nature  to  implement  section  201  of  this  Act,  or  necessary  to 
recycle  or  reuse  water  at  the  most  economical  cost  over  the  estimated  life  of 
the  works,  including  intercepting  sewers,  outfall  sewers,  sewage  collection  sys- 
tems, pumping,  power,  and  other  equipment,  and  their  appurtenances  ;  extensions, 
improvements,  remodeling,  additions,  and  alterations  thereof ;  elements  essential 
to  provide  a  reliable  recycled  supply  such  as  standby  treatment  units  and  clear 
well  facilities ;  and  any  works,  including  site  acquisition  of  the  land  that  will 
be  an  integral  part  of  the  treatment  process  or  is  used  for  ultimate  disposal  of 
residues  resulting  from  such  treatment. 

"(B)  In  addition  to  the  definition  contained  in  subparagraph  (A)  of  this 
paragraph,  'treatment  works'  means  any  other  method  or  system  for  preventing, 
abating,  reducing,  storing,  treating,  separating,  or  disposing  of  municipal  waste, 
including  storm  water  runoff,  or  industrial  waste,  including  waste  in  combined 
storm  water  and  sanitary  sewer  systems.  Any  application  for  construction  grants 
which  includes  wholly  or  in  part  such  methods  or  systems  shall,  in  accordance 
with  guidlines  published  by  the  Administrator  pursuant  to  subparagraph  (C)  of 
this  paragraph,  contain  adequate  data  and  analysis  demonstrating  such  proposal 
to  be,  over  the  life  of  such  works,  the  most  cost  efficient  alternative  to  comply  with 
sections  301  or  302  of  this  Act,  or  the  requirements  of  section  201  of  this  Act. 

"(C)  For  the  purposes  of  subparagraph  (B)  of  this  paragraph,  the  Administra- 
tor shall,  within  one  hundred  and  eighty  days  after  the  date  of  enactment  of 
this  title,  publish  and  thereafter  revise  no  less  often  than  annually,  guidelines  for 
the  evaluation  of  methods,  including  cost-effective  analysis,  described  in  sub- 
paragraph (B)  of  this  paragraph. 

"(3)  The  term  'replacement'  as  used  in  this  title  means  those  expenditures 
for  obtaining  and  installing  equipment,  accessories,  or  appurtenances  during  the 
useful  life  of  the  treatment  works  necessary  to  maintain  the  capacity  and  per- 
formance for  which  such  works  are  designed  and  constructed. 
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ENVIRONMENTAL  FINANCING  AUTHORITY 
SUMMARY  EXPLANATION  OF  CHANGES  REQUESTED  FOR  FISCAL  YEAR  1974 

Total 


Average 
number  of 
Positions  positions  Amount 


Program  changes:  Increase: 

1.  Purchase  of  obligations  of  local  governments $300,000 

Total  program  changes ' 300,000 

Other  changes:  None. 

Total,  increases  or  decreases  1974  compared  with  1973  proposed 
authorized  level 300,000 

8UMMAKY  JUSTIFICATION  OF  FISCAL  YEAR  1974  BUDGET  ESTIMATES 

The  Environmental  Financing  Authority  was  created  by  Section  12  of  Public 
Law  93-500,  the  "Environmental  Financing  Act  of  1972."  The  Authority  is 
authorized  to  purchase  any  obligation  which  is  issued  by  a  State  or  local  public 
body  to  finance  the  non-Federal  share  of  the  cost  of  any  project  for  the  construc- 
tion of  waste  treatment  works  which  are  eligible  for  a  Federal  grant  under  the 
Federal  "Water  Pollution  Control  Act. 

The  Authority  may  not  purchase  such  obligations  unless  the  Administrator 
of  the  Environmental  Protection  Agency  (a)  has  certified  that  the  public  body 
is  unable  to  obtain  sufiicient  credit  on  reasonable  terms  to  finance  its  actual 
needs,  (b)  has  approved  the  project  as  eligible  under  the  Federal  Water  Pollu- 
tion Control  Act,  and  (c)  has  guaranteed  timely  payment  of  principal  and 
interest  on  the  obligations. 

The  Secretary  of  the  Treasury  is  authorized  to  advance  funds  to  the  Authority, 
which  would  be  repayable  with  interest,  to  provide  initial  capital ;  appropriations 
of  not  to  exceed  $100  million  are  authorized  for  this  purpose. 

In  addition,  the  Authority  is  authorized  to  issue  obligations  with  the  approval 
of  the  Secretary  of  the  Treasury;  and,  as  authorized  in  Appropriations  Acts, 
the  Secretary  of  the  Treasury  may  purchase  any  of  these  obligations  and  may 
use  for  this  purpose  the  proceeds  of  the  sale  of  any  securities  issued  under 
the  Second  Liberty  Bond  Act.  Thus  appropriations  action  is  not  required  with 
respect  to  maker  borrowing  by  the  Authority,  but  appropriations  action  is 
required  for  any  borrowings  from  the  Treasury. 

The  budget  provides  for  grants  of  $2  billion  in  fiscal  year  1973  and  $3  billion 
ill  fiscal  year  1974  for  the  Federal  share  of  the  cost.s  of  construction  of  local 
waste  treatment  works  under  the  Federal  Water  Pollution  Control  Act.  These 
grants  finance  75  percent  of  project  costs.  The  remaining  25  percent,  or  $1.7 
billion,  of  the  cost  is  expected  to  be  financed  largely  by  the  sale  of  bonds  by 
local  public  bodies.  The  purpose  of  the  Authority  is  to  assure  that  no  public 
body  is  unable  to  carry  out  an  approved  project  because  of  inability  to  borrow 
the  necessary  funds  on  reasonable  terms.  It  is  estimated  that  about  four  out  of 
five  bonds  issued  would  normally  be  placed  in  the  private  market  on  reasonable 
terms.  Thus  the  Authority  would  be  called  upon  to  finance  the  remaining  20 
percent  of  the  bonds  by  public  bodies,  or  about  $300  million. 

The  requested  appropriation  of  $100  million  for  advances  for  initial  capital 
of  the  Authority,  and  the  specific  authorization  for  the  Secretary  of  the  Treasury 
to  purchase  up  to  $200  million  of  the  Authority's  obligations  are  necessary  in 
order  to  assure  that  the  Authority  will  have  suflScient  resources  available  from 
the  Treasury  for  purchasing  $300  million  of  bonds  of  local  public  bodies.  The 
actual  amount  of  borrowing  from  the  Treasury  may  well  be  less,  depending  upon 
financial  market  conditions  and  decisions  in  fiscal  year  1974  as  to  the  appropriate 
timing  and  amount  of  the  Authority's  initial  borrowings  in  the  market. 

The  authorization  for  the  Secretary  of  the  Treasury  to  purchase  the  Authority's 
obligations  in  such  amounts  as  may  be  necessary  to  permit  the  Authority  to 
make  timely  payment  of  principal  and  interest  on  its  obligations  sold  to  pur- 
chasers other  than  the  Secretary  is  necessary  to  provide  for  an  effective  guaran- 
tee of  the  Authority's  market  issues  and  thus  save  the  Government  money  by 
minimizing  the  interest  rate  required  on  any  obligations  issued  by  the  Authority 
m  the  private  market.  That  is,  investors  will  purchase  the  Authority's  obligations 
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at  a  lower  interest  rate  if  they  are  assured  that  the  Authority  may  borrow  from 
Treasury  if  necessary  to  make  timely  payment  of  principal  and  interest  on  its 
market  obligations. 

ENVIRONMENTAL  FINANCING  AUTHORITY  FUND 

A  dvances  to  the  environmental  financing  authority  fund 

For  advances  by  the  Secretary  of  the  Treasury  to  provide  initial  capital  for  the 
Environmental  Financing  Authority,  $100  million,  to  remain  available  without 
fiscal  year  limitation.  In  addition,  the  Secretary  of  the  Treasury  is  authorized 
to  purchase  not  to  exceed  $200  million  of  the  obligations  of  the  Authority  issued 
pursuant  to  subsection  (g)  of  the  Environmental  Financing  Act  of  1972  (section 
12  of  Public  Law  92-500),  and  to  purchase  such  further  amounts  of  such  obliga- 
tions as  may  be  necessary  to  permit  the  authority  to  make  timely  payment  of 
principal  and  interest  on  its  (ybligations  sold  to  purchasers  other  than  the  Secre- 
tary of  the  Treasury. 

Explanation  of  appropriation  language  for  fiscal  year  1974 

This  language  provides  for  initial  capital  appropriation  of  $100  million  and 
authorizes  the  Secretary  of  the  Treasury  to  purchase  $200  million  of  EFA 
obligations.  It  also  authorizes  the  Secretary  to  purchase  "such  further  amounts 
as  may  be  necessary  .  .  .  ."  to  provide  a  guarantee  of  the  Authority's  market 
issues  and  thus  minimize  the  interest  rate  by  assuring  that  the  Authority  may 
borrow  from  the  Treasury  if  necessary.  Additional  information  is  provided  in 
the  Summary  Justification. 

CONCLUSION    OF    HEARING 

Mr.  Steed.  If  there  are  no  further  questions,  on  behalf  of  the  sub- 
committee I  want  to  express  our  appreciation  to  you,  sir,  and  your 
associates  for  your  appearance  and  the  information  you  have  given  us, 
and  assure  you  that  our  high  regard  for  the  Treasury  Department  is 
unimpaired. 

Secretary  Shultz.  Thank  you,  Mr.  Chairman.  I  appreciate  that.  I 
know  we  are  privileged  to  deal  with  a  committee  that  takes  the  work 
of  the  Treasury  Department  as  seriously  as  we  do,  which  is  very 
seriously  indeed,  and  you  are  well  informed  and  veiy  helpful  and 
thoughtful.  We  appreciate  it  very  much. 

Mr.  Steed.  Knowing  how  busy  you  are,  sir,  we  are  sorry  we  have 
had  to  impose  on  so  much  of  your  time,  but  we  do  appreciate  your 
cooperation  and  we  are  really  grateful  to  you.  You  have  been  quite 
helpful.  Would  you  please  insert  for  the  record  the  summary  of  the 
Department  of  the  Treasury  budget  submission  ? 

Secretary  Shutz.  Yes,  sir,  and  thank  you,  Mr.  Chairman. 

Mr.  Steed.  Without  objection,  the  staff  will  be  authorized  to  insert 
such  justification  and  related  material  in  the  hearings  as  may  be  neces- 
sary during  our  consideration  of  the  fiscal  year  1973  supplementals 
and  the  fiscal  year  1974  budget.  (There  was  no  objection.) 

The  Committee  will  stand  adjourned  until  10  o'clock  in  the  morning. 

Des'Artment  of  the  Treasury 

budget  highlights  and  assumptions  for  operating  appropriations, 
fiscal  year  1974 

New  obligational  authority  increases — net  $79,171,000 

-f$21,308,000  to  meet  additional  workload. 

-j- $40,800,000  to  maintain  and  expand  IRS  audit  coverage  from  1.9  percent  to 
2.3  percent. 
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+$12  million  to  improve  taxpayer  service  in  Internal  Revenue  Service. 

-|-$6  million  for  construction  of  Federal  Law  Enforcement  Training  Center. 

+$3,259,000  to  expand  Customs  air  and  sea  intrusion  program. 

+$3,200,000  for  IRS  to  take  initial  steps  necessary  prior  to  its  collection  of 
State  income  taxes. 

+$2,549,000  for  Customs  to  intensify  their  examination  of  cargo  shipments 
to  detect  fraud. 

+$2,300,000  to  expand  tax  fraud  and  special  tax  investigations  among  the 
general  taxpayer  population. 

+$2,028,000  for  IRS  to  expand  its  collection  of  taxes  due  hut  unpaid. 

+2,077,000  for  special  equipment  for  processing  merchandise,  X-ray  screen- 
ing, wrapping  checks  and  technical  security. 

+$1,092,000  for  space  acquisition,  renovation  and  relocation. 

+$926,000  for  Customs  detector  dog  program. 

+$825,000  for  consolidation  and  moves  of  Treasury  bureaus. 

+$718,000  to  expand  the  Office  of  Revenue  Sharing  in  the  Office  of  the  Secretary. 

-i-$500,000  for  payment  of  Government  losses  in  shipment. 

+$450,000  for  added  foreign  dignitary  travel. 

-f- $69, 708,000  is  required  to  maintain  fiscal  year  1973  level  of  staff  and  activity  ; 
$12,462,000  of  this  amount  is  for  positions  approved  for  part  of  the  fiscal  year 
1973. 

—$90,569,000  in  reductions  are  taken  in  the  estimates  for  fiscal  year  1973  costs 
not  recurring  in  fiscal  year  1974.  Of  this  total,  $42,263,000  is  for  the  economic 
stabilization  program  which  is  not  funded^  beyond  April  30,  1973,  and  $32,969,000 
is  for  nonrecurring  rent  and  one-time  equipment  purchases. 

Employment  increases — net  2,650  average  positions 

+2,926  average  positions  of  new  employees  are  needed  to  maintain  and  increase 
tax  audit  coverage  from  1.9  percent  in  1973  to  2.3  percent  in  1974. 

+682  average  positions  are  needed  for  increased  taxpayer  service. 

4-809  average  positions  are  needed  to  meet  workload  increases. 

+177  average  positions  to  take  initial  steps  in  IRS  necessary  for  collection 
of  State  income  taxes. 

+135  average  positions  are  needed  for  expansion  of  tax  fraud  and  special 
investigations. 

+  112  average  positions  for  Customs  intensified  examinations  of  cargo  ship- 
ments for  fraud. 

+86  average  positions  to  expand  the  collection  of  income  taxes  due  but  unpaid. 

+57  average  positions  are  requested  by  Customs  to  expand  the  detector  dog 
program  (53)  and  to  expand  the  air-sea  intrusion  program  (4). 

+24  average  positions  are  required  in  the  Office  of  the  Secretary  for  expan- 
sion of  the  Office  of  Revenue  Sharing. 

+5  average  positions  are  needed  in  the  merger  of  operations  relating  to  moving 
public  debt  activities  to  Parkersburg. 

+793  average  positions  are  required  to  place  1973  programs  on  a  full-year  basis. 

—  3.156  average  positions  are  reduced  in  the  estimates  for  1974 ;  2,882  of  these 
are  for  the  economic  stabilization  program  which  is  not  funded  beyond  April  30, 
1973. 

ASSUMPTIONS 

The  estimates  are  based  on  the  assumptions  that : 

Tax  administration  should  be  strengthened  to  protect  the  system  and  increase 
collection  of  revenues  properly  due. 

Contracts  will  be  made  with  the  private  sector  for  food  coupon  production  ;  and 
the  Bureau  of  Engraving  and  Printing  will  decrease  production  of  commissions 
and  certificates  for  other  agencies. 

Pay  increases  for  classified  employees  under  Executive  Order  11691  pursuant 
to  Public  Law  91-656  will  be  requested  through  subsequent  action. 

Economic  stabilization  activities,  if  extended,  will  be  funded  by  a  proposed 
budget  amendment. 

Price  levels  will  not  change  in  fiscal  year  1974. 

Increased  productivity  and  management  savings  have  been  applied  to  the  max- 
imum extent. 

Recruitment  of  additional  personnel  requested  in  these  estimates  can  be  ac- 
complished without  difficulty. 

Taxpayer  assistance  should  be  expanded. 
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Demands  for  Treasury  services  will  continue  to  increase  and  must  be  met : 
Government  checks  issued  and  paid. 
Bond  and  security  records  maintained. 

Coins,  currency,  and  stamps  produced  for  Nation's  commerce. 
Internal  Revenue  master  file  maintained  in  a  current  manner. 
Check  claims  cases  settled  promptly. 

Cargo  and  persons  entering  our  borders  should  be  processed  equitably  and 
eflSciently. 

SUMMARY   ANALYSIS  OF   FISCAL  YEAB    1974    ESTIMATES   FOB  OPEEATINQ 
BUREAUS    AND    OFFICES 

Offlce  of  the  Secretary  of  the  Treasury 

Minus  $17  million. 

Net  increase  is  $700,000  and  86  average  positions  of  employment. 

$718,000  increase  is  required  for  24  average  positions  in  the  Office  of  Revenue 
Sharing  in  the  further  implementation  of  Public  Law  92-512. 

$524,000  and  28  average  positions  are  required  to  accomplish  added  workload 
in  various  staff  offices  of  the  Secretary — Under  Secretary,  General  Counsel,  Tax 
Analysis,  Tariff  and  Trade  Affairs,  Congressional  Relations,  Assistant  Secretary 
for  Administration,  Office  of  Management  and  Organization,  Office  of  Administra- 
tive Programs,  Office  of  Personnel,  Office  of  Audit  and  Central  Services. 

$300,000  is  required  for  consolidation  of  space  and  related  tenant  changes  and 
moving  costs. 

$1,976,000  and  34  average  positions  are  needed  to  maintain  current  levels  of 
staffing  and  operations. 

Reductions  of  $2,818,000  are  shown  for  the  nonrecurring  costs  of  statistical 
services  from  Bureau  of  Census  ($2,800,000)  and  equipment  purchases  ($18,000). 

Federal  Law  Enforcement  Training  Center 

Minus  $2,200,000  for  salaries  and  exi)enses. 

Minus  $6  million  for  construction. 

Net  increase  for  salaries  and  expenses  of  $200,000  and  eight  average  positions 
of  employment. 

$144,000  and  one  average  position  (four  permanent  positions)  to  be  used  for 
the  staffing  and  related  costs  of  the  basic  police  school. 

$57,000  and  two  average  positions  will  be  used  for  development  of  the  curricu- 
lum for  the  consolidated  training  center. 

$112,000  and  five  average  positions  are  required  to  maintain  the  1973  level  of 
staffing  and  operations. 

Reductions  of  $113,000  are  shown  for  transfers  to  GSA  for  rental  of  space. 

Construction. — An  increase  of  $6  million  over  the  $27  million  already  appro- 
priated will  be  used  for  construction  of  the  Beltsville  facility. 

Bureau  of  Accounts 

Minus  $71,100,000  for  salaries  and  expenses. 

Minus  $800,000  for  Government  losses  in  shipment. 

Net  increase  for  salaries  and  expenses  is  $7,759,000  and  113  average  positions  of 
employment. 

$6,065,000  of  increase  includes  91  average  positions  for  added  workload  and 
postage  of  $4,743,000  on  61,136,000  additional  payment  items. 

$199,000  of  the  increase  includes  22  average  positions  for  program  development 
required  to  support  the  Social  Security  Amendments  of  1972,  Public  Law  92-603. 

$500,000  will  be  used  to  rent  ADP  equipment. 

$894,000  will  be  used  for  purchase  of  capital  equipment. 

$345,000  of  increase  is  mandatory  to  maintain  current  levels  of  staffing  and 
operation. 

Reductions  of  $244,000  have  been  taken  in  the  estimate  for  composite  check 
procedures  resulting  in  avoidance  of  postage  expense  on  individual  checks  and 
nonrecurring  costs  related  to  the  alteration  of  space. 

Bureau  of  Alcohol,  Tol)acco  and  Firearms 

Government  losses  in  shipment. — A  self-insurance  account  to  cover  losses  in 
shipment  of  Government  property — coins,  currency,  securities,  etc.,  requires 
replenishment  by  $800,000— an  increase  of  $500,000  over  1973. 

—$73  million. 

A  net  reduction  of  $2,475,000  and  110  average  positions  of  employment. 
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$1,935,000  and  87  average  positions  will  be  needed  to  maintain  current  levels 
of  employment.  This  amount  includes  $346,000  for  within-grade  promotions, 
$200,000  for  full-year  cost  of  enforcement  information  and  communications 
system,  $235,000  for  alterations  to  space  for  the  relocated  bureau  headquarters, 
$927,000  to  complete  an  equipment  program  started  in  1973  and  $227,000  for 
increased  printing,  payroll  service,  and  other  support  costs. 

Reductions  of  $4,410,000  and  197  average  positions  include  $160,000  non- 
recurring inspection  training  costs,  $629,000  for  elimination  of  the  tax  delinquency 
investigation  previously  performed  by  IRS  on  a  reimbursable  program,  $3,224,000 
and  176  average  positions  for  the  illicit  liquor  program  and  $397,000  and  21 
average  positions  for  firearms  and  explosive  compliance  inspection.  Since  the 
bureau  came  into  existence  in  the  fiscal  year  1973  a  comprehensive  study  is 
planned  to  review  its  programs. 

Bureau  of  Customs 

-$236,400,000. 

Net  increase  is  $24,700,000  and  916  average  positions. 

$9,002,000  of  increase  will  provide  514  average  positions  and  related  expenses 
to  cope  with  increased  importations  (295  average  positions),  persons  crossing 
borders  (112  average  positions)  and  processing  mail  (22  average  positions)  and 
to  brin^  enforcement  and  security  capabilities  up  to  requirements  of  increased 
workload  ( 85  average  positions ) . 

$2,549,000  will  provide  112  average  positions  for  an  intensified  inspection  and 
investigation  of  fraudulent  cargo  importations. 

$3,259,000  to  continue  its  program  of  air  and  sea  interdiction  in  order  to 
significantly  reduce  illegal  traffic. 

$926,000  will  provide  53  average  positions  and  95  detector  dogs  for  expanded 
examination  of  mail  packages,  vehicles,  luggage,  and  cargo  shipments. 

$600,000  will  be  required  to  begin  an  operational  field  test  for  the  automated 
merchandise  processing  system. 

$120,000  is  required  to  purchase  three  X-ray  screening  machines  for  ufee  in 
examining  international  mail  (Miami,  San  Francisco,  and  Seattle). 

$4,395,000  is  for  funding  233  average  positions  authorized  for  a  part  of  fiscal 
year  1973. 

$4,135,000  is  required  to  provide  full-year  rental  costs  for  the  New  York 
World  Trade  Center. 

$7,971,(X)0  is  for  other  mandatory  costs  necessary  to  maintain  staff. 

A  reduction  of  $8,257,000  is  shown  for  nonrecurring  costs  including  $2,320,- 
000  for  one-time  costs  related  to  the  New  York  World  Trade  Center. 

Bureau  of  the  Mint 

-$24,500,000. 

Net  increase  for  salaries  and  expenses  of  $500,000  and  41  average  positions 
of  employment. 

$676,000  of  increase  and  93  average  positions  will  process  an  increase  in 
coinage  production  from  $8.4  billion  in  1973  to  $8.9  billion  in  1974. 

$515,000  in  mandatory  costs  to  maintain  current  levels  of  staffing  and 
operations. 

$691,000  and  52  average  positions  are  shown  as  reductions  for  nonrecurring 
costs  and  decreases  in  activities. 

Bureau  of  the  Public  Debt 

-$79,400,000. 

Net  increase  is  $5,400,000  and  a  decrease  of  11  average  positions  of 
employment. 

Estimate  includes  operations  of  the  U.S.  Savings  Bonds  Division. 

$2,116,000  will  be  needed  to  reimburse  the  Federal  Reserve  banks  due  to 
higher  volume  and  increased  salary  and  other  costs. 

$711,000  of  program  increases  will  be  used  to  reimburse  paying  agents  for 
a  higher  volume  of  redemptions. 

$500,000  in  increased  costs  is  due  to  the  merger  of  the  Chicago  and  Parkers- 
burg  offices. 

$390,000  will  be  needed  for  increased  cost  of  security  stock  printing. 

$20,000  is  for  higher  travel  costs. 

$1,974,000  is  necessary  to  maintain  current  levels. 

A  reduction  of  $311, (X)0  is  shown  for  nonrecurring  costs  and  management 
savings. 
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Internal  Revenue  Service 

—$34,687,000  for  salaries  and  expenses, 

A  net  increase  of  $23,000  and  a  reduction  of  52  average  positions  of 
employment. 

$87,000  and  three  average  positions  are  required  to  develop  and  prescribe 
withholding  I'ates  and  systems  for  the  Federal  collection  of  State  income  tax. 

$813,000  and  five  average  positions  is  needed  to  meet  the  costs  of  maintaining 
the  1973  level  of  employment. 

Reductions  of  $877,000  and  60  average  positions  have  been  reflected  in  the 
estimates  for  the  economic  stabilization  program  since  the  current  law  ex- 
pires April  30,  1973. 

Accounts,  Collection,  and  Taxpayer  Service 

-$531,683,000. 

A  net  increase  of  $14,688,000  and  a  reduction  of  302  average  positions  of 
employment. 

$12,000,000  and  682  average  positions  are  for  improved  taxpayer  service. 
Within  this  amount:  $3,046,000  and  242  average  positions  are  to  extend  the 
office  hours;  $4,939,000  and  120  average  positions  are  necessary  to  complete 
the  centiphone;  $186,000  and  11  average  positions  are  for  tax  institution  and 
VITA  programs;  and  $3,829,000  and  309  average  positions  are  necessary  to  re- 
place those  previously  detailed  and  for  normal  expansion. 

$2,883,000  and  160  average  positions  are  for  revising  the  programing  of  com- 
puter systems  and  development  of  new  processing  procedures  for  the  collection 
of  State  income  taxes. 

$2,028,000  and  86  average  positions  is  for  collecting  taxes  due  but  unpaid, 
locating  and  obtaining  tax  returns  and  payments  from  persons  who  should  have 
filed  but  did  not. 

$29,564,000  and  a  reduction  of  110  average  positions  is  for  costs  to  maintain 
current  levels  of  employment.  Principal  items  of  this  amount  are  $2,203,000  for 
increased  payments  to  the  Postal  Service;  $2,082,000  for  within-grade  pro- 
motions ;  $4,115,000  and  231  average  positions  for  annualization  of  1973  positions ; 
and  $3,878,(K)0  for  rent  and  maintenance  of  space. 

Reductions  of  $31,787,000  and  1,120  average  positions  have  been  shown.  Of 
this  amount  $7,526,000  is  for  rent  transfers;  $10,156,000  is  for  nonrecurring 
equipment,  moving  expenses  and  renovation  costs  ;  and  $14,105,000  and  1,120  aver- 
age positions  is  for  the  economic  stabilization  program  since  the  current  law 
expires  April  30, 1973. 

Compliance 

-$622,430,000. 

Net  increase  of  $27,051,000  and  1,904  average  positions  of  employment. 

$40,800,000  and  2,926  average  positions  will  be  used  to  strengthen  the  audit 
program.  Audit  coverage  will  be  increased  from  1.9  percent  in  1973  to  2.3  per- 
cent in  1974. 

$2,300,000  and  135  average  positions  will  be  used  for  tax  fraud  and  special  in- 
vestigations among  the  general  taxpayer  population.  Tax  fraud  investigations 
resulting  in  prosecutions  provide  a  strong  deterrent  against  tax  evasion. 

$230,000  and  14  average  positions  will  be  used  in  issuing  regulations  and  mak- 
ing legal  determinations  as  to  whether  States  qualify  under  the  statutes  for 
Federal  collection  of  State  income  tax. 

$13,244,000  and  531  average  positions  will  be  needed  to  maintain  the  current 
level  of  employment.  Of  this  total  $6,413,000  is  for  grade-to-grade  promotions; 
$3,134,000  for  within-grade  promotions;  $7,522,000  for  increases  in  printing, 
average  per  diem  increase,  FTS  costs,  rent  and  other  support  services ;  and 
$2,342,000  and  175  average  positions  for  annualization  of  1973  positions. 

Reductions  of  $29,523,000  and  1,702  average  positions  include  $2,242,000  for 
rent  transfers  and  other  nonrecurring  expenses  and  $27,281,000  and  1,702  average 
positions  for  the  economic  stabilization  program  since  the  current  law  expires 
April  30,  1973. 

Office  of  the  Treasurer 

-$12,700,000. 

Net  increase  for  salaries  and  expenses  is  $1,400,000  and  57  average  positions  of 
employment. 

$715,000  is  for  58  average  positions  to  process  an  increase  in  work  volume  of 
59  million  checks  and  83,000  claims. 
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$189,000  will  be  used  to  continue  the  check  claims  automation  program. 

$325,000  will  be  used  to  consolidate  related  activities  of  the  bureau  in  one 
location. 

$222,000  is  needed  to  maintain  current  levels  of  employment. 

Reductions  of  $51,000  and  eight  average  positions  have  been  made  in  the  esti- 
mates for  savings  resulting  from  partial  automation  of  the  check  claims  opera- 
tion. 

U.S.  Secret  Service 

-$64,000,000. 

Net  decrease  of  $475,000  with  no  change  in  average  positions. 

$450,000  is  required  to  meet  the  increased  costs  of  protecting  foreign  digni- 
taries. 

$463,000  is  needed  for  technical  security,  communications  and  contractual  serv- 
ices to  support  the  overall  missions  of  the  Service. 

$792,000  is  needed  for  acquiring  and  renovating  space  in  the  Service's  field 
oflSces. 

$2,507,000  will  be  needed  to  maintain  current  levels  of  employment. 

Reductions  in  the  estimates  total  $4,687,000.  These  reductions  are  for  non- 
recurring costs  related  to  the  1972  presidential  campaign  ($4,487,000),  transfers 
to  GSA  for  rental  of  space,  and  nonrecurring  equipment  costs. 
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Tuesday,  March  13, 1973. 
OFFICE  OF  THE  SECRETARY 

Salaries  and  Expenses 

WITNESSES 

WARREN  F.   BRECHT,  ASSISTANT  SECRETARY  FOR  ADMINISTRA- 
TION 
J.     ELTON     GREENLEE,     DEPUTY     ASSISTANT     SECRETARY     FOR 

ADMINISTRATION 
EDWARD    J.    WIDMAYER,    DIRECTOR,     OFFICE    OF    BUDGET    AND 

FINANCE 
THOMAS     MONTALBO,     FINANCIAL     MANAGER,     OFFICE     OF     THE 

SECRETARY 
GRAHAM  WATT,  DIRECTOR,   OFFICE   OF   REVENUE  SHARING 
DAVID  A.   SAWYER,  DIRECTOR,   OFFICE   OF  EQUAL   EMPLOYMENT 

OPPORTUNITY 
EDWARD  MORGAN,   ASSISTANT   SECRETARY   FOR   ENFORCEMENT, 

TARIFF  AND  TRADE  AFFAIRS,  AND  OPERATIONS 
JOHN    GARMAT,    DEPUTY    DIRECTOR,     OFFICE    OF    BUDGET    AND 

FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  today  for  the  further  consideration  of 
the  1974  fiscal  year  budget  request  of  the  Department  of  the  Treasury 
and  this  morning  we  take  up  the  request  for  the  Office  of  the  Secretary. 
The  fiscal  1973  appropriation  was  $16.3  million.  The  1974  request  is 
$17  million,  an  increase  of  $700,000. 

The  budget  request  reflects  61  new  positions  requested  for  the  1974 
budget. 

We  are  pleased  and  honored  to  have  the  Assistant  Secretary  for 
Administration,  Mr.  Brecht,  with  us  this  morning  and  we  would  also 
like  for  the  record  to  show  that  Secretary  Morgan  is  also  with  us,  and 
agencies  under  his  jurisdiction  will  be  taken  up  later  in  the  day. 

On  behalf  of  the  subcommitee  I  welcome  you  gentlemen  and,  Mr. 
Brecht,  if  you  would  like  to  identify  any  of  your  other  associates  you 
have  with  you  for  the  record,  we  will  then  be  pleased  to  have  your 
statement. 

General  Statement 

Mr.  Brecht.  Thank  you,  Mr.  Chairman. 

Mr.  Brecht.  I  would  like  to  introduce  the  people  in  the  back  row. 
David  Sawyer,  who  is  the  Director  of  our  Equal  Opportunity  Office ; 
John  Garmat,  who  is  the  Deputy  Director  of  our  Office  of  Budget  and 
Finance ;  Graham  Watt,  who  is  the  Director  of  the  Office  of  Kevenue 
Sharing;  Edward  Widmayer,  who  is  the  Director  of  our  Office  of 
Budget  and  Finance;  Elton  Greenlee,  who  is  the  Deputy  Assistant 
Secretary  for  Administration ;  Tom  Montalbo,  who  is  the  budget  offi- 
cer for  the  Office  of  the  Secretary.  You  have  already  acknowledged 
Mr.  Morgan.  I  have  biographical  sketches  for  Messrs.  Garmat,  Watt, 


101 

and  Montalbo  who  are  appearing  for  the  first  time.  These  will  be  in- 
serted at  the  end  of  my  statement. 

Mr.  Chairman,  before  we  get  started  on  my  opening  statement,  I 
would  like  to  say  that  the  Secretary  and  Deputy  Secretary  Simon 
very  much  appreciated  the  courtesies  shown  by  the  committee  when 
they  appeared  before  you  last  week.  I  think  they  thoroughly  enjoyed 
the  dialog  and  the  activities  that  took  place  and  very  much  appre- 
ciated them. 

Mr.  Steed.  We  were  very  delighted  to  have  them  and  also  the  fact 
that  we  had  a  decent  workroom  for  the  day.  I  think  I  ought  to  apolo- 
gize to  you  for  the  place  in  which  we  are  forced  to  conduct  our  busi- 
ness today,  but  we  still  have  hope  that  in  the  not  too  distant  future  we 
are  going  to  get  more  adequate  quarters  and  will  be  able  to  work  in 
a  little  better  atmosphere. 

Mr.  Brecht.  We  certainly  understand.  I  guess  space  is  a  problem 
all  over  and  we  are  going  to  talk  about  that  a  little  bit  later,  too. 

Mr.  Steed.  Before  you  proceed,  Mr.  Secretary,  I  would  like  to  take 
advantage  of  this  opportunity  to  welcome  a  new  member  to  our  sub- 
committee who  has  just  been  assigned  to  the  subcommittee,  Mr.  Miller 
of  Ohio. 

Mr.  Miller,  we  would  like  the  record  to  show,  this  being  the  first  ses- 
sion of  the  subcommittee  since  jou  were  made  a  member  thereof,  that 
we  are  pleased  to  have  your  presence  and  we  look  forward  to  working 
with  you. 

Mr.  Miller.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr,  Myers.  Mr.  Chairman,  I  would  like  to  add  my  welcome  and 
congratulations  to  our  good  friend,  Clarence  Miller.  He  and  I  sat  to- 
gether on  the  Agriculture  Committee  several  years  ago,  so  we  are  back 
together,  and  I  will  tell  you,  you  better  beware.  You  talk  about  the 
loyal  opposition.  He  is  opposition. 

He  does  a  good  job. 

Mr.  Steed.  We  have  room  for  all  the  factors  here. 

Mr.  Miller.  That  is  what  I  understand,  Mr.  Chairman. 

Mr.  Myers.  I  don't  mean  it  in  that  respect.  He  does  do  his  work. 

Mr.  Steed.  You  may  proceed,  Mr.  Secretary. 

general  statement 

Mr.  Brecht.  Fine. 

Mr.  Chairman  and  members :  It  is  a  pleasure  to  appear  before  your 
committee  in  support  of  the  1974  appropriation  request  for  the  Office 
of  the  Secretary.  This  appropriation  finances  the  staffs  which  assist 
the  Secretary  in  discharging  his  many  responsibilities  as  the  Chief  Fi- 
nancial Officer  of  the  Government  and  a  major  policy  adviser  to  the 
President.  Thev  include  the  immediate  staffs  of  the  Secretary  and  his 
key  policy  officials ;  the  offices  engaged  in  research  and  analyses  for  tax, 
debt,  and  financial  policy ;  the  Office  of  the  General  Counsel ;  the  Office 
of  Revenue  Sharing;  and  the  administrative  staffs  supporting  the  As- 
sistant Secretary  for  Administration.  In  addition,  the  appropriation 
request  will  provide  funds  for  the  operation  and  maintenance  of  the 
main  Treasury  Building  and  the  Treasury  Annex. 

The  1974  appropriation  request  for  the  Office  of  the  Secretary  is  $17 
million  and  723  average  positions.  This  request  reflects  a  net  increase 
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of  $700,000  and  86  average  positions  over  the  authorized  level  for  1973. 
This  net  increase  is  made  up  of  the  following : 

1.  A  total  of  61  new  positions  (52  average  positions)  costing 
$1,242,000  are  required  to  handle  new  responsibilities  and  increased 
workloads. 

2.  Space  costs  will  total  $300,000. 

3.  Built-in  and  mandatory  increases  for  operating  expenses  neces- 
sary to  maintain  current  levels  total  $1,976,000. 

4.  These  increases  are  offset  by  the  reduction  of  nonrecurring  costs 
totaling  $2,818,000.  Of  this  amount,  $2.8  million  represents  the  cost  of 
statistical  services  furnished  in  fiscal  year  1973  by  the  Bureau  of  the 
Census  for  the  revenue-sharing  program.  Although  the  service  will  be 
continued  its  costs  will  be  included  in  the  Bureau  of  the  Census  budget 
in  fiscal  year  1974.  The  other  $18,000  are  for  nonrecurring  equipment 
purchases. 

REVENUE    SHARING 

Our  Office  of  Revenue  Sharing  (which  administers  the  State  and 
Local  Asistance  Act  of  1972,  Public  Law  92-512)  requires  29  new 
positions  costing  $718,000,  and  including  research  and  program  ana- 
lysts, auditors,  computer  specialists  and  programmers,  attorneys,  a 
municipal  finance  expert,  and  related  support  personnel. 

Since  October  20, 1972,  when  the  State  and  Local  Assistance  Act  of 
1972  was  signed  by  President  Nixon,  the  revenue-sharing  program 
has  come  a  long  way.  We  have  set  up  the  Office  of  Revenue  Sharing 
in  the  Office  of  the  Secretary.  To  date  we  assembled  a  staff  of  36,  pro- 
vided them  interim  quarters  and  have  just  relocated  them  at  1900 
Pennsylvania  Avenue.  We  have  published  and  updated  interim  reg- 
ulations and  drafted  final  regulations.  In  closest  collaboration  with  the 
Bureau  of  Census,  we  have  compiled  data  to  compute  entitlements  for 
over  40,000  units  of  government  qualified  to  receive  general  revenue- 
sharing  payments.  In  all,  we  have  made  over  73,000  payments  to  date 
totaling  $5.1  billion.  These  took  place  in  two  increments  on  Decem- 
ber 11,  1972,  and  January  8,  1973,  and  a  supplemental  payment  on 
February  12, 1973. 

Now  that  the  first  cycles  of  payments  have  gone  out,  many  of  the 
recipients — States,  counties,  cities,  towns,  Indian  tribes,  and  Alaskan 
Native  villages — are  making  inquiries  and  registering  claims.  They 
seek  information,  require  interpretation  of  regulations,  and  in  about 
3,800  cases  have  requested  review  of  the  data  used  to  compute  revenue- 
sharing  allocations.  All  these  inquiries — requiring  detailed  and  often 
technical  answers — must  be  handled  promptly  and  with  skill. 

The  Office  of  Revenue  Sharing  is  now  developing  the  compliance 
system  needed  to  carry  out  the  audit  and  evaluation  responsibilities 
established  by  Congress.  We  must  review  and  improve  the  complex 
computer  systems,  and  initiate  a  management  information  system  to 
produce  data  needed  to  assess  the  quality  of  the  program.  Lastly  we 
must  improve  the  information  flow  to  and  from  the  recipient  govern- 
ments and  broaden  the  knowledge  and  understanding  of  tlie  general 
revenue  sharing  program's  purposes  and  philosophy. 

The  experience  gained  during  this  first  cycle  has  given  us  a  better 
underGtanding  of  the  resources  we  need  to  do  the  right  job  for  revenue 
sharing.  We  have  found  out  that  our  legal,  evaluation,  audit,  data,  and 
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reporting  workloads  are  greater  than  we  anticipated  last  year.  Yet 
it  is  still  our  intent  to  keep  the  Office  of  Revenue  Sharing  lean,  and 
occupied  only  with  the  essentials.  Even  with  the  additional  positions 
requested,  the  revenue-sharing  program  will  be  administered  with  the 
efficiency  and  economy  which  has  been  a  Treasury  tradition  over  many 
years. 

OTHER    NEW   POSITIONS 

The  other  32  positions  requested,  costing  $524,000,  are  urgently 
needed  to  provide  professional  and  clerical  assistance  in  several  of  the 
staff  offices  of  the  Office  of  the  Secretary. 

The  Under  Secretary  or  Counselor  (whose  position  was  reconsti- 
tuted last  year  by  Public  Law  92-302)  requires  three  positions  to  be 
better  able  to  support  the  Secretary  by  planning  and  developing  new 
ideas  and  initiatives  and  handling  special  assignments. 

The  General  Counsel  needs  two  additional  attorneys  and  two  secre- 
taries to  cope  with  the  growing  workload,  especially  in  support  of 
enforcement  activities. 

These  positions  are  needed  to  meet  an  ovrall  increase  in  the  demands 
on  the  General  Counsel's  office,  resulting  from  the  emphasis  on  law 
enforcement  by  Treasury's  operating  bureaus,  such  as  Internal  Reve- 
nue Service,  Customs  and  Alcohol,  Tobacco  and  Firearms.  For  exam- 
ple, in  the  Customs  field  the  greater  concentration  of  the  enforcement 
effort  toward  frauds  on  the  Customs  revenue  necessarily  means  a 
greater  number  of  civil  matters  involving  Customs  violations  requir- 
ing the  attention  of  officials  in  the  Office  of  the  Secretary  including 
the  General  Counsel's  office.  This  may  include  assistance  in  the  form  of 
litigation  reports  to  assist  the  Department  of  Justice  in  prosecuting 
civil  cases,  and  advice  and  recommendations  with  respect  to  petitions 
for  relief  from  Customs  penalties. 

The  Deputy  Under  Secretary  needs  an  additional  person  to  support 
his  tax  reform  legislative  liaison  responsibilities  and  to  help  respond 
to  the  increasing  volume  of  telephone  and  written  communications  in 
connection  with  his  responsibility  for  overseeing  the  general  revenue 
sharing  program. 

The  Assistant  Secretary  for  Tax  Policy  needs  another  economist 
for  his  Office  of  Tax  Analysis  to  help  wnth  tax  reform  research. 

The  Assistant  Secretary  (Enforcement,  Tariff  and  Trade  Affairs, 
and  Operations)  requires  six  new  positions  for  his  Office  of  Tariff  and 
Trade  Affairs,  including  three  trade  operation  specialists,  two  assist- 
ants in  economic  research,  and  one  secretary.  That  Office  has  become  a 
vital  instrument  in  the  administration  of  two  of  this  Government's 
most  important  fair  trade  statutes,  the  Antidumping  Act  and  the 
countervailing  duty  law.  International  agreements  with  respect  to 
what  constitutes  fair  and  unfair  trade  will  succeed  in  defending  Ameri- 
can firms  from  such  practices  only  if  we  are  prepared  and  have  the 
will  to  administer  these  agreements  vigorously.  This  calls  for  strong 
enforcement  measures.  These  measures  must  be  based  on  careful  at- 
tention to  both  the  applicable  law  and  to  the  facts  of  each  case,  if  they 
are  not  to  be  counterproductive  for  American  exporters.  To  achieve 
this  will  be  one  of  the  primary  functions  of  the  additional  staff  being 
requested. 
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Fair  and  rigorous  administration  of  U.S.  international  fair  trade 
laws  is  particularly  important  at  a  time  when  we  are  planning  to 
enter  into  international  trade  negotiations  which  will  concentrate  in 
large  part  on  questions  of  unfair  trade  practices. 

Last,  and  of  particular  interest  to  me  personally,  the  Assistant  Sec- 
retary for  Administration  needs  additional  positions  for  the  offices 
under  his  supervision  for  two  basic  purposes : 

First,  we  need  eight  positions  to  provide  better  departmentwide 
leadership  in  administrative  management  matters;  and  second,  we 
need  nine  additional  positions  to  improve  our  service  to  the  Secretary, 
his  principal  assistants  and  policy  staifs. 

DEPARTMENTWIDE  LEADERSHIP  IN  ADMINISTRATIVE  MANAGEMENT  MATTERS 

It  is  one  of  the  fundamental  responsibilities  of  the  Assistant  Sec- 
retary for  Administration  to  provide  guidance,  direction,  and  review 
for  the  administrative  management  areas  in  the  entire  Department.  In 
the  Department  of  the  Treasury  this  responsibility  is  enhanced  due 
to  the  overriding  concern  of  the  Secretary  and  his  principal  assistants 
with  national  and  international  fiscal,  monetary,  tax,  and  economic 
policy.  This  general  responsibility  is  consistent  with  my  desire,  as 
Assistant  Secretary  for  Administration,  and  with  the  direction  to  me 
by  the  Secretary  to  provide  a  stronger  management  leadership  to  the 
Department,  and  to  stimulate  my  competent  and  dedicated  staffs  to 
assume  a  more  activist  role  in  providing  leadership  in  their  respective 
areas  of  responsibility. 

In  this  respect  we  have  already  started  to  tackle  a  number  of  issues 
that  have  been  perennial  sore  spots.  For  instance,  we  are  now  devising 
a  system  to  plan  for  the  nationwide  space  needs  of  the  entire  Depart- 
ment and  to  coordinate  the  use  of  the  space  available  to  us.  At  last 
we  are  underway  to  fulfill  the  Department's  responsibilities  established 
by  the  Occupational  Safety  and  Health  Act  of  1970.  We  are  starting 
to  take  a  stronger  stand  in  the  departmental  management  and  control 
of  our  precious  supergrade  positions.  We  need  to  invigorate  our  ex- 
ecutive search  and  recruiting  efforts  to  bring  the  best  talent  from 
inside  and  outside  the  Government  to  Treasury;  and  we  must  take 
positive  steps  to  bring  about  more  effective  identification  of  promising 
talent  from  within  the  Department  and  provide  for  the  realization  of 
its  full  potential  through  improving  such  programs  as  executive  de- 
velopment and  upward  mobility.  We  are  also  in  process  of  strengthen- 
ing departmental  supervision  and  evaluation  of  the  use  of  automatic 
data  processing  systems  and  equipment.  And  we  have  started  to  pull 
together  a  number  of  planning  and  reporting  systems  to  develop  a 
single  but  comprehensive  management  system  for  top  management 
to  permit  better  direction  and  review  of  Treasury  activities  and  re- 
sources utilization.  To  provide  this  kind  of  departmentwide  leadership 
we  need  eight  positions,  including:  management  analysts,  auditors, 
specialists  in  personnel  management,  safety,  and  paperwork  manage- 
ment. 

SERVICE  FOR  THE  OFFICE  OF  THE  SECRETARY 

The  Treasury  by  its  very  nature  has  always  been  a  very  busy 
place.  During  the  last  few  years  many  more  activities  have  been 
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added  to  the  Department  and  these  have  become  more  visible  to  the 
increase  in  the  demand  for  service  to  the  Office  of  the  Secretary, 
increase  in  the  demand  for  service  in  the  Office  of  the  Secretary. 

Revenue  sharing,  about  which  I  spoke  earlier,  required  our  assist- 
ance, not  only  to  help  find  the  staff,  the  space,  furniture  and  equip- 
ment, and  so  forth,  but  also  to  help  in  organizing  the  Office,  providing 
for  automatic  data  processing,  and  supporting  the  large  public  infor- 
mation and  printing  workload. 

The  Cost  of  Living  Council  has  continued  to  receive  its  administra- 
tive support  from  the  Office  of  the  Secretary  Service  Organization,  and 
we  also  helped  with  organization  and  procedures. 

We  have  been  deeply  involved  in  planning,  funding,  and  otherwise 
supporting  numerous  major  program  efforts  where  Treasury's  role 
has  been  less  visible  such  as  the  major  crackdown  on  drug  smuggling, 
the  fight  against  organized  crime  and  drug  pushers,  and  the  sky- 
jacking problem. 

All  these  activities  are  going  on  and  require  more  extensive  support 
from  us.  Added  to  this  are  new  and  even  greater  responsibilities  in- 
cluding Secretary  Shultz  being  the  Chairman  of  the  Economic  Policy 
Council  and  the  Deputy  Secretary  being  the  Chairman  of  the  Oil 
Policy  Committee. 

To  meet  these  demands  and  contribute  to  the  continued  smooth 
and  effective  functioning  of  the  Office  of  the  Secretary  we  need 
another  nine  positions,  including  staff  to  expedite  security  clearances, 
strengthen  our  Personnel  Office,  enhance  our  capability  to  provide  re- 
quired duplicating  and  printing  services,  and  respond  to  the  demands 
made  on  our  library. 

SPACE   NEEDS 

As  you  know,  Mr.  Chairman,  the  Washington  offices  of  the  Depart- 
ment of  the  Treasury  are  scattered  in  numerous  satellite  locations. 
During  this  past  year  we  have  worked  hard  to  bring  about  some  con- 
solidation of  these  locations.  Our  efforts  are  now  beginning  to  bear 
fruit.  To  realize  the  operational  managerial  benefits  from  this  con- 
solidation, however,  we  need  $300,000  for  rental,  moving,  alterations, 
and  backfill  costs. 

In  summary,  Mr.  Chairman,  the  1974  appropriation  request  of  $17 
million  will  support  723  average  positions  and  essential  operating 
expenses,  including  the  operation  of  the  main  Treasury  Building  and 
its  annex. 

Gabmat,  John 

Title  and  grade :  Chief,  Planning  and  Evaluation  Division,  GS-16 ;  OflSce  of 
Management  and  Organization;  Deputy  Director  (designate),  OflBce  of  Budget 
and  Finance,  GS-16. 

Date  of  birth  :  February  17, 1933. 

Marital  status  :  Married,  two  daughters,  one  son. 

Education:  University  of  Hartford  (Conn.),  B.S.  with  high  honors  1956 — 
accounting;    University    of    Connecticut,    MPA,    1961 — managerial    economies. 

Military  service:  U.S.  Army  (Reserve) — intelligence,  1955-61. 

Career  summary,  private  industry :  Park  Street  Board  of  Trade,  Hartford. 
Conn.,  vice  president,  1953-56;  Aetna  Insurance  Co.,  Hartford,  Conn.,  computer 
programer  trainee,  1956;  Southeastern  University,  Washington,  D.C.,  adjunct 
professor   of   economics   and   electronic   data   processing,   part   time,    1961-72. 

Grovernment  (non-Treasury)  :  Board  of  Selectmen,  Bloomfield,  Conn.,  1955-56. 

Government  (Treasury)  :  Internal  Revenue  Service.  Hartford,  Conn.,  Internal 
Revenue  agent,  GS-5-11,  1956-61 ;  Internal  Revenue  Service,  Washington,  D.C., 
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tax  analyst  and  operations  research  analyst,  GS-14,  1901-67;  OflSce  of 
Planning  and  Program  Evaluation,  OflSce  of  Assistant  Secretary  (Administra- 
tion), including  5-month  detail  to  Commission  for  Government  Procurement, 
program  analyst,  GS-15  and  Assistant  Director,  GS-16,  1967-72;  Office  of 
Management  and  Organization  Planning  and  Evaluation  Division,  Chief,  GS-16, 
1972. 

Professional  and  civil  activities :  Society  for  Advancement  of  Management, 
Association  for  Program  Analysis. 

Special  career  recognition :  March  1968,  Special  Service  Award — Treasury ; 
May  1968,  Faculty  Distinguished  Service  Award — Southeastern  University: 
May  1969.  Meritorious  Award — William  A.  Jump  Memorial  Foundation ;  April 
1970,  quality  step  increase. 

Graham  W.  Watt 

Born :  October  23, 1926  in  Elizabeth,  N.J. 

Education :  Mr.  Watt  received  a  bachelor  of  arts  degree  from  Washington  Col- 
lege, Chestertown,  Md,,  in  1949,  and  a  masters  degree  in  Government  administra- 
tion from  the  University  of  Pennsylvania  in  1951. 

Current  employment:  Director,  Office  of  Revenue  Sharing,  since  February  1, 
1973. 

Past  experience :  Assistant  city  manager  of  Kansas  City,  Mo.  from  August  1950 
to  December  1957.  In  December  1955  he  was  named  city  manager  of  Alton,  111., 
where  he  served  until  March  1962.  He  was  city  manager  of  Portland,  Maine  from 
April  1962  to  March  1967,  and  city  manager  of  Dayton,  Ohio  from  March  1967  to 
January  1970.  President  Nixon  appointed  Mr.  Watt,  Deputy  Mayor  of  Washing- 
ton, D.C.  in  January  1970  and  he  served  in  that  capacity  until  he  was  chosen  to 
head  the  new  Office  of  Revenue  Sharing  in  February  of  this  year. 

Military  service:  U.S.  Navy  1944—1946,  as  an  enlisted  man  in  the  Pacific  Ocean 
area.  Commissioned  officer  in  the  Naval  Reserve,  1946-1955. 

Marital  status  :  Mr.  Watt  resides  in  Washington,  D.C,  with  his  wife,  the  former 
Mary  A.  Irish  and  their  two  children  Terrence  G.,  age  17,  and  Laurie  F.,  age  14. 

Thomas  Montalbo 

Bom  :  February  16, 1913  in  New  York  City,  N.Y. 

Education:  Received  bachelor  of  arts  degree  (1934)  and  master  of  business 
administration  degree  ( 1954 )  from  New  York  University. 

Current  employment :  Financial  manager,  Office  of  the  Secretary,  Treasury 
Department,  since  July  1972. 

Past  experience :  Prior  to  Mr.  Montalbo's  employment  in  the  Federal  Govern- 
ment, he  was  an  office  manager  in  the  New  York  City  government  and  an  agent 
of  the  Phoenix  Mutual  Life  Insurance  Co.  of  Hartford,  Conn.  He  began  his  serv- 
ice with  the  Federal  Government  in  1941  in  the  Immigration  and  Naturalization 
Service  of  the  Justice  Department,  where  he  held  several  administrative  posi- 
tions. He  interrupted  his  civilian  employment  during  World  War  II  to  serve  in 
the  U.S.  Navy.  After  his  discharge,  he  returned  to  the  Justice  Department  for  a 
brief  period  and  transferred  to  the  Veterans'  Administration  in  New  York  City 
where  he  worked  from  1947  to  1955  in  several  positions,  including  training  of- 
ficer and  organization  and  methods  examiner.  In  1955  he  transferred  to  Internal 
Revenue  Service,  New  York  City,  as  a  management  analyst  and  subsequently  be- 
came assistant  chief  of  the  management  staff  in  IRS.  From  1959  to  1970  he 
worked  at  the  national  office  of  IRS,  Washington,  D.C,  in  its  Audit  Division. 
In  January  1971  he  joined  the  Treasury  management  staff,  where  he  worked 
until  his  current  assignment. 

Military  service:  U.S.  Navy,  1942^6.  Enlisted  as  seaman  and  was  discharged 
as  chief  disbursing  storekeeper.  Served  in  the  Pacific  area. 

Marital  status:  Mr.  Montalbo  resides  in  Arlington,  Va.,  with  his  wife,  the 
former  Helen  E.  Walker. 

SPACE  SITUATION 

Mr.  Steed.  Thank  you,  Mr.  Secretary. 

What  is  the  general  condition  of  the  various  bureaus  of  the  Treasury 
as  regards  manpower,  equipment,  space,  and  so  forth  ?  Are  you  able 
to  function  efficiently,  for  instance,  in  the  space  you  now  control? 
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Mr.  Brecht.  At  the  moment,  Mr.  Chairman,  particularly  here  in 
Washington,  our  space  situation  is  still  quite  severe.  However,  I  am 
happy  to  report  that  we  have  a  number  of  positive  things  underway 
which  over  the  next  year  or  two  should  greatly  alleviate  the  problem 
and  I  would  like  to  cite  several  of  these. 

I  don't  know  whether  you  are  aware  of  this  or  not,  but  the  Post 
Office  Building  is  going  to  be  turned  over  to  the  Treasury  shortly. 
GSA  has  just  finalized  its  financial  arrangement  with  the  Postal  Serv- 
ice and  starting  about  the  first  of  July,  we  are  supposed  to  begin  taking 
over  the  Post  Office  Building  as  the  Postal  Service  moves  into  their 
new  quarters  at  L'Enf  ant  Plaza. 

This  building  has  over  400,000  square  feet  of  usable  space  and  one 
of  the  things  we  intend  to  do  is  to  largely  consolidate  the  Internal 
Revenue  Service  here  in  Washington  into  that  building  as  well  as  in 
the  main  IRS  Building. 

IRS  is  now  scattered  in  some  eight  or  nine  locations,  including 
Crystal  City,  and  this  will  enable  us  to  consolidate  IRS  over  the  next 
2  years  as  leases  run  out  and  so  on. 

We  are  also  going  to  be  able  to  consolidate  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms  over  the  next  2  years  in  the  Post  Office  Building. 

Another  thing,  we  still  have  our  fingers  crossed,  but  we  hope  before 
the  year  is  out  to  have  the  Bureau  of  Customs  consolidated  in  Colum- 
bia Plaza.  You  may  have  read  in  the  papers  that  the  original  builder 
went  into  bankruptcy  and  there  has  been  a  real  struggle  to  get  the 
successor  to  honor  the  lease  agreements  and  so  on. 

At  this  moment  we  are  cautiously  optimistic  that  it  is  all  going  to 
come  off  and  this  will  enable  Customs  to  consolidate  the  five  or  six 
locations  it  is  now  in. 

Another  move  that  is  very  important  is  planned  for  the  Comptroller 
of  the  Currency,  who  is  now  located  both  in  the  main  Treasury  Build- 
ing as  well  as  three  or  four  other  locations.  We  are  in  the  process  of 
finalizing  consolidation  of  his  space  in  L'Enfant  Plaza  and  this  will, 
among  other  things,  free  up  some  much  needed  space  in  the  main 
Treasur}'  Building  which  will  enable  us  to  move  back  in  some  of  the 
outlying  units. 

So  with  all  of  these  moves  we  anticipate  decreasing  the  number  of 
locations  in  the  Washington  area  over  the  next  2  years  from  about 
44  at  the  moment  down  to  about  27. 

Mr.  Greenlee.  Mr.  Chairman,  we  also  have  a  project  underway 
that  has  an  awful  lot  of  potential  in  this  area  and  that  is  doing  this 
same  kind  of  thing  on  a  nationwide  basis. 

We  have  a  study  group  in  the  Treasury  that  is  looking  at  the  space 
situation  and  utilization  in  every  major  metropiltan  area  we  have 
with  the  same  kind  of  objective  of  putting  those  bureaus  of  the  Treas- 
ury Department  together  in  the  same  building  instead  of  being  scat- 
tered all  over  town,  and  we  are  working  through  the  top  Treasury 
officials  in  each  of  these  major  cities  to  participate  in  this  space  study. 
Their  situation  is  similar.  It  is  just  not  as  close  to  home. 

Mr.  Steed.  What  impact  will  this  have  on  the  long-range  plan  that 
has  been  in  the  backgi'ound  for  all  these  years  about  a  new  Treasury 
Building?  Do  you  hear  much  about  that  any  more? 

Mr.  Brecht.  Mr.  Chairman,  I  have  been  in  my  position  now  almost 
a  year  and  other  than  the  fact  the  subject  has  come  up  in  sort  of  casual 
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conversation  from  time  to  time,  I  am  not  aware  of  any  really  serious 
discussion  of  this  happening  in  the  near  term. 
I  know  that  it  has  been  discussed  in  the  past. 

AUTOMATIC    DATA    PROCESSING    EQUIPMENT 

Mr.  Steed.  The  Treasury  Department  was  one  of  the  first  to  utilize 
automatic  data  processing  equipment  and  other  mechanical  devices 
and  probably  makes  the  best  case  of  actual  manpower  savings  by  use 
thereof  of  any  part  of  the  Government. 

What  is  your  equipment  situation  now  ?  Are  you  still  in  the  horse 
and  buggy  days,  or  do  you  think  you  are  in  a  modern  situation  on 
what  you  really  need? 

Mr.  Brecht.  Well,  I  think  as  you  can  appreciate,  in  the  ADP  area, 
particularly  with  changing  technologies  and  so  on,  you  can  never  say 
that  you  are  just  right  at  any  given  point  in  time,  but  I  would  say 
that  we  are  in  reasonably  good  shape  at  the  moment. 

As  a  matter  of  fact,  we  have  requested  relatively  little  in  the  way 
of  additional  equipment  in  the  total  department  in  this  year's  budget. 

This  is  not  to  say  that  we  are  not  going  to  be  coming  forth  over  the 
next  2  or  3  years  for  additional  equipment,  but  we  are  sort  of  in  a 
pattern  right  now  where  the  basic  requirements  are  being  satisfied 
and  we  are  still  in  the  planning  stages  for  where  we  go  next. 

I  am  thinking,  for  example,  in  the  Internal  Revenue  Service  they 
have  had  underway  for  several  years  now  a  major  undertaking,  a 
major  research  type  of  project,  which  they  call  the  system  of  the 
1970's,  and  this  is  looking  ahead  as  to  what  their  ADP  requirements 
are  going  to  be  through  this  decade.  A  lot  of  work  has  been  underway 
and  it  is  our  feeling  that  further  planning  and  care  has  to  be  taken 
before  we  plunge  into  this  effort.  So  hopefully  over  the  next  year  or 
two  that  will  be  accomplished  and  we  will  have  a  better  fix.  In  the 
meantime,  of  course,  we  keep  adding  individual  computers  as  part  of 
their  IDES  system  and  so  on. 

Mr.  Steed.  In  the  case  of  the  Internal  Revenue,  their  mechanization 
over  the  years  has  been  a  matter  of  major  concern  to  this  subcommittee 
and  we  think  they  have  done  a  fine  job  of  meeting  their  needs. 

Mr.  Brecht.  Yes,  sir ;  we  are  grateful  for  the  help  of  this  committee 
in  that  regard. 

Mr.  Steed.  In  addition  to  what  they  set  out  to  accomplish,  they  have 
had  some  spinoff  of  additional  benefits  and  a  breakthrough  just  within 
the  last  2  years  of  a  retrieval  capability  that  had  not  even  been 
dreamed  of  when  they  first  started  mechanizing.  This  is,  I  think, 
going  to  be  one  of  the  longest  steps  forward  that  they  have  been  able 
to  make  in  a  long  time. 

Do  you  anticipate,  as  the  technology  grows  and  improves,  other 
breakthroughs  that  may  make  major  impacts  on  Treasury  operations  ? 
Is  the  mechanization  that  is  so  widespread  in  Treasury  the  sort  of 
thing  that  would  lend  itself  to  these  types  of  breakthroughs  ? 

Mr.  Brecht.  Are  you  talking  about  elsewhere  in  Treasury,  or  else- 
where in  Government  ? 

Mr.  Steed.  Mostly  in  Treasury. 

Mr.  Brecht.  I  don't  think  I  can  comment  on  the  latter.  Elsewhere  in 
Treasury,  well,  as  a  matter  of  fact,  one  of  the  areas  that  we  have  been 
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giving  increased  attention  to  is  this  automated  merchandise  process- 
ing system  in  the  Bureau  of  Customs.  And  when  you  stop  and  think 
about  the  Bureau  of  Customs  that  roughly  half  of  its  responsibility  is 
concerned  with  the  processing  of  people  and  roughly  half  is  concerned 
with  the  processing  of  merchandise,  imports,  and  so  on,  this  system 
will,  as  it  begins  to  be  implemented  over  the  next  5  years,  make  a  major 
impact  in  the  processing  of  merchandise  and  speeding  it  up,  making 
the  duties  more  uniform,  and  so  on.  I  think  this  is  an  area  that  is 
definitely  going  to  be  a  major  improvement  over  the  next  5  years.  We 
have  a  little  bit  of  money  in  the  Customs  budget  this  year  to  move 
ahead  on  a  pilot  test  in  one  location. 

Another  thing  that  I  would  like  to  talk  about  while  we  are  on  the 
subject  of  ADP  systems,  this  committee  was  most  helpful  to  us  last 
June  when  you  gave  us  permission  with  the  Bureau  of  Public  Debt 
to  reprogram  some  money  to  acquire  a  surplus  Government  computer, 
an  1108,  in  which  we  were  able  to  realize  a  savings  of  $1  million  in 
lease  credits.  In  other  words,  we  have  a  million  dollars  worth  of  lease 
credit  that  would  have  expired  if  someone  had  not  been  able  to  ejffec- 
tively  utilize  the  computer. 

At  the  time  we  fully  recognized  the  public  debt  would  only  be  one 
user  and  we  thought  that  revenue  sharing  and  perhaps  other  kinds  of 
things  could  go  on  it.  Now  that  we  are  in  the  process  of  installing  the 
computer  and  beginning  to  address  our  needs  on  a  broader  basis,  I 
think  this  is  going  to  be  a  tremendous  opportunity,  not  only  in  the 
fiscal  service,  but  also  in  the  OiRce  of  the  Secretary  and  some  of  the 
analytical  work  like  the  Office  of  Tax  Analysis,  Office  of  Debt  Analysis, 
and  so  on.  This  is  truly  a  powerful  computer.  It  is  the  biggest  computer 
we  have  in  the  Treasury  Department  and  we  are  kind  of  excited  about 
it  because  we  think  it  is  going  to  be  an  opportunity  within  the  Depart- 
ment, on  a  more  cooperative  basis,  cutting  across  bureau  lines,  to  be 
able  to  do  some  very  significant  things  that  perhaps  had  not  been 
possible  in  the  past. 

SAVINGS  FROM  SPACE  CONSOLIDATION 

Mr.  Steed.  Do  you  visualize  this  new  space  that  you  are  talking 
about  having  any  measurable  impact  on  your  manpower  needs? 
Will  it  slow  down  the  need  for  more  manpower  ?  I  am  not  thinking 
so  much  of  replacing  manpower,  but  do  you  think  you  will  get  a 
better  handle  on  what  you  have  to  do  with  what  you  now  have  on 
board  as  against  what  you  might  have  to  add  if  you  stayed  the  way 
you  are  ? 

Mr.  Brecht.  Yes,  I  think  that  this  is  going  to  be  a  help  as  we  look 
ahead.  It  is  going  to  be  a  help  in  two  areas. 

I  think  particularly  in  terms  of  support,  administrative  type  sup- 
port, if  we  can  consolidate  more  of  our  activities  in  common  quarters 
and  can  have  a  common  administrative  support  for  a  larger  complex 
as  contrasted  to  each  of  a  number  of  scattered  groups  having  their  own 
support,  we  ought  to  be  able  to  effect  some  savings. 

I  think,  though,  the  most  important  sayings  is  really  the  one  of 
just    better   communication   and   more   productivity — more   output 
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for  the  people  that  you  do  have.  Any  time  you  are  scattered,  as  you 
well  know,  it  can  be  a  real  drag  on  trying  to  get  groups  working 
effectively  together- 

REVENUE  SHARING 

Mr.  Steed.  Now  to  turn  to  revenue  sharing,  do  you  really  think 
that  you  are  going  to  be  able  to  keep  the  lid  on  the  manpower  needs 
of  this  activity  ? 

Mr.  Brecht.  Mr.  Chairman,  I  can  tell  you  this:  That  if  we  can't 
do  it,  it  can't  be  done.  We  are  intent  on  honoring  our  commitments 
at  the  time  this  program  is  getting  underway  to  keep  this  from  becom- 
ing a  big  bureaucracy.  We  feel  that  it  was  the  intent  of  the  Congress, 
and  certainly  the  intent  of  the  administration,  that  this  general 
revenue  sharing  program  was  going  to  be  a  largely  hands-off  kind  of 
thing.  Although  there  are  certain  restrictions  and  certain  uses  that 
have  to  be  put  to  the  funds,  these  are  pretty  broad.  Also  there  are  cer- 
tain kinds  of  compliances  that  are  required,  such  as  in  the  nondiscrimi- 
nation area,  and  so  there  are  obviously  things  that  have  to  be  watched. 

But,  nonetheless,  it  is  our  intent  to  rely  heavily  on  the  certifications 
of  the  chief  executive  of  the  various  local  units  of  government  with 
enough  of  an  audit,  enough  of  a  spot  check,  enough  of  a  reliance  on 
the  public  accounting  firms  who  are  doing  some  of  this  with  the  local 
governments  and  so  on. 

We  feel  very  strongly  that  we  do  not  want  to  see  this  thing  become 
what  it  was  not  intended  to  become,  but  I  know  there  are  going  to  be 
pressures  on  us  to  do  more  audit,  to  do  more  evaluation,  and  we  are 
just  going  to  have  to  be  as  firm  as  we  can  to  see  that  we  conscientiously 
do  the  job  without  coming  to  you  or  others  and  saying  we  need  500 
more  people. 

SPECIAL  revenue  SHARING 

Mr.  Steed.  There  are  a  number  of  other  revenue-sharing  programs 
projected.  In  the  event  that  any  of  them  become  law,  how  are  you 
going  to  adjust  to  the  workload  that  that  would  entail  ? 

Mr.  Brecht.  At  this  point  it  is  not  entirely  clear  even  whose  re- 
sponsibility the  other  programs  will  be. 

Graham,  do  you  want  to  comment  on  that  at  all,  the  special  revenue 
sharing  ? 

Mr.  Watt.  Mr.  Chairman,  members  of  the  committee,  we  have  not 
as  yet  seen  the  draft  of  the  legislation  which  would  propose  the  special 
revenue-sharing  programs.  If  the  proposals  before  this  Congress  are 
similar  to  those  which  were  presented  2  years  ago,  then  it  is  probably 
not  likely  that  the  Office  of  Revenue  Sharing  in  the  Department  of 
the  Treasury  would  have  any  responsibility  at  all  for  the  programs 
characterized  as  special  revenue  sharing.  That  is  the  title  given  to 
them  but  they  are,  in  fact,  grant  consolidation  or  block  grants  and 
probably  would  be  administered  by  the  executive  agencies,  HUD, 
HEW,  Labor,  or  Transportation,  in  whose  areas  of  responsibility  the 
special  revenue-sharing  programs  fall. 

I  would  think  that  only  if  the  legislation  provided  for  some  auto- 
matic distribution  of  funds  based  upon  formulas  taking  into  account 
population  or  income  or  tax  effort  would  the  Office  of  Revenue  Sharing 
become  involved  in  those  programs. 
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USE  OF  GENERAL  REVENUE-SHARING  FUNDS 

Mr.  Steed.  I  see  in  the  paper  where  a  county  commissioner  is  under 
fire  for  using  revenue-sharing  money  to  build  a  blacktop  road  by  his 
farm.  I  see  where  a  city  commissioner  is  under  attack  for  refusing  to 
use  revenue-sharing  funds  to  build  a  playground  in  a  minority  section 
of  a  city. 

I  see  where  teachers'  unions  are  preparing  or  planning  protests  be- 
cause revenue-sharing  funds  were  used  for  something  besides  raising 
their  salaries. 

This  is  just  a  casual  observation  that  I  have  just  from  checking  the 
newspapers  from  day  to  day.  If  this  is  as  widespread  as  it  might  be 
indicated,  how  are  you  going  to  avoid  becoming  the  referee  in  every 
kind  of  a  political  shooting  match  you  can  imagine  ? 

Mr.  Brecht.  I  will  let  Mr.  Watt  field  that  one. 

Mr.  Watt.  Like  the  amorous  jDorcupines,  Mr.  Chairman,  very  care- 
fully. The  instances  which  you  cite  are,  of  course,  the  kinds  of  things 
which  seem  to  make  popular  press.  We  have  had  many  inquiries.  We 
get  a  high  volume  of  mail  and  telephone  inquiries. 

You  mentioned  the  road  of  the  county  commissioner;  I  have  seen 
any  number  of  letters  coming  in  from  small  communities,,  rural  com- 
munities, asking  whether  they  can  use  revenue-sharing  funds  to  pay 
for  the  repair  of  a  county  road.  The  answer,  of  course,  is  if  that  is  a 
legal  expenditure  for  the  jurisdiction  they  may  use  the  funds  for  that 
purpose. 

You  also  commented,  Mr.  Chairman,  that  some  of  these  folks  were 
either  under  fire  or  were  being  questioned  locally.  That  is  one  of  the 
essential  points  of  revenue  sharing;  that  in  determining  the  use  of 
the  funds  it  should  be  the  mayor,  the  chairman  of  the  county  com- 
missioners, or  whoever  is  the  responsible  local  elected  official  who  bears 
the  ultimate  accountability  for  how  these  funds  will  be  used. 

The  law  requires  that  the  jurisdictions  plan  and  publish  their  plans 
for  how  they  propose  to  use  their  general  revenue-sharing  funds.  The 
purpose  of  that  requirement  in  the  law  is  to  provide  the  local  citizens 
an  opportunity  before  the  action  is  taken,  before  the  funds  are  com- 
mitted— an  opportunity  to  know  how  it  is  that  the  accountable  local 
officials  propose  to  use  the  money  and  to  have  the  opportunity  then 
through  the  local  political  process  to  impact  upon  that  decision,  and  to 
raise  questions  or  to  suggest  other  uses. 

Mr.  Steed.  "\^niat  I  am  mostly  interested  in  comes  under  this  head- 
ing. No  city  or  no  coimty  or  no  State  has  enough  revenue-sharing  funds 
to  meet  all  the  ideas  that  people  have,  so  the  city  commission,  for  in- 
stance, can  only  say  yes  to  one  thing  and  has  to  say  no  to  three  or  four. 
They  are  all  legitimate  and  legal.  They  just  don't  have  money  to  fund 
all  of  them  so  they  make  a  calculated  decision. 

The  disgruntleds  are  going  to  come  to  you  and  want  to  put  a  block 
on  the  city  commission.  How  are  you  going  to  avoid  giving  attention 
to  this  sort  of  complaint  ?' 

Mr.  Watt.  That  we  cannot  do.  If,  as  we  do.  we  believe  in  the  concept 
of  general  revenue  sharing,  then  we  would  have  to  say  to  any  of  those 
disgruntled  folks  that  might  come  in :  You  have  to  take  this  up  with 
your  local  mayor  or  county  commission. 
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Mr.  Steed.  How  would  you  make  a  determination,  though,  for  the 
complainant  that  what  the  commission  did  with  the  money  was  legal 
if  you  had  no  other  way  of  knowing  except  what  the  complainants 
bring  to  you  ?  They  may  make  a  distorted  report  to  you  on  what  the 
money  was  used  for  and  on  its  face  it  might  look  like  it  was  not  legal. 
What  I  am  saying  is  doesn't  this  generate  workload  for  you  that 
you  don't  anticipate  ? 

Mr.  Watt.  If  there  is  an  allegation  of  illegal  use  of  the  funds  we 
must  make  an  investigation.  That  would  be  a  responsibility  of  the 
compliance  section  that  has  already  been  referred  to  in  Mr.  Brecht's 
statement.  We  will  have  the  capability  to  make  investigations  to  deter- 
mine whether  or  not  such  charges  are  founded. 

Mr.  Steed.  If  you  make  very  many  it  is  going  to  use  a  lot  of  man- 
power and  you  don't  have  much  manpower.  What  I  am  saying,  is  you 
must  be  an  optimist  in  assuming  that  most  people  are  going  to  be 
operating  in  a  goldfish  bowl  and,  therefore,  there  won't  be  any  sus- 
picions locally  of  hanky-panky.  Therefore,  you  won't  have  a  lot  of 
work  generated  that  you  can't  avoid. 

Mr.  Watt.  I  am  not  suggesting  that  there  may  not  be  hanky-panky. 
One  of  the  things  that  we  will  do  in  setting  up  our  compliance  system 
will  be  to  identify  the  resources  which  already  exist  in  the  State  de- 
partments of  audit  and  in  the  private  certified  public  accounting  field. 
We  will  work  with  those  resources  seeking  to  have  them  incorporate 
in  their  audit  investigations  which  they  are  now  making  for  most  of 
the  local  jurisdictions  in  the  United  States,  a  review  as  to  the  use  of 
the  revenue-sharing  funds.  We  will  in  many  cases,  accept  the  certifica- 
tions of  professional  certified  public  accountants  or  competently 
staffed  departments  of  audit.  We  will,  however,  maintain  a  small  field 
audit  group  that  will  be  available  to  make  special  investigations,  to 
do  the  essential  checking  to  verify  the  reliability  of  the  certifications 
from  State  audit  departments  and  from  the  CPA  firms. 

ILLEGAL  USE  OF  FUNDS 

Mr.  Steed.  Let  us  assume  that  you  find  that  one  of  these  complaints 
really  was  well  founded,  that  it  did  constitute  a  violation  of  the  regu- 
lations. Then  what  do  you  do  ? 

Mr.  Watt.  The  law  sets  forth  the  basic  procedure  which  we  must 
follow  and  that  procedure  is  amplified  in  our  proposed  regulations. 
Essentially,  if  we  find  that  funds  have  been  used  in  a  way  which  is 
not  legal,  then  we  may  either  call  for  the  return  of  the  funds  or  we 
may  take  steps  leading  to  the  withholding  of  further  general  revenue- 
sharing  payments.  In  some  cases  we  are  also  empowered  to  utilize  the 
office  of  the  Governor  and  to  call  upon  the  Governor  to  take  appro- 
priate action  with  regard  to  an  improper  or  illegal  use  of  funds  at 
the  local  level. 

Mr.  Steed.  That  would  be  fine  until  you  get  to  the — ^this  is  a  5-year 
program — last  year  and  you  send  out  your  last  checks  and  you  find 
that  they  really  made  a  lot  of  illegal  use  of  the  final  payment.  Then 
what  do  you  do  ? 
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Mr.  Watt.  T  would  assume,  INIr.  Chairman,  although  it  is  still  early 
to  tell  that  the  auditor  compliance  function  would  remain  extant  until 
the  final  payments  have  been  audited. 

Mr.  Steed.  Aren't  we  really,  though,  in  the  back  of  our  minds  as- 
suming that  revenue  sharing  is  here  to  stay  and  that  the  5  years  is 
just  the  beginning  of  it  ? 

Mr.  Watt.  That,  of  course,  is  a  decision  which  the  Congress  itself 
will  be  called  upon  to  make  in  due  course,  sir. 

Mr.  Steed.  But  you  don't  care  to  express  any  idea  of  what  you  think 
that  decision  would  be  ? 

Mr.  Watt.  I  could  express  only  a  personal  opinion,  which  would 
reflect  my  strong  commitment  to  the  concept  of  revenue  sharing. 

Mr.  Steed.  With  Governors,  and  mayors,  and  county  commission- 
ers, and  all  the  others  so  well  practiced  in  the  handout  technique, 
Congress  will  probably  have  some  serious  thinking  to  do  when  the 
accomit  comes  up  for  expiration. 

LIMITING  SIZE  OF  STAFF 

One  final  question  on  this  subject. 

Do  you  think  that  you  really  can  keep  the  manpower  impact  of 
revenue  sharing  within  somewhere  in  the  neighborhood  of  what  you 
are  now  starting  out  to  do. 

Mr.  Watt.  Mr.  Chairman,  we  do.  Wlien  I  came  into  this  office  the 
first  of  February  the  preliminary  workload  projections  and  the  budget 
proposals  had  already  been  put  together.  I  have  spent  a  nimiber  of 
hours  reviewing  those  and  although  it  is  true  that  actual  workloads 
have  been  generally  higher  in  the  Office  of  Revenue  Sharing  than  was 
anticipated  when  the  program  was  first  being  organized,  I  believe  that, 
based  upon  a  limited  compliance  program  which  has  previously  been 
discussed,  we  can  maintain  personnel  levels  very  close  to  those  which 
are  being  requested  here.  If  it  should  happen  that  either  our  experi- 
ence or  the  desire  of  Congress  indicated  that  more  extensive  field 
audits  needed  to  be  made,  more  extensive  than  those  now  planned, 
then  that  would  be  a  basis  for  some  increase  in  personnel,  but  we  do 
not  anticipate  that  at  this  point. 

Mr.  Steed.  I  want  to  commend  you  for  the  way  you  started  out  to 
face  up  to  this.  As  I  have  watched  this  thing  up  to  now,  it  must  have 
been  a  temptation  to  have  an  empire-building  program  of  great 
magnitude,  and  I  must  say  that  I  have  nothing  but  commendation  for 
the  steps  you  have  taken  up  to  this  point,  and  I  really  hope  you  are 
able  to  maintain  it. 

Mr.  Watt.  Thank  you.  When  you  deal  with  a  $30  million  program, 
even  a  relatively  simple  one,  the  temptations  to  increase  are  substan- 
tial. 

May  I  submit  for  the  record  of  this  hearing,  Mr.  Chairman,  a  let- 
ter which  I  believe  every  member  already  has  received.  It  is  a  letter 
addressed  by  Secretary  Shultz  to  the  President  of  the  Senate.  Copies 
were  sent  to  the  Speaker  of  the  House  and  to  each  Member,  just  citing 
briefly  and  rather  informally  the  results  of  the  first  4  months  opera- 
tion of  the  Office  of  Revenue  Sharing. 

Mr.  Steed.  Yes,  we  will  be  delighted  to  have  that  for  the  record. 

[The  letter  follows:] 
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THE  SECRETARY  OF  THE  TREASURY 
WASHINGTON      20220 

March  1,  1973 


Dear  Mr.  President: 

The  "State  and  Local  Fiscal  Assistance  Act  of  1972," 
which  establishes  the  program  of  general  revenue  sharing, 
requires  by  March  1  an  annual  report  to  the  Congress  on  "the 
operation  and  status  of  the  Trust  Fund  during  the  preceding 
fiscal  year."  The  first  such  report  will  be  made  on  schedule 
by  March  1,  1974. 

In  consideration  of  the  wide  interest  in  general  revenue 
sharing,  still  a  new  program,  I'm  taking  this  opportunity  to 
report  to  you  our  progress  since  the  Act  was  signed  by  Presi- 
dent Nixon  on  October  20,  1972,  at  Independence  Hall  in 
Philadelphia. 

The  Office  of  Revenue  Sharing  has  been  created  within 
the  Office  of  the  Secretary.   Mr.  Graham  W.  Watt,  who  has  had 
a  distinguished  career  in  municipal  government  since  1950, 
was  appointed  Director  on  February  1,  1973,  succeeding 
Mr.  Edward  Fox  who,  while  on  loan  from  the  Federal  Home  Loan 
Bank  Board,  directed  our  early  efforts.   Staff,  now  numbering 
36,  has  been  assembled,  and  the  operations  are  newly  located 
at  1900  Pennsylvania  Avenue. 

Working  in  closest  cooperation  with  the  Bureau  of  the 
Census,  more  than  250,000  elements  of  data  (population, 
income,  tax  effort,  etc.)  were  compiled  and  recorded  on  our 
computer  tapes  for  use  in  computing  entitlements  for  40,131 
units  of  government  qualified  for  general  revenue  sharing  pay- 
ments.  A  complete  mailing  address  verification  and  a  special 
census  to  update  tax  effort  data  were  completed. 

The  first  pa>'ments  were  made  December  11,  1972,  and  a 
second  payment  was  dated  January  S,  1973.   Supplemental  pay- 
ments, including  1972  entitlements  for  Indian  tribes  and 
Alaskan  native  villages,  were  made  February  12,  1973.   In  all, 
73,481  payments  have  been  made  to  date,  totaling  $5,142,840,000, 

Office  of  Revenue  Sharing  and  other  Treasury  Department   • 
staff  have  participated  in  60  meetings  and  workshops  held  all 
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around  the  country  to  familiarize  local  and  state  officials 
with  the  details  of  the  general  revenue  sharing  program. 
Literally  thousands  of  nail  and  telephone  inquiries  have 
been  processed  by  the  small  staff,  and  the  workload  in  this 
area  continues  to  be  high. 

Interin  regulations  v.-ere  published  and  updated  to  cover 
the  1972  entitlement  paymenrs.   Proposed  final  regulations, 
drafted  in  close  cooperation  with  the  representatives  of  the 
States,  counties  and  cities,  together  with  the  Advisory 
Commission  on  Intergovernmental  Relations,  the  Office  of 
Management  and  Budget,  and  the  General  Accounting  Office, 
were  published  for  comment  in  the  Federal  Register  on 
February  22,  1973. 

All  jurisdictions  have  been  individually  advised  of  the 
elements  of  data  used  by  the  Office  of  Revenue  Sharing  to 
compute  their  entitlem.ents  and  approximately  3,800  (less  than 
10  percent  of  the  total)  of  the  jurisdictions  have  requested 
a  review  of  one  or  more  of  their  data  elements.   This  process, 
which  involves  an  extensive  commitment  by  the  Bureau  of  the 
Census,  is  presently  under  way. 

Each  State  and  local  jurisdiction  has  been  provided  a 
statement  of  the  assurances  which  the  Act  requires  be  made 
by  the  Chief  Executive  prior  to  the  next  payment  which  is 
scheduled  April  6.   Signed  assurances  are  being  returned  in 
increasing  quantity  at  this  time. 

The  Office  of  Revenue  Sharing  is  developing  the  compli- 
ance system  needed  to  carry  out  the  audit  and  evaluation 
responsibilities  established  by  the  Congress.   Complex 
computer  system.s  are  being  reviewed  and  improved  and  new 
management  information  systems  to  produce  data  needed  to 
assess  the  quality  of  the  program  are  being  initiated. 

New  efforts  to  improve  information  flow  to  and  from  the 
recipient  governments  are  ncv;  in  planning,  and  the  Director 
proposes  soon  to  launch  nev;  efforts  to  broaden  general  know- 
ledge of  the  general  revenue  sharing  program's  purposes  and 
philosopliy. 

It  is  now  about  four  months  since  general  revenue  sharing 
was  made  law.  Much  lias  been  accomplislied  and  this  accomplish- 
ment lias  been  cliaracterircd  by  its  liigh  quality  and  by  the 
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small  size  of  the  staff  which  produced  it.   I  believe  you 
will  agree  with  me  that  our  early  progress  presages  a  good 
future  for  this  most  vital  domestic  assistance  program. 


Sincerely  yours, 
George  P.  Shultz 


The  Honorable 
Spiro  T.  Agnew 
President  of  the  Senate 
Washington,  D.  C.   20510 
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Mr.  Watt.  Thank  you,  sir. 

IMPACT    OF    PAY    RAISE 

Mr.  Steed.  Mr.  Secretary,  can  you  tell  us  the  impact  of  the  recent 
pay  raise  on  your  1973  budget  cost  and  also  on  the  1974  and  tell  us 
whether  or  not  the  1974  impact  will  be  met  by  a  supplemental  budget 
statement  before  the  bill  is  marked  up,  or  will  it  be  held  up  and 
handled  in  a  supplemental  later  on  in  the  fiscal  year? 

Mr.  Brecht.  Let  me  talk  about  the  1973,  first,  if  I  may. 

The  Treasury  Department  as  a  whole  is  absorbing  the  January  1973 
pay  increase.  I  think  it  is  fair  to  say  that  this  is  not  being  done  casually. 
It  certainly  has  some  impact.  But  by  and  large  we  have  tried  to  focus 
on  the  most  urgent  kinds  of  things  and  we  are  making  the  cuts  perhaps 
where  we  think  we  can  in  the  short  nm  at  least  afford  them  the  most. 

What  we  have  been  able  to  do  is  to  absorb  the  full  pay  increase  for 
the  Department  and  in  doing  so  we  have  been  able  to  avoid  a  reduction 
in  force. 

We  are  making  all  tax  refunds  on  schedule.  We  are  maintaining  the 
planned  level  of  taxpayer  assistance  and  we  are  providing  adequate 
Secret  Service  protection  for  all  principals  and  foreign  missions. 

In  other  words,  the  things  that  we  really  have  to  do  we  are  doing. 
We  are  absorbing  the  pay  increase  in  the  following  ways:  Hiring 
freeze,  promotion  freeze,  overtime  reduction,  travel  reduction,  and 
training  reduction.  We  have  eliminated  some  space  alterations  that 
had  been  planned,  have  reduced  equipment  purchases  and  have  reduced 
temporary  employment.  I  can  supply  the  details  for  the  record  if  you 
would  like. 

Mr.  Steed.  Can  you  give  us  the  total  dollar  amount  ? 

Mr.  WiDMAYTJi.  Total  dollar  cost  for  the  Department  is  $37  million, 
Mr.  Chairman.  That  includes  funding  from  all  sources. 

Mr.  Steed.  That  is  a  very  commendable  absorption  record.  The  full- 
year  cost,  though,  of  this  pay  raise  will  hit  the  1974  budget  and  since 
it  wasn't  anticipated  in  the  original  budget  request,  are  you  planning 
to  send  an  amendment  up  as  a  part  of  the  original  budget  or  wait  until 
later  on  and  approach  it  as  a  purely  supplemental  act  ? 

Mr.  Brecht.  Mr.  Chairman,  I  really  don't  know  what  is  going  to 
happen  on  that.  We  have  not  been  told  by  0MB  as  to  just  how  they  are 
going  to  handle  it.  Until  we  get  instructions  from  them  we  are  really 
not  in  a  position  to  answer  that. 

Mr.  Steed.  I  hope  they  make  it  an  amended  budget  request  because 
we  have  quite  a  few  weeks  to  go  before  we  are  at  the  markup  point, 
and  it  will  just  save  us,  and  you  too,  some  work  later  on  if  they  would 
doit. 

I  don't  see  any  reason  why  they  couldn't  because  it  is  not  too  diiRcult 
to  compute  the  pay  raise  for  your  1974  anticipated  work  force. 

Mr.  Brecht.  That  is  correct. 

Mr.  Chairman,  I  would  like  to  make  just  one  other  comment  on  the 
absorption  in  fiscal  1973.  I  guess  if  we  had  our  druthers  we  could 
always  use  additional  resources  and  hire  the  people  and  so  on,  but 
again  I  think  in  the  Treasury  Department  we  sort  of  feel  as  though 
we  have  to  be  a  little  bit  like  Caesar's  wife.  Certainly  if  there  is  any 
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department  that  is  going  to  have  to  exercise  restraint  and  sort  of  show 
some  leadership  in  trying  to  hold  down  costs  and  so  on,  we  feel  though 
we  really  don't  have  any  choice,  but  to  follow  suit. 

Mr.  Steed.  I  commend  you  for  that,  but  I  go  back  again  to  some- 
thing I  have  said  many,  many  times  before :  That  by  the  very  nature 
of  the  Treasury  Department,  you  could  get  into  a  pennywise  and 
poundf oolish  situation  very  easily.  I  think  that  the  record  shows  that, 
while  they  saved  some  money  in  years  gone  by,  it  was  at  a  terrible  cost, 
at  a  a  10-  or  20-to-l  loss  for  every  dollar  they  saved. 

This,  to  me,  is  not  a  desirable  thing  and  I  think  you  have  to  under- 
stand that  Treasury  is  a  basic  part  of  our  Government  and  that  it  is 
the  source  of  all  our  revenue.  When  you  are  iimning  short  of  enough 
money  to  pay  your  bills  that  is  a  bad  time  to  be  slowing  down  your  ca- 
pability of  bringing  in  money.  In  addition,  most  of  your  workload  is 
the  sort  of  thing  you  have  no  control  over,  and  the  Treasury  Depart- 
ment always  has  been  a  frugal  department. 

I  think  it  meets  any  criterion  you  want  in  setting  the  pace  for  the 
rest  of  the  Government.  If  all  the  other  departments  could  do  anything 
close  to  what  Treasury  does,  we  would  have  a  much  better  budget  situa- 
tion than  we  have.  I  think  you  ought  to  be  careful  though  when  you 
begin  to  cut  muscle  instead  of  fat.  It  can  easily  be  done  in  the  type  of 
budget  the  Treasury  always  submits. 

Mr.  Brecht.  I  think  your  points  are  very  well  taken,  Mr.  Chairman, 
and  I  would  like  to  say  that  there  certainly  has  been  discussion,  ever 
since  I  have  been  around  here,  that  at  some  point  it  may  very  well  make 
sense  to  look  at  the  revenue-producing  units  of  Government  with  per- 
haps a  different  set  of  criteria  from  what  is  used  for  the  rest. 

Mr.  Steed.  My  pet  peeve  with  0MB  and  everybody  else  at  policy- 
making levels  is  still  that  too  many  people  think  you  can  make  an 
across-the-board  rule  for  the  Federal  Government.  Any  time  you  do 
you  are  going  to  find  yourself  taking  your  teeth  out  because  all  of  the 
good  you  gained  in  one  activity  you  will  lose  in  another.  It  requires  a 
little  bit  of  thinking  to  make  rules  with  the  right  exceptions,  but  that 
is  what  we  are  supposed  to  have  administrator  for. 

I  have  never  had  anybody  yet,  either  in  a  department  or  in  the 
Government  as  a  whole,  come  up  with  one  of  these  automatic  rules 
where  I  couldn't  show  him  there  were  areas  where  he  lost  more  than 
he  gained.  It  is  not  necessary.  You  can  make  it  all  positive  if  you  just 
use  discretion.  Just  for  example,  when  a  freeze  on  Federal  personnel 
overseas  came,  we  were  able,  by  sitting  down  and  talking  with  0MB, 
to  persuade  them  to  exempt  the  Secret  Service.  I  think  that  some  of 
the  results  we  have  had  in  law  enforcement  show  that  that  was  a  very 
wise  decision.  You  were  talking  about  a  very  few  people  in  the  total. 

Apparently  we  didn't  grant  an  exemption  for  Customs,  and  I  think 
we  have  seen  some  evidence  in  the  preclearance  area  that  that  just 
didn't  work  out  to  the  best  advantage  of  the  function  of  that  bureau. 
They  didn't  ask  for  any  help  from  the  subcommittee  in  trying  to  get 
exemptions,  and  we  might  not  have  been  able  to  get  them,  but  I  still 
think  a  good  case  could  have  been  made  for  a  special  exemption  be- 
cause they  have  some  special  needs  for  having  people  overseas.  They 
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have  to  find  out  the  real  value  of  merchandise  in  order  to  levy  duties 
at  preclearance  points.  In  addition  they  have  to  enforce  the  antidump- 
ing law.  This  is  something  that  I  hope  you  gentleman,  if  you  find 
yourselves  faced  with  an  across-the-board  personnel  freeze,  would  ask 
the  subcommittee  to  lend  you  a  hand. 

Mr.  Brecht.  We  appreciate  your  support  very  much  in  this  regard, 
Mr.  Chairman. 

ECONOMIC   STABILIZATION   PROGRAM 

Mr.  Steed.  We  are  getting  into  phase  3  of  the  economic  stabiliza- 
tion program.  Last  year  when  you  presented  the  budget  we  were  ad- 
vised, since  the  Act  expired  in  April,  that  a  phasedown  of  the  staffing 
was  possible,  and  that  along  about  the  end  of  February  things  would 
begin  to  slow  down.  At  this  point  Congress  hasn't  decided  to  extend 
the  Act.  Therefore,  how  are  you  going  to  cope  with  phase  3?  What 
demands  are  going  to  be  made  on  you  that  legally  right  now  you  are 
not  able  to  cope  with  ? 

Mr.  Brecht.  You  are  talking  about  the  IRS  stabilization  people, 
the  people  within  IRS  ? 

Mr.  Steed.  Yes. 

Mr.  Brecht.  Right.  What  is  contemplated  is  a  supplemental  request 
for  the  total  stabilization  program  and  at  the  moment  it  is  not  clear 
whether  this  is  going  to  come  as  one  ball  of  wax  from  the  Cost  of 
Living  Council  or  whether  it  will  be  separate  requests  for  the  various 
components,  including  Internal  Revenue  Service. 

Our  estimate  is  about  $9  million  for  the  balance  of  fiscal  1973  and 
some  $27  million  for  fiscal  1974,  and  these  would  both  have  to  be  as 
supplemental  requests.  As  I  say,  Mr.  Chairman,  I  am  not  sure  whether 
it  will  be  part  of  our  budget  or  whether  it  will  be  part  of  a  Cost  of 
Living  Council  budget  with  provision  for  transfer  or  reimbursement 
to  IRS. 

I  might  mention  one  thing,  that  the  plan  is  to  scale  down  the  IRS 
stabilization  force  considerably  over  the  coming  year.  They  have  had 
a  strength  of  up  to  about  3,000  people  and  the  intent  is  to  get  them 
down  to  about  1,500,  so  the  level  of  activity  is  going  to  be  less  but, 
nonetheless,  you  are  quite  right  in  saying  that  after  April  30  at  the 
moment  there  is  nothing  funded. 

I  guess  I  can  only  say  that  this  being  March  13  we  are  going  to  get 
a  lot  more  nervous  as  we  come  closer  to  April  30  if  something  isn't 
decided.  We  have  people  on  board  and  we  have  to  do  something  with 
them  after  April  30. 

Mr.  Steed.  Are  the  figures  on  costs  that  have  been  given,  the  $9  mil- 
lion and  $27  million,  just  for  the  Treasury  part  of  it  alone? 

Mr.  Brecht.  That  is  correct ;  yes. 

Mr.  Steed.  That  is  in  addition  to  the  Economic  Stabilization  budget  ? 

Mr.  Brecht.  Yes. 

Mr.  Steed.  Mr.  Myers. 

revenue   SHARING 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Brecht,  you  covered  a  lot  of  ground  here  in  a  short  time.  I 
have  tried  to  keep  up,  but  I  am  not  sure  I  have.  Particularly  in  the 
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area  of  revenue  sharing,  I  certainly  support  our  chairman  when  he 
says  that  he  hopes  that  we  can  keep  this  thing  under  control.  I  frankly 
don't  know  how  you  are  going  to  control  it. 

Graham,  I  know  from  past  experience  on  the  other  committee  in 
working  with  you,  that  you  will  do  your  best,  but  I  don't  think  it  will 
be  your  fault.  But  knowing  the  appetites  of  the  politicians  in  this 
country  and  the  appetites  of  local  communities  for  more  funds,  I 
think  it  is  almost  hopeless. 

How  many  people  do  you  now  have  working  in  revenue  sharing? 

Mr.  Watt.  We  presently  have  on  the  payroll,  as  of  the  first  of 
March,  36. 

Mr.  Myers.  With  29  new  ones  you  will  have  65? 

Mr.  Watt.  We  are  in  the  process  of  recruiting.  We  have  positions 
that  have  not  yet  been  filled.  Our  present  personnel  schedule  calls 
for  50  positions  filled  by  the  end  of  this  fiscal  year,  so  the  50-plus 
the  29  would  give  us  79  for  1974. 

Mr.  Myers.  How  many  would  you  expect  to  have  on  board  a  year 
from  now  when  you  come  before  our  committee  ? 

Mr.  Watt.  Seventy-nine. 

Mr.  Myers.  Seventy-nine.  I  notice  that  there  is  a  decrease  in  the 
appropriation  request  for  general  revenue  sharing  for  this  year. 
Wliy  is  that? 

Mr.  WiDMAYER.  That  is  because  the  first  payment  was  a  retroactive 
payment,  as  you  recall.  That  was  for  the  6  months  during  1972.  Then 
a  remaining  payment  would  be  for  three  quarters  during  fiscal  year 
1973,  so  your  payments  during  fiscal  1973  are  higher. 

Now,  we  will  carry  over  the  last  quarter's  payment  into  fiscal  year 
1974  so  that  the  payment  schedules  reflect  that,  so  we  will  have  four 
payments  during  1974,  while  in  effect  we  had  the  equivalent  of  five 
payments  during  fiscal  year  1973. 

Mr.  Myers.  I  think  every  one  of  us  have  had  experience  with  a  lot 
of  misinformation  or  lack  of  information  as  far  as  local  administrators 
are  concerned  over  this  program.  They  are  concerned  with  how  they 
can  spend  it,  and  I  am  sure  it  is  a  very  real  problem,  as  you  have 
said  here  this  morning.  I  also  have  run  into  a  number  of  people  who 
are  concerned  about  the  distribution  to  communities  of  similar  size. 
One  gets  considerably  more  than  others.  I  think  I  know  why.  But 
who  establishes  the  distribution  formula,  and  how  is  that  calculated? 

Mr.  Watt.  The  formula  itself  is  set  forth  in  the  law,  the  State,  and 
Local  Fiscal  Assistance  Act. 

Mr.  Myers.  But  who  does  it  ? 

applying  the  formula 

Mr.  Watt.  It  is  the  Office  of  Kevenue  Sharing  that  secures  the  data 
from  the  Census  Bureau  and  then  applies  the  formula  using  a  com- 
puter, and  we  will  be  using  the  Bureau  of  Public  Debt  computer  be- 
ginning in  1974. 

The  variables  which  have  the  greatest  impact  upon  the  amount  of 
funds  which  a  community  receives  is  its  per  capita  income,  and  there- 
fore, you  will  frequently  find  communities  of  similar  size  receiving 
substantiallv  different  amounts  of  sfeneral  revenue  sharing;  funds.  That 
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is  largely,  not  entirely,  but  largely,  a  function  of  the  income  and  tax 
effort  of  that  community  as  compared  to  another  community. 

Mr.  Myers.  Yes,  Mr.  Secretary. 

Mr.  Brecht.  May  I  add  one  other  comment  as  to  why  the  data  some- 
times seems  screwy  when  one  compares  two  towns  or  communities  that 
would  seem  to  be  comparable.  We  still  have  a  lot  to  do,  we  in  con- 
junction with  the  Census  Bureau  and  IRS.  We  have  a  lot  to  do  over 
the  coming  years  to  clean  up  and  refine  the  data  base,  because  one  of 
the  problems  is  this.  You  take  the  Census  Bureau.  For  all  the  good 
work  that  it  has  done  and  the  fine  reputation  it  has,  by  and  large  a 
lot  of  the  items  that  they  have  gathered  data  on  in  the  past  wasn't 
really  meant  for  being  very  specific  in  terms  of  the  small  communities. 
In  other  words,  a  lot  of  the  things  that  they  do  are  on  a  sampling  basis, 
and  for  general  broad  statistical  purposes  were  perfectly  fine,  but 
when  it  comes  to  determining  what  this  small  community  is  going  to 
get  in  the  way  of  a  revenue  sharing  allotment  it  may  not  be  that  pre- 
cise. So  there  is  a  lot  of  work  that  is  going  to  be  going  on  over  the 
next  couple  of  years  to  hopefully  refine  and  purify  the  data  base. 

Mr.  Myers.  Refresh  my  memory  now.  Is  the  formula  inverted  to 
accommodate  communities  with  low  capital  income,  average  income? 

Mr.  Watt.  It  is  intended  to  reflect  population,  per  capita  income, 
and  local  tax  effort.  Presumably  a  community  which  makes  a  greater 
effort  to  meet  its  own  needs  will  benefit  more  than  a  community  which 
fails  to  make  that  kind  of  effort. 

Mr.  Myers.  The  average  per  capita  income,  is  it  inverted  so  that 
the  community  which  doesn't  have  the  resources  receives  more  ? 

Mr.  Watt.  That  is  right.  It  is  a  needs  measure. 

POSITIONS  FOR  revenue  SHARING 

Mr.  Myers.  You  are  requesting  29  additional  employees  here,  and 
you  are  requesting  $718,000.  That  would  average  out  about  $24,000, 
in  fact  a  little  more  than  $24,Y00  for  each  additional  employee.  Going 
down,  you  are  requesting  one  GS-16,  four  15's,  eight  12's,  eleven  ll's, 
two  9's,  one  8,  and  two  6's.  How  do  you  come  up  with  a  figure  of 
$24,700  when  the  average  is  about  a  GS-10  or  11  in  there. 

Mr.  Watt.  Ed,  check  me  on  this.  Doesn't  that  include  other  costs 
such  as  computer  costs?  It  is  more  than  just  the  personal  services 
cost.  Actually  our  present  grade  level  in  the  Office  of  Revenue  Sharing 
is  between  GS-8  and  GS-9.  We  will  be  adding  in  fiscal  1974  such 
personnel  as  accountants,  auditors,  two  attorneys,  so  we  will  be  looking 
for  skilled  and  professional  type  personnel. 

Mr.  Myers,  But  the  pay  schedule  is  for  GS  ratings.  That  is  what 
I  dug  out  of  your  material  here.  It  averages  out  to  about  a  GS-11. 

Mr.  Watt.  No. 

Mr,  Myers,  Then  the  $718,000  includes  other  costs, 

Mr,  Watt,  It  includes  other  costs  than  personnel ;  that  is  correct. 

Mr.  Myers.  What  are  some  of  the  other  costs  then? 

Mr.  Watt,  Principally  computer  operation,  travel, 

Mr,  Myers,  You  mean  you  are  going  to  have  to  pay  Treasury  to 
operate  that  computer  ? 

Mr,  Watt,  We  will  be  paying  the  Bureau  of  Public  Debt  about  $500,- 
000  next  year  for  computer  services  for  us.  However,  that  amount  is 
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not  in  the  $718,000.  We  have  other  computer  costs  that  we  must  bear. 
We  have  a  terminal  in  our  office,  and  we  have  communication  costs,  the 
leased  wire  costs  from  our  computer  terminal  to  the  main  terminal 
and  so  forth.  Other  major  costs  reflected  in  the  Office  of  Kevenue  Shar- 
ing Budget  are  personnel  benefits  over  and  above  the  direct  cost  of 
salaries,  travel  which  I  have  mentioned,  primarily  for  the  evaluation 
and  audit  or  the  compliance  section,  ahd  data  processing  costs.  There 
is  some  printing  and  postage. 

ORGANIZATIONAL   LOCATION   OF  REVENUE   SHARING 

Mr.  Myers.  Why  is  it  that  you  are  presently  keeping  revenue  sharing 
in  the  Office  of  the  Secretary  rather  than  breaking  it  out  into  a  bureau 
or  an  agency  on  its  own  ? 

Mr.  Brecht.  Mr.  Myers,  let  me  try  to  answer  that. 

I  think  it  may  very  well  be  that  as  time  goes  on  what  you  are  sug- 
gesting will  make  sense.  However,  at  least  in  the  beginning^and  again 
this  is  going  back  into  a  little  history— Dr.  Walker,  who  was  our 
Deputy  Secretary  until  a  couple  of  months  ago,  mothered  this  whole 
revenue  sharing  program  through  the  legislative  process.  I  think  that, 
coupled  with  the  fact  that  in  the  early  days  getting  something  like  this 
started,  there  is  a  lot  more  policy  emphasis  because  you  are  starting 
from  scratch  and  a  lot  of  new  ground  that  has  to  be  plowed.  For  those 
two  reasons  Dr.  Walker  very  much  wanted  it  in  the  Office  of  the  Secre- 
tary reporting  to  him. 

As  time  goes  on,  and  the  whole  operation  hopefully  becomes  better 
organized  and  some  of  the  things  a  little  more  routinized  it  makes  more 
sense  to  m.ove  it  elsewhere.  Certainly  we  are  very  much  aware  of  the 
fact  that  it  is  essentially  an  operating  kind  of  an  office,  an  operating 
program,  and  is  somewhat  out  of  place  in  the  Office  of  the  Secretary. 

Mr.  Myers.  As  soon  as  you  know  it  is  here  to  stay,  you  think  you 
might  take  a  different  look  at  it,  is  that  what  you  are  saying? 

Mr.  Brecht.  That  is  right,  we  are  going  to  keep  looking  at  it. 

Mr.  Myers.  I  am  a  little  concerned  when  we  talk  about  special  reve- 
nues we  are  going  to  put  it  under  someone  else's  responsibility.  Here 
we  are  fragmenting  programs  again,  creating  another  group  of  con- 
flicting and  competing  organizations  within  Government.  That  has 
been  one  of  our  problems  up  to  now. 

Mr.  Brecht.  That  is  right. 

Mr.  Myers.  It  will  be  up  to  us  to  make  that  decision. 

Mr.  Brecht.  Yes. 

OTHER    NEW   POSITIONS 

Mr.  Myers.  Going  down  to  the  other  two  positions,  I  notice  you  are 
requesting  three  new  employees  for  the  Under  Secretary,  who  have 
somewhat  conflicting  responsibilities  with  that  of  the  Assistant  Secre- 
tary. You  are  requesting  17  who  are  going  to  help  you  in  leadership 
and  new  ideas,  and  these  3  in  the  Under  Secretary's  office  who  also 
have  somewhat  the  same  responsibilities. 

Mr.  Brecht.  Not  really.  The  Under  Secretary  position,  which  also 
has  been  described  as  counselor,  was  not  a  new  position.  The  Deputy 
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Secretary  was  a  brandnew  position  provided  in  legislation  passed  last 
year.  At  the  time  that  Dr.  Walker  moved  up  from  being  the  Under 
Secretary  to  the  Deputy  Secretary,  this  Under  Secretary  position  was 
reconstituted  as  sort  of  a  counselor  position,  or  as  an  adviser,  as  a 
confidant.  The  idea  was  that  he  would  have  a  very  small  staff  and  would 
not  really  be  in  charge  of  any  big  operation. 

As  I  see  the  way  this  position  is  going  to  be  filled  over  time,  it  is 
going  to  be,  to  a  large  extent  I  think,  dependent  upon  what  some  of 
the  most  pressing  priorities  of  the  administration  and  of  the  Treasury 
Department  happen  to  be  at  any  given  point  in  time. 

Mr.  Cohen,  who  was  a  very  capable  tax  expert,  has  resigned  or  is 
resigning  officially  this  week.  His  replacement  hopefully  will  be  an- 
nounced very  shortly.  My  guess  is  that  the  focus  that  he  will  take  will 
probably  be  more  aligned  to  some  of  the  Secretary's  most  pressing  re- 
sponsibilities today,  which  could  very  well  be  in  the  international  or  in 
the  trade  area,  something  like  this.  This  particular  person  is  going 
to  be  very  much  concerned  with  major  programs  and  things  of  this 
sort,  whereas  in  my  area  it  is  concerned  with  the  administrative 
management  process,  improving  the  efficiency  and  the  effectiveness, 
tying  together  things  in  the  Department. 

ADMINISTRATIVE  AREA  INCREASES 

Mr.  Myers.  How  many  people  do  you  have  now  under  you? 

Mr.  Brecht.  My  shop  is  really  in  two  parts,  which  is  why  we  de- 
scribed it  the  way  we  have  here.  I  have  about  100  people  who  are  in 
about  five  offices.  They  are  concerned  with  department- wide  respon- 
sibilities in  areas  such  as  personnel,  management  and  organization, 
administrative  programs,  budget  and  finance,  and  audit. 

This  is  the  area  I  am  trying  to  strengthen,  because  I  feel  that  looking 
m  the  past — and  again,  Mr.  Chairman,  this  idea  about  the  fact  that 
we  have  been  a  frugal  department,  and  I  guess  maybe  sometimes  too 
frugal — I  feel  that  these  departmentwide  offices  that  I  have  under 
me  at  this  point  are  spread  to  the  breaking  point.  We  are  reacting  in- 
stead of  taking  the  initiative.  There  is  a  need  to  strengthen  the  De- 
partment leadership. 

Just  take  one  area,  ADP.  ADP  up  until  now  has  been  something 
that,  from  a  departmental  standpoint,  I  feel  as  though  we  have 
mostly  been  responding.  When  a  bureau  says  they  have  a  need  for 
adding  a  piece  of  equipment  or  adding  some  new  system  or  something, 
we  have  been  in  a  position  to  react,  and  either  give  them  an  approval  or 
not. 

We  have  not  really  taken  the  initiative  to  make  sure  the  operations 
that  we  have  going  around  the  Department  are  being  utilized  as  effec- 
tively as  they  should  be,  that  the  bureaus  are  working  in  concert 
where  you  have  got  common  kinds  of  activities.  You  take  law  enforce- 
ment, for  example.  Wliile  Mr.  Morgan  has  the  programmatic  respon- 
sibility we  have  a  very  strong  support  role  to  him,  to  make  sure  that 
such  things  as  ADP  are  being  properly  utilized  around  the  De- 
partment. 

Anyway,  eight  of  the  positions  we  are  asking  for  would  be  in  this 
departmentwide  kind  of  responsibility. 
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MAINTENANCE   OF  BUILDING 


The  other  area  in  which  I  have  responsibilities,  I  have  about  300 
people,  but  many  of  these  are  carpenters,  plumbers,  electricians,  guards 
and  positions  of  this  sort.  I  don't  know  if  you  are  aware  of  this  or  not, 
but  because  of  the  traditional  security  requirements  in  the  vault  and  so 
on,  in  the  Main  Treasury  Building  and  the  Treasury  Annex,  the  opera- 
tion and  maintenance  of  those  buildings  is  under  the  jurisdiction  of  the 
Treasury,  not  under  GSA.  All  of  the  kinds  of  people  who  would  nor- 
mally be  provided  us  by  GSA  are  officially  employees  of  Treasury,  and 
they  are  under  my  Office  of  Central  Services. 

Mr.  Myers.  The  thing  that  really  worries  me  is  that  you  are  creating 
17  new  jobs  here,  I  am  fearful  that  this  has  a  tendency  to  be  self-serv- 
ing, that  they  are  going  to  be  thinking  up  new  ideas,  requesting  the 
other  300  employees  to  make  reports  to  them,  and  just  dreaming  up 
new  ways  of  additional  workloads.  I  have  seen  this  happen  before.  You 
have  been  very  frugal,  and  we  all  congratulate  you,  but  personally  I 
see  this  as  a  possibility  of  developing  into  something  that  will  accom- 
plish little,  but  create  more  work  for  each  employee. 

Mr.  Brecht.  Your  caveat  is  well  taken,  and  I  guess  I  can  only  say 
it  is  not  my  style  to  build  empires.  I  can  only  say  to  you  that  the  posi- 
tions we  have  asked  for  here  I  feel  are  very  much  needed,  and  I  think 
that  we  will  much  more  than  give  back  our  money's  worth. 

PERSONAL.  PROPERTY   MANAGEMENT 

Let  me  cite  an  example  of  something  that  just  happened  last  week, 
because  it  is  very  current  as  to  what  I  mean  when  I  talk  about 
stronger  departmental  leadership.  Last  year  you  gave  us  an  additional 
position  of  personal  property  manager.  The  primary  objective  here 
was  to  begin  to  coordinate  throughout  the  department,  provide  better 
leadership  in  the  whole  handling  and  utilization  of  personal  property. 

Well,  a  couple  of  weeks  ago  when  the  Office  of  Revenue  Sharing  was 
moving  into  its  new  quarters,  they  had  a  request  to  us  for  something 
like  $40,000  worth  of  furniture  and  equipment.  I  guess  we  knew  it  was 
coming,  but  you  know  it  still  was  kind  of  a  big  slug  all  of  a  sudden. 
Our  personal  property  man  got  together  with  some  of  his  counterparts 
in  the  bureaus  as  well  as  outside  of  the  Department  with  some  of  the 
agencies  that  are  scaling  down  a  bit,  and  we  have  managed  to  furnish 
the  Office  of  Revenue  Sharing  with  good  equipment,  good  furniture, 
at  a  cost  to  the  Government  at  this  point  of  about  $2,500  instead  of 
$40,000.  This  is  just  one  example  and  I  mention  it  because  it  has  just 
happened.  It  is  current.  This  is  the  kind  of  thing  where  we  can  take 
the  initiative  and  provide  the  leadership  instead  of  just  reacting. 

Mr.  Myers.  What  is  the  $300,000  for  rental,  moving,  alterations 
and  backfill,  if  you  are  going  to  do  it  that  cheap  ? 

Mr.  Brecht.  Ed,  do  you  want  to  comment  on  that  ? 

Mr.  WiDMAYER.  That  is  an  entirely  new  request,  Mr.  Myers,  that 
relates  particularly  to  this  consolidation  into  the  new  Post  Office 
Building  that  Mr."  Brecht  mentioned,  and  the  files,  the  other  con- 
solidations that  will  take  place  when  we  move  into  that  building. 
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OFFICE  OF  GENERAL   (X)UNSEL 

Mr.  Myers.  I  have  this  one  last  question.  You  are  requesting  four 
more  in  the  General  Counsel's  Office.  How  many  do  you  have  there  now, 
how  many  attorneys  and  how  many  secretaries?  What  type  of  en- 
forcement are  they  responsible  for? 

Mr.  Brecht.  First  of  all,  when  we  say  what  type  of  enforcement  are 
they  responsible  for,  maybe  by  focusing  on  enforcement  here 

Mr.  Myeks.  That  is  what  your  justifications  say. 

Mr.  Brecht.  We  are  asking  for  the  four  positions. 

Mr.  WiDMAYER.  In  1974  our  staffing  would  include  48  in  the  General 
Counsel's  Office,  8  in  the  Office  of  Director  of  Practice,  and  42  in 
the  equal  opportunity  program  that  is  also  a  part  of  the  General  Coun- 
sel's Office. 

Mr.  Myers.  How  many  are  attorneys  ? 

Mr.  WiDMAYER.  I  would  have  to  furnish  that  breakdown. 

Mr.  Myers.  If  you  would,  please. 

[The  information  follows :] 

There  are  24  attorneys  in  the  General  CJounsel's  Office,  21  in  the  immediate 
office  and  3  in  the  Office  of  the  Director  of  Practice. 

liEGAL  REVTEW 

Mr.  Greenlee.  Where  they  get  into  law  enforcement  increasingly 
is  that  the  General  Counsel's  Office  provides  a  review,  a  legal  opinion, 
on  a  lot  of  cases  that  come  out  of  the  various  bureaus,  and  in  the  Bu- 
reau of  Customs,  for  example,  it  is  anticipated  they  will  have  a  lot 
more  civil  cases  coming  up  in  the  next  few  years,  because  of  the  in- 
creases that  were  made  available  to  them  in  their  agency- 

Mr.  Myers.  Don't  those  individual  bureaus  have  their  own  counsels  ? 

Mr.  Greenuee.  They  do  indeed. 

Mr.  Myers.  How  do  you  distinguish  who  does  which  ? 

Mr.  Greenlee.  The  General  Counsel  reviews  some  of  the  cases  which 
are  referred  to  the  General  Counsel  by  the  chief  counsel  of  the  bureau. 

Mr.  Brecht.  The  chief  counsels  in  the  bureaus  incidently  report  on 
a  line  basis  to  the  General  Counsel,  even  though  they  are  part  of  the 
budget  of,  say,  the  Bureau  of  Customs,  and  are  in  support  of  the  Com- 
missioner of  Customs  and  his  staff.  They  report  on  a  line  basis  to  the 
General  Counsel,  so  as  Mr.  Greenlee  points  out,  this  is  sort  of  like  the 
final  clearinghouse  within  the  Department. 

Mr.  Myers.  It  is  not  the  origin  then  or  the  original  counsel  for  any 
case.  It  is  just  more  of  an  appeal  or  review. 

STRENTHENING  ADMINISTRATIVE  AREA 

Mr.  Brecht.  That  is  true.  Mr.  Myers,  if  I  could  I  would  like  to  just 
get  back  for  one  more  moment  on  your  concern  about  the  buildup  in 
the  administrative  management  area.  Mr.  Greenlee,  is  there  anything 
that  you  would  like  to  comment  on  this,  because  T  know  you  have  been 
in  the  Department  a  good  bit  longer  than  I,  and  have  had  a  chance  to 
observe  some  of  the  things  that  perhaps  we  have  been  deficient  on  and 
need  to  strengthen. 

Mr.  Greenlee.  Well,  in  several  respects.  One,  the  addition  of  these 
people  whom  you  refer  to  will  in  no  way  have  an  effect  on  creating 
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workload  entirely  in  the  Office  of  the  Secretary  on  each  other.  The 
most  of  that  number  are  going  to  be  devoted  to  departmentwide  pro- 
grams which  have  been  neglected  in  the  past,  just  like  this  matter  of 
space.  In  order  to  really  intelligently  approach  a  plan,  consolidation  of 
Treasury  offices  in  the  field  requires  talent,  and  it  requires  good  talent 
that  can  be  devoted  to  it  on  somewhat  of  an  uninterrupted  basis. 

These  offices,  in  the  past,  have  been  very  small.  I  joined  the  Treasury 
12  years  ago  to  fill  a  position  this  committee  endorsed  as  a  field  visita- 
tion program  so  that  the  Assistant  Secretary  for  Administration  would 
know  something  about  what  is  going  on  in  the  field.  That  was  my  first 
job,  and  there  were  seven  professionals  on  that  staff  then,  and  there 
are  seven  professionals  now. 

Some  of  these  groups  have  collectively  about  20  or  22  projects  either 
underway  right  now  or  contemplated,  each  of  which  has  a  high  poten- 
tial benefit  in  a  payoff,  a  benefit  ratio  that  they  have  not  been  able  to 
undertake  successfully  in  the  past  because  of  a  shortage  of  manpower. 

This  matter  that  Mr.  Brecht  spoke  of,  of  personal  property  utiliza- 
tion, there  is  a  vast  potential  for  that  throughout  the  United  States. 
Another  one  is  a  special  assignment  for  somebody  to  look  into  the 
matter  of  why  does  it  take  so  long  and  cost  so  much  money  to  com- 
plete a  security  background  investigation,  a  tremendous  amount  of 
elapsed  time,  and  a  loss  of  manpower,  and  an  exceptionally  high  cost. 
We  have  somebody  tracking  that  down  from  start  to  finish,  to  find  out 
what  kind  of  procedures  we  can  use  to  simplify  that,  to  shorten  the 
amount  of  time,  and  to  reduce  the  cost. 

More  recently  GAO,  as  you  probably  know,  has  taken  a  real  interest 
in  that  on  a  governmentwide  basis.  They  came  to  the  Treasury  Depart- 
ment first  to  ask  us  what  our  experience  had  been,  and  the  kind  of  sys- 
tems that  we  were  thinking  about  and  what  had  been  the  results  to 
date.  We  have  any  number  of  these  studies  going  on  right  now  both  on 
a  departmentwide  basis  and  in  the  bureaus,  which,  as  I  said  before, 
have  a  very  high  potential  payoff.  Would  you  care  for  some  more  dis- 
cussion on  that. 

Mr.  Myers.  No.  In  the  interest  of  time,  my  colleagues  also  have  some 
questions.  Possibly  later  we  can  discuss  it.  Thank  you  very  much. 
Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Addabbo. 

REVENUE    SHARING 

Mr.  Addabbo.  Thank  you,  Mr.  Chairman. 

Let  me  start  with  revenue  sharing.  Under  revenue  sharing.  New 
York  City  claims  to  be  shortchanged  and  probably  is.  On  those  com- 
plaints of  improper  distribution,  are  you  making  a  new  study,  or  is 
that  in  a  different  department  ? 

Mr.  Watt.  New  York  City  is  not  unusual  except  in  its  size  and 
the  size  of  its  claim.  We  have  met  with  representatives  of  the  city 
government.  We  have  reviewed  data  which  they  have  provided  to  us. 
We  have  set  up  meetings  involving  Census  Bureau  representatives,  and 
I  think  that,  to  a  great  extent,  we  have  resolved  the  basic  problem 
that  did  produce  for  New  York  City  a  smaller  payment  than  that 
to  which  it  was  entitled. 

Mr.  Addabbo.  Will  they  get  more  money  ? 

Mr.  Watt.  Yes,  sir. 


127 

Mr.  Addabbo.  The  special  revenue  sharing  should  not  be  called  spe- 
cial revenue  sharing,  because  it  will  not  come  under  this  revenue  shar- 
ing program.  In  other  words,  there  is  no  funding  in  this  budget  for 
special  revenue  sharing,  because  it  is  actually  block  grants  and  not 
special  revenue  sharing ;  is  that  right  ? 

Mr.  Watt.  That  is  correct ;  yes,  sir. 

REQUEST  FOR  NEW  POSITIONS 

Mr.  Addabbo.  Mr.  Secretary,  when  Secretary  Shultz  was  before  us 
we  went  into  this  question  in  some  detail  as  far  as  new  duties  of  the 
Secretary  in  relation  to  the  President,  and  in  today's  papers  the  Pres- 
ident has  spelled  out  four  so-called  supercrats,  superheads.  Through- 
out your  statement  you  speak  of  handling  new  responsibilities  and 
increased  workload.  This  speaks  of  71  new  positions.  You  speak  of 
urgently  needed  professionals,  clerical  assistants,  to  "support  the  Sec- 
retary by  developing  new  ideas  and  initiatives  to  cope  with  growing 
workloads,"  et  cetera. 

Are  we  being  asked  today  to  fund  a  reorganization  plan  which  has 
not  been  approved  by  the  Congress,  in  other  words,  a  reorganization 
plan  of  the  Cabinet  with  the  four  superagencies  spoken  of  last  year 
and  the  year  before,  which  has  never  been  presented  to  the  Congress, 
and  has  not  been  approved  by  the  Congress,  where  Secretary  Shultz 
would  be  the  head  of  a  special  supercabinet  spot  ?  Are  we  being  asked 
now  to  fund  positions  in  the  particular  new  duties  of  the  Secretary  ? 

Mr.  Brecht.  No,  sir.  First  of  all,  the  budget  that  you  have  before 
you  was  developed  last  fall.  I  will  speak  for  myself,  but  it  was  at  a 
time  before  I  was  aware  that  the  Secretary  was  going  to  have  this 
added  responsibility  as  one  of  the  supercabinet  officers.  The  kinds 
of  things  that  we  are  asking  for  here  we  feel  are  essential  to  carry  out 
the  Treasury  Department's  responsibilities.  The  fact  that  the  Secre- 
tary has  an  enhanced  responsibility,  as  the  chief  economic  czar,  so  to 
speak,  both  nationally  and  internationally,  I  guess  you  can  say  this 
obviously  makes  it  all  the  more  urgent  that  the  Treasury  be  able  to  be 
responsive  in  the  international  monetary  area,  the  trade  area,  the  en- 
forcement area,  and  so  on,  but  the  answer  is  no.  This  is  to  carry  out 
the  responsibilities  of  the  Treasury  Department. 

Again  I  think  because  of  the  Secretary's  role,  and  prior  to  him 
Secretary  Connally's  role  and  influence  in  the  total  Government,  I  am 
sure  this  has  had  a  bearing,  in  terms  of  the  hectic  pace  in  all  the  new 
programs  and  the  flurry  of  activity  that  has  gone  on  in  the  Treasury 
Department  over  the  past  2  years,  but  none  of  this  is  to  specifically 
embrace  any  kind  of  reorganization  plan. 

NEW  ACTI^^TIES 

Mr.  Addabbo.  You  speak  of  a  flurry  of  activity.  This  committee  has 
fimded  Customs  almost  to  the  90  or  100  percent  mark,  as  with  IRS. 
Most  of  the  activities  have  been  funded  almost  to  the  point  of  total 
request.  Increased  workloads  have  been  fimded.  The  only  new  ac- 
tivity I  know  of  is  revenue  sharing.  You  have  set  that  up  as  a  separate 
activity  and  fund  it  as  a  separate  activity.  There  is  talk  about  trade, 
but  there  has  been  talk  of  this  for  several  years.  You  may  have  only 
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heard  about  the  supercabinet  but  the  Congress  heard  of  it  several 
years  ago  when  there  were  reorganization  plans  proposed,  so  this  may 
or  may  not  have  been  worked  into  this  budget.  What  is  this  increased 
activity  that  you  speak  of,  all  this  generated  new  activity  that  calls 
for  all  these  new  positions  ? 

Mr.  Greenlee.  You  have  reference  to  positions  in  the  Office  of  the 
Secretary  ? 

Mr.  Addabbo.  Office  of  the  Secretray. 

ADMINISTRATIVE   RESPONSIBILITIES 

Mr.  Greenlee.  All  of  these  carry  a  very  definite  impact.  When  the 
Economic  Stabilization  came  along,  Mr.  Brecht's  area  looked  into  what 
people  are  involved  to  help  recruit  the  people,  what  kind  of  space 
facilities  are  they  going  to  have.  Along  comes  the  emphasis  on  orga- 
nized crime  strike  forces.  His  staff  makes  studies  of  the  organized 
crime  strike  force,  and  how  it  can  be  best  worked  out.  It  was  some 
of  his  staff  working  with  some  of  Mr.  Morgan's  staff  that  got  in- 
volved in  the  matter  of  Alcohol,  Tobacco  and  Firearms  being  orga- 
nized into  a  new  bureau  in  the  first  place.  We  had  22  committees 
involved  in  this  reorganization  setting  up  management,  personnel, 
budget,  and  all  of  these  things.  Mr.  Brecht  has  responsibilities  con- 
cerning what  to  do  with  sky  marshals ;  when  that  period  is  phased  out 
what  happens  to  the  peoplvi?  How  do  you  plan  a  regression  in  the 
number  of  people.  What  are  their  rights?  How  can  they  be  retrained? 
Any  of  these  things  have  a  decided  impact  on  the  administrative  area. 
Even  though  he  does  not  have  program  responsibility,  he  has  responsi- 
bility in  those  general  administrative  aspects  that  have  to  be  done,  and 
done  well. 

Mr.  Addabbo.  Mr.  Greenlee,  I  think  all  those  questions  were  asked 
by  this  committee  or  other  responsible  committees.  In  other  words, 
when  you  asked  for  incerases  in  Secret  Service,  because  you  had  a 
Presidential  campaign  year,  we  asked  what  is  going  to  happen  to 
these  men  afterwards  and  we  got  certain  answers.  Whenever  you  have 
been  given  new  programs  and  you  have  asked  for  additional  personnel, 
we  hope  you  have  been  telling  us  the  truth  in  that  you  have  a  place 
or  a  slot  for  them  when  the  program  is  over  with,  not  that  we  are  going 
to  have  to  start  planning  now,  so  we  don't  all  of  a  sudden  need  17 
new  men  or  61  new  men  to  decide  on  all  these  new  programs. 

If  what  you  tell  us  is  true,  then  we  don't  need  an  Office  of  Manage- 
ment and  Budget  which  I  am  very  happy  to  hear.  We  will  do  away 
with  that  agency  because  you  are  doing  all  the  planning  for  them, 
is  that  right  ? 

Mr.  Greenlee.  Office  of  Management  and  Budget? 

Mr.  Addabbo.  In  other  words,  you  are  telling  us  where  people  are 
going,  what  is  needed  and  everything  else.  Mr.  Brecht  is  doing  the 
job  for  them.  We  don't  need  an  Office  of  Management  and  Budget. 

Mr.  Greenlee.  He  doesn't  do  it  for  OMB.  I  must  have  misunder- 
stood you.  We  have  to  carry  out  these  things  in  the  administrative 
area  of  the  Treasury  Department  as  they  materialize,  as  they  are 
initiated,  as  they  grow  or  as  they  are  phased  out.  The  responsibilities 
in  the  administrative  areas  are  there.  It  is  not  OMB  that  carries  them 
out. 
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Mr.  Addabbo.  What  do  the  heads  of  the  bureaus  do  ? 

Mr.  Greenlee.  Sir  ? 

Mr.  Addabbo.  In  other  words,  you  are  double  reviewing  what  the 
heads  of  the  bureaus  who  come  before  us  testify  on,  or  are  you  review- 
ing it  again. 

Mr.  Greenlee.  No.  We  participate  in  these  because  the  bureaus 
themselves  oftentimes  are  not  in  a  position  to  do  so.  We  work  with 
their  staffs  on  some  of  these  responsibilities  that  they  have. 

NEW  responsibilities 

Mr.  Addabbo.  What  new  responsibilities  do  you  have?  You  have 
revenue  sharing  and  economic  stabilization.  Those  two  are  already  in 
being.  We  have  funded  them.  You  plan  them.  You  fund  them  and 
you  are  asking  for  additional  men  in  revenue  sharing  today.  What  new 
responsibilities  do  you  need  17  or  61  new  men  to  work  on  ?  What  new 
programs  are  you  developing  ?  You  are  not  developing  special  revenue 
sharing.  We  got  that  out  of  the  way.  That  is  bloc  grants.  That  is  going 
to  go  into  other  departments.  What  things  are  you  developing  that 
you  need  61  additional  people  ? 

Mr.  Greenlee.  The  kinds  of  things  that  I  was  mentioning.  Take  the 
Alcohol,  Tobacco  and  Firearms  Bureau. 

Mr.  Addabbo.  You  are  cutting  that  according  to  Mr.  Shultz.  There 
has  been  a  moratorium  placed  on  this.  There  is  going  to  be  a  reorga- 
nization there,  so  why  do  you  need  extra  men  to  look  at  that  ? 

Mr.  Greenlee.  I  was  citing  this  as  an  example  of  the  involvement 
of  the  administrative  area  in  that  kind  of  a  transaction.  We  made  a 
study  of  law  enforcement  in  total  in  the  Treasury  Department,  which 
was  a  time-consuming  study  on  the  part  of  the  Assistant  Secretary 
for  Administration.  Once  that  study  was  made,  one  of  the  recommen- 
dations was  that  A.T.  &  F.  be  pulled  out  of  IRS  and  made  a  separate 
bureau. 

Regardless  of  the  fact  that  this  committee  funds  Alcohol,  Tobacco, 
and  Firearms,  such  work  as  preparing  an  organization  for  that  bureau, 
working  with  them,  preparing  the  necessary  orders,  making  the  nec- 
essary arrangements  for  the  transfer  of  funds  initially  from  IRS  to 
A.T.  &  F.,  looking  into  the  matter  of  who  is  going  to  provide  them 
computer  service  for  that  portion  of  A.T.  &  F.  reports  which  are  auto- 
mated or  which  should  be  automated,  helping  them  to  recruit  people. 
These  kinds  of  things  are  a  responsibility  of  the  Assistant  Secretary 
for  Administration. 

Mr.  Addabbo.  Is  that  a  new  responsibility  ? 

Mr.  Greenlee.  It  was  at  the  time  that  emerged. 

Mr.  Addabbo.  How  long  has  this  been  the  responsibility  of  the  As- 
sistant Secretary  ? 

Mr.  Greenlee.  We  are  still  working  with  him. 

Mr.  Addabbo.  How  long  ?  When  did  it  become  his  responsibility  ? 

Mr.  Greenlee.  July  1  of  last  year. 

Mr.  Addabbo.  Whose  responsibility  was  it  prior  to  that? 

Mr.  Greenlee.  Internal  Revenue  Service. 

Mr.  Ajjdabbo.  In  other  words,  Internal  Revenue  just  had  no  one 
looking  at  it. 

Mr.  Greenlee.  It  was  a  component  part  of  IRS,  until  that  was  estab- 
lished as  a  new  bureau. 
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Mr.  Addabbo.  And  their  budget  was  never  reviewed  by  the  Office 
of  the  Assistant  Secretary  ? 

Mr.  Greenlee.  As  an  integral  part  of  the  IRS  budget,  yes. 

Mr.  Brecht.  Mr.  Addabbo,  I  have  some  more  things  I  would  like  to 
comment  on,  but  first  Ed  Morgan,  I  think  it  would  be  appropriate  for 
him  to  comment  on  some  of  the  emphasis  being  given  in  the  tariff  and 
trade  area.  I  think  he  can  add  something  to  this  discussion. 

TARIFF  AND  TRADE 

Mr.  Morgan.  Mr.  Chairman  and  members  of  this  distinguished  sub- 
committee and  particularly  Congressman  Addabbo,  I  can't  account  for 
all  31  positions,  but  perhaps  I  can  explain  6  of  the  requested  positions 
in  tariff  and  trade,  and  perhaps  in  part  in  discussing  tariff  and  trade, 
while  I  am  not  the  General  Counsel,  I  can  explain  in  part  the  addi- 
tional positions  requested.  There  is  increased  awareness  I  think  by 
American  industry  in  particular  of  both  the  antidumping  laws  and  the 
countervailing  duty  laws,  and  the  need  to  continually  lessen  the  time 
that  it  takes  to  complete  these  investigations.  The  elapsed  time  after 
withholding  of  appraisement  in  either  antidumping  or  countervailing 
duties  complaints  has  made  us  realize  that  the  sophisticated  complexi- 
ties over  and  above  the  Customs  investigation  does  require  specialists 
in  the  trade  operations  area. 

The  legal  review  that  is  increased  in  the  General  Counsel's  Office 
is  what  necessitates  their  request  for  two  additional  attorneys.  There  is 
also  in  part  a  need  I  think  in  the  General  Counsel's  Office  for  two  addi- 
tional attorneys  because  we  do  act  on  some  of  these  reviewing  cases  in 
a  quasi-judicial  fashion. 

In  answer  to  Congressman  Myers'  question,  the  Counsel's  staff  in  a 
particular  bureau  is  certainly  supervising  a  given  investigation  in 
particular  kinds  of  fraud  appeals.  There  is  then  a  position  in  the  As- 
sistant Secretary's  Office  to  rule.  In  that  case,  we  do  try  to  maintain 
a  quasi- judicial  situation  where  we  do  not  have  line  attorneys  directly 
advising  the  people  who  have  to  rule.  It  is  sort  of  an  adaptation  I  think 
of  an  administrative  law  procedure  that  is  most  fair  to  the  complainant 
or  the  respondent  in  that  kind  of  a  situation. 

Since  the  countervailing  duty  law  which  is  emerging  in  terms  of  its 
forefront,  and  I  don't  want  to  refer  to  any  specific  cases  by  name,  but 
some  recently  in  terms  of  highly  complex  questions  of  Government 
grants  or  bounties,  and  what  constitutes  a  grant  or  bounty  requires  the 
kind  of,  not  only  investigation,  but  analysis  from  a  trade  standpoint, 
are  the  kinds  of  questions  we  are  going  to  be  facing  more  and  more  I 
believe,  as  we  get  into  international  trading  negotiations.  That  is  the 
underpinning  of  what  we  think  is  a  minimum  request  of  six  people 
who  are  straight  trade  specialists  in  this  area,  but  which  would  neces- 
sitate the  General  Counsel  needing  just  a  couple  of  more  support  in 
that  ever-emerging  area. 

Mr.  Addabbo.  Mr.  Secretary,  I  have  no  argument  with  that.  One 
question  by  way  of  clarification. 

On  page  3  you  speak  of  "other  new  positions,"  and  then  you  say, 
"The  other  32  positions  requested  to  provide  professional  help,"  et 
cetera.  Then  the  next  paragraph  says  the  Under  Secretary  or  Coun- 
selor requires  three  positions.  The  succeeding  paragraphs,  do  they 
explain  the  32,  or  are  the  succeeding  paragraphs  in  addition  to  the  32  ? 
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Mr.  Brecht.  The  32  are  all  the  rest  of  the  people  other  than  revenue 
sharing.  In  other  words,  that  includes  the  ones  in  Mr.  Morgan's  shop, 
the  ones  in  my  area,  the  General  Counsel,  and  so  on. 

Mr.  Addabbo.  It  totals  more  than  32. 

Mr.  Brecht.  Fifteen  and  seventeen. 

Mr.  Addabbo.  Where  does  the  32  end  ? 

Mr.  Brecht.  Through  my  request. 

Mr.  Addabbo.  What  page  would  that  be  ? 

Mr.  Brecht.  It  is  actually  pages  3  through  6.  You  have  got  3  posi- 
tions for  the  Under  Secretary,  4  for  the  General  Counsel,  one  for  the 
Deputy  Under  Secretary,  that  is  8 ;  1  for  the  Assistant  Secretary,  tax 
policy,  that  is  9 ;  6  for  Mr.  Morgan,  that  is  15 ;  8  for  my  department- 
wide  responsibilities,  that  is  23 ;  and  9  for  the  support  of  the  Office  of 
the  Secretary,  which  brings  it  up  to  32. 

Mr.  Addabbo.  One  more  question.  On  page  5  you  have  to  provide 
this  need,  you  need  eight  positions  for  departmentwide  leadership  and 
management. 

Mr.  Brecht.  That  is  right. 

Mr.  Addabbo.  That  makes  40. 

need  for  new  administrative  positions 

Mr.  Brecht.  No,  that  is  the  8  and  9  making  my  17. 

I  would  like  if  I  could  to  get  back  to  your  question  about  what  is 
it  we  have  had  that  is  new,  and  particularly  in  terms  of  my  area  of 
responsibility  on  a  departmentwide  basis.  My  feeling  is  that  the  eight 
positions  that  I  am  requesting  here  is  not  based  so  much  on  what 
we  have  done  that  is  new,  new  programs  in  the  last  year  that  require 
some  kind  of  support.  Going  back  historically,  I  feel  that  there  are 
a  number  of  areas  where  I  have  responsibility  departmentwide,  that 
we  have  been  too  laissez-faire,  too  passive.  We  have  reacted  when  there 
have  been  things  that  come  up,  but  we  have  not  been  providing  the 
sufficient  level  of  department  leadership  and  direction  in  mangaemenF 
matters. 

I  am  basing  my  case  here  not  so  much  on  what  new  programs  did 
we  get  in  the  last  year,  but  the  fact  that  I  just  think  that  there  is  a 
much  bigger  job  to  be  done,  to  tie  things  together,  to  be  more  respon- 
sive to  the  Secretary,  to  take  stronger  departmental  control  and 
stewardship  of  our  supergrade  positions,  to  provide  stronger  depart- 
mental leadership  in  ADP.  ADP  costs  a  tremendous  amount  of  money, 
millions  and  millions  of  dollars.  I  think  there  is  a  need  to  make  sure 
that  these  are  being  operated  properly,  that  we  have  a  really  sound 
basis,  when  we  request  new  computer  facilities,  equipment,  and  so 
on. 

My  request  for  eight  positions  really  is  based  on  the  fact  that  I  think 
there  is  a  bigger  job  to  be  done,  to  provide  better  leadership  and  di- 
rection, to  make  sure  this  Department  is  operating  efficiently  and 
effectively  as  a  whole. 

dividends  from  increased  staffing 

Mr.  Addabbo.  The  only  thing  that  concerns  me,  Mr.  Secretary,  is  that 
whenever  this  committee  hears  of  consolidation,  corrections,  more  effi- 
ciency, for  some  reason  or  other  it  costs  us  more  money  and  more  bodies. 
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Instead  of  efficiency,  cutting  back,  on  page  7  you  talk  about  reduction 
in  space,  but  still  you  say  you  want  $300,000  more.  You  speak  of  better, 
efficient  management,  new  planning.  You  speak  of  eight  new  bodies 
for  this.  This  is  the  thing  that  always  concerns  me.  When  do  we  start 
getting  the  dividends  on  what  we  have  been  investing?  It  seems  every 
year  we  are  investing  more  and  more  and  are  promised  a  dividend 
which  we  don't  see. 

Mr.  Brecht.  Let  me  cite  a  couple  of  examples  if  I  could.  We  talked 
a  little  while  ago  about  what  we  are  doing  on  a  departmentwide  space 
management  effort.  One  of  the  reasons  we  are  now  able  to  undertake 
that  is  that  in  the  past  year  you  also  granted  us  an  additional  real 
property  man  or  physical  property,  whatever  you  call  it,  as  contrasted 
to  personal  property.  Now  that  we  have  two  people  who  have  this  re- 
sponsibility, one  can  concentrate  on  working  with  the  bureaus  on  spe- 
cific problems,  and  the  other  can  devote  more  of  his  attention  to  be- 
ginning to  develop  some  commonsense  plans  for  this  Department 
around  the  country.  Without  that  individual,  we  just  plain  didn't  have 
the  resources  to  do  it. 

EXECUTIVE   CAREER   DEVELOPMENT 

I  cited  the  personal  property  man  earlier.  Take  another  area  that 
I  am  sure  is  of  concern  to  you  gentlemen  in  the  executive  development 
and  career  development  areas.  We  are  serious  about  our  desire  to  really 
make  this  executive  development  program  that  was  recently  instituted 
a  viable  thing  in  this  Department.  This  is  where  each  of  the  bureaus 
and  offices  in  the  Department  is  expected  to  identify  its  promising  13 
through  15  level  personnel,  and  to  develop  an  individually  tailored 
executive  development  plan  for  these  individuals. 

We  need  somebody  to  see  that  this  thing  is  done.  We  need  some- 
body to  see  that  it  is  done  in  the  Office  of  the  Secretary.  The  Office  of 
the  Secretary  probably  has  the  worst  career  development  program 
of  any  unit  within  the  Department.  We  are  like  the  shoemaker's  son. 
This  is  one  of  the  responsibilities  that  we  have  in  mind  in  the  Office 
of  the  Secretary  requirement. 

I  dont  know,  how  do  you  put  a  price  tag  on  executive  development? 
If  you  do  it  or  if  you  don't,  I  don't  know.  I  think  it  is  one  of  the  things 
that  we  need  to  give  some  attention  to.  How  do  you  measure  the  effec- 
tiveness of  some  of  these  more  intangible  kinds  of  programs.  It  seems 
to  me  if  you  believe  in  executive  development,  you  have  to  put  at  least 
some  resources  into  seeing  that  people  really  do  more  than  give  it  lip 
service.  You  and  I  know  that  this  is  the  kind  of  thing  that  tends  to  get 
lip  service,  if  there  isn't  somebody  seeing  that  it  gets  done. 

Mr.  Addabbo.  This  committee,  as  I  said  before,  has  always  been  the 
first  to  try  and  give  all  the  manpower  where  it  is  needed  to  get  the  best 
results,  but  I  hope  very  shortly  we  will  be  seeing  these  dividends. 

MINORITY   STATISTICS  PROGRAM 

Mr.  Sawit^r.  May  I,  sir,  make  one  comment,  in  response  to  the  ques- 
tion asked  by  the  "Congressman  from  New  York  ?  I  don't  work  for 
either  Secretary  Brecht  or  Mr.  Greenlee. 
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Mr.  Addabbo.  You  are  not  0MB,  are  you  ? 

Mr.  Sawyer.  No,  sir ;  I  work  for  the  Secretary  of  the  Treasury,  but 
not  within  their  immediate  office,  but  I  think  I  have  one  perfect  ex- 
ample of  the  kind  of  thing  that  has  paid  off  that  would  be  a  response. 

Our  office  has  maintained  for  the  Civil  Service  Commission  minority 
employment  tape  under  our  guardianship,  and  we  anticipated  there 
were  going  to  be  many  questions  being  asked  by  the  Civil  Service  Com- 
mission for  uniform  reporting,  personnel  reporting  far  beyond  what 
we  had  as  a  single  tape.  With  the  guidance  and  coordination  by  these 
two  gentlemen,  without  any  additional  cost  in  terms  of  staffing,  pro- 
graming, etc.,  Treasury  will  have,  as  a  matter  of  fact  has  right  now, 
a  centralized  reporting  system  for  the  first  time,  making  data  available 
to  bureaus  on  a  quarterly  basis,  not  just  on  minorities,  but  total  per- 
sonnel by  job  categories,  et  cetera. 

I  thini  that  had  they  not  been  as  urgent  about  using  what  you  have, 
the  coordination,  we  wouldn't  be  able  to  talk  about  this,  and  we  are 
probably  a  year  ahead  of  what  was  being  required. 

I  think  that  from  the  sideline  I  witnessed  the  kind  of  thing  that  I 
think  is  a  response.  I  am  sorry  to  have  interjected,  but  I  thought  this 
was  an  example. 

Mr.  Addabbo.  No  further  questions. 

Mr.  Steed.  Mr.  Miller,  do  you  have  any  questions  ? 

Mr.  Miller.  Thank  you,  Mr.  Chairman. 

revenue-sharing  costs 

Mr.  Secretary.  I  notice  it  is  a  little  hard  to  compare  the  various 
figures  because  we  have  in  the  new  budget  an  amount  of  $2.8  million 
that  will  be  not  reoccurring.  This  apparently  was  money  paid  to  the 
Census  Bureau. 

Mr.  Brecht.  That  is  correct. 

Mr.  Miller.  I  notice  if  we  add  the  amount  of  $2,346,000  to  the 
$700,000  increase  for  1974,  we  come  up  with  a  $3,046,000  net  increase. 
You  do  have  32  new  positions  plus  29  positions  for  revenue  sharing, 
for  a  total  of  61.  I  am  wondering  what  percentage  of  this  goes  to  this 
25-percent  increase  over  the  year  1972  and  what  percentage  of  that 
would  be  for  revenue  sharing?  There  are  many  other  items  in  here, 
of  course,  other  than  personnel,  such  as  transportation,  travel,  com- 
munications, rent  and  utilities,  but  there  should  be  some  breakdown 
here  that  could  indicate  what  amount  in  total  revenue  sharing  would 
require  your  budget  to  increase. 

Mr.  Brecht.  Mr.  Widmayer  points  out  that  the  total  cost  for  the 
Office  of  the  Secretary  for  the  revenue  sharing  program  in  1974  is 
$2,898,000.  Of  the  $3.8  million  that  we  had  for  1973,  $2.8  million  of 
that  was  Census  Bureau,  so  in  effect  $1,898  million,  pretty  close  to  $2 
million  of  the  total  increase  of  a  little  over  $3  million  is  accounted  for 
by  the  revenue  sharing  program. 

You  see,  the  revenue  sharing  program  was  only  partially  fimded 
for  fiscal  1973,  because  the  bill  didn't  pass  until  October,  and  then  it 
has  been  a  start-up  period,  so  much  of  the  increase  that  we  reflect 
here  is  for  annualization  of  those  positions  that  were  provided  this 
past  year.  This  past  year  we  had  50  positions  authorized,  but  on  an 
annualized  basis  this  came  out  to  only  32  average  positions,  so  there  are 
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18  positions  in  the  Office  of  Revenue  Sharing  in  effect  that  represent 
annualization. 

AUDITING  REQUIREMENTS 

Mr.  Miller.  One  other  concern.  As  I  understand  revenue  sharing, 
one  of  the  regulations  is  that  the  40,000  political  subdivisions  will  need 
to  account  for  the  moneys  that  they  have  received,  and  this  will 
require  auditing.  It  seems  to  me  that  this  would  require  quite  a 
personnel  step-up,  if  you  are  going  to  attempt  to  audit  all  of  the  40,000 
political  subdivisions. 

Mr.  Brecht.  It  is  not  now  our  intent  and  never  has  been  our  intent 
to  do  a  comprehensive  audit  of  the  40,000  units  of  government.  Again 
this  is  based  on  this  whole  idea,  the  philosophy,  that  except  for  certain 
compliance  requirements,  and  the  fact  that  money  has  to  be  spent 
within  certain  broad  categories,  and  things  like  nondiscrimination 
must  be  certified  and  so  on,  it  has  always  been  our  intent  to  honor 
the  intent  of  the  Congress  as  well  as  the  President,  and  keep  this 
pretty  much  a  hands-off  kind  of  thing. 

What  we  intend  to  do  is  to  rely  heavily  on  the  certificaJtion  of  the 
chief  executive  officer  for  these  units  of  government,  certifying  that 
certain  things  have  been  complied  with.  We  are  trying  to  encourage 
the  public  accounting  firms  and  others  who  do  audit  work  for  local 
units  of  government  to  incorporate  a  review  of  the  revenue-sharing 
compliance  in  their  regular  audits,  and  so  on,  and  then  rely  heavily 
on  that. 

Finally,  we  are  intending  to  do  a  spot  check  audit,  and  we  are  prob- 
ably going  to  focus  primarily  in  the  areas  where  the  big  dollars  are, 
with  just  enough  of  a  coverage,  a  very,  very  small  sampling  of  the 
smaller  units  to  get  at  least  a  flavor  of  how  things  are  going.  Granted 
this  is  going  to  make  some  people  uneasy,  because  a  lot  of  people 
aren't  satisfied  unless  they  are  sure  things  are  really  delved  into  in 
detail,  but  it  has  never  been  our  intent  and  I  don't  think  it  was  the 
intent  of  law. 

REVENUE-SHARING  TRUST  FUND 

Mr.  Miller.  I  understand  revenue  sharing  would  need  to  be  kept 
in  a  separate  trust  fund  so  to  speak,  at  least  accounted  for  separately. 

Mr.  Brecht.  That  is  right. 

Mr.  Miller.  Is  this  something  that  your  auditors  will  be  into,  to 
follow  tlirough,  or  will  you  rely  on  the  State  auditor,  in  order  to  let 
him  determine  whether  the  moneys  were  kept  separate  and  were  also 
spent  for  the  proper  purposes? 

Mr.  Brecht.  Again  we  are  going  to  have  to  rely  heavily  on  the  State 
auditors,  and  again  with  just  enough  spot  checking  on  our  part  to 
see  that  there  is  enough  degree  of  competence  and  things  are  being 
properly  handled. 

Mr.  Watt.  I  might  comment  a  little  further  on  this  point,  Mr.  Miller 
and  gentlemen.  As  you  can  understand,  as  a  new  office  we  are  in  the 
very  early  stages  of  designing  a  comprehensive  compliance  system.  I 
hesitate  a  bit  to  mention  these,  except  by  first  characterizing  them  as 
highly  preliminary,  but  they  are  reflective  of  our  thinking  at  this  time 
on  workload,  with  the  staffing  that  we  have  requested  in  the  1974 
budget.  We  can  project  this  kind  of  activity  in  compliance. 
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We  would  review  and  approve  perhaps  25  State  audit  systems,  where 
the  State  auditor  or  a  State  director  of  finance  actually  performs  audits 
of  all  of  the  jurisdictions  in  the  State.  That  review  would  then  permit 
us  to  accept  that  State's  certification  of  the  local  audits. 

We  would  anticipate  doing  field  audits  in  approximately  120  places. 
That  would  be  the  50  States,  the  District  of  Columbia,  and  the  largest 
cities  and  the  largest  counties.  With  approximately  120  field  audits  we 
think  we  can  account  for  maybe  a  little  more  than  60  percent  of  the 
dollars. 

We  would  do  approximately  200  office  reviews  of  audits  prepared  by 
certified  public  accountants. 

We  would  perform  statistical  analyses  on  the  40,000  expenditure  re- 
ports. These  are  not  auditable  documents.  They  are  statistical  report- 
ing forms. 

We  would  also  have  the  capability  of  carrying  out  a  number  of  spe- 
cial investigations,  and  preparing  information  and  reports  for  the 
Congress  and  for  others  who  have  interest  in  the  program.  That  is 
the  way  it  looks  to  us  at  this  point. 

Mr.  Miller.  I  have  several  other  questions,  Mr.  Chairman,  but  thank 
you  very  much  for  now ;  I  will  not  take  any  more  time. 

Mr.  Steed.  We  will  go  on  to  another  agency  when  we  finish. 

Mr.  Miller.  If  I  may,  I  think  one  can  be  answered  rather  hurriedly. 
It  is  hard  to  believe  that  political  subdivisions  would  not  spend  the 
money,  but  there  is  in  the  regulations  a  clause  that  stipulates  that  the 
money  shall  be  appropriated  within  a  given  length  of  time  and  as  I 
understand  it  shall  be  spent  within  24  months. 

Mr.  Watt.  That  is  correct. 

Mr.  Miller.  This  seems  to  be  quite  an  auditing  problem  for  you  peo- 
ple. Will  that  require  additional  people  ? 

ANNUAL  reports 

Mr.  Watt.  No  ;  it  will  not,  because  that  will  be  one  of  the  things  that 
we  can  determine  through  the  periodic  reports  from  the  jurisdictions. 
We  will,  each  year,  require  the  jurisdictions  to  provide  us  with  a  status 
of  trust  fund  report,  which  will  indicate  the  total  amount  of  funds 
that  had  been  received  by  the  jurisdiction,  and  the  use  to  which  those 
funds  had  been  put,  either  obligated  or  expended,  and  the  balance 
remaining  in  the  trust  fund.  That  will  be  an  annual  report.  We  can, 
through  analysis,  determine  whether  or  not  the  jurisdictions  have  spent 
or  obligated  the  funds  within  the  24  month  period  set  forth  in  the 
regulations.  If  there  is  good  reason  why  they  cannot  spend  the  funds 
within  that  period  of  time,  there  is  provision  in  the  regulations  for  an 
extension  to  be  granted  by  my  office. 

reclaiming  revenue  sharing  funds 

Mr.  Miller.  Do  you  have  the  authority  to  reclaim  those  funds  ?  And 
how  would  you  do  this  ? 

Mr.  Watt.  Under  the  regulations  I  think  we  would,  but  it  would  be 
only  after  due  process  in  an  administrative  proceeding. 

Mr.  Miller.  Thank  you,  Mr.  Chairman. 
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VACANT  POSITIONS 

Mr.  Steed.  Mr.  Eoybal. 

Mr.  RoYBAL.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  you  are  asking  for  86  new  positions  for  1974.  If 
granted  that  will  bring  you  up  to  723,  which  means  that  at  the  present 
time  you  have  637. 

Mr.  Brecht.  That  is  correct. 

Mr.  RoYBAL.  Are  all  positions  filled  at  the  present  time  ? 

Mr.  Brecht.  No  ;  they  are  not. 

Mr.  RoTBAL.  Why  aren't  they  ? 

Mr.  Brecht.  There  are  several  reasons.  First  of  all,  I  might  mention 
that  we  do  have  a  number  of  vacancies  at  this  point,  but  we  have  a 
flurry  of  activity  going  on  right  now  in  processing  personnel  actions. 
A  good  bit  of  this  had  to  do  with  the  personnel  freeze  that  was  in 
effect  from  December  until  the  end  of  January,  and  we  did  keep  asking 
our  offices  to  keep  things  moving.  We  have  a  number  of  actions  pending 
right  now. 

Secondly,  you  may  recall  last  year  the  committee  did  give  us  the 
positions  that  we  asked  for,  but  we  did  get  cut  about  a  half  million 
dollars  in  our  funding.  I  think  you  indicated  that,  to  the  extent  we 
can  see  our  way  clear,  we  could  fill  the  positions.  Well,  we  really 
haven't  been  able  to  see  our  way  clear  to  fill  very  many  of  those  new 
positions  from  last  year. 

Mr.  RoYBAL.  Can  you  tell  us  how  many  positions  are  unfilled  at  the 
present  time  ? 

Mr.  Brecht.  We  will  have  to  supply  that  for  the  record.  I  don't 
know,  but  it  is  a  fair  number. 

[The  information  follows :] 

Positions  filled  and  committed  as  of  Mar.  IS,  1973 

Persons  on  rolls 598 

Reserved  for  summer  hires 25 

Name  commitments  against  vacancies  * 52 

Total  positions  filled  and  committed 675 

Uncommitted  vacancies 20 

Total  positions  authorized 605 

^  Active  recruitment  on  these  positions  was  delayed  temporarily  during  the  freeze  period 
and  has  just  recently  recommenced. 

TOTAL   AVAILABLE   POSITIONS 

Mr.  RoYBAL.  I  would  like  to  also  add  that  to  the  86  new  positions  to 
find  out  how  many  new  employees  you  will  be  getting  this  year. 

Mr.  Brecht.  It  is  not  86  new.  It  is  61  new.  The  86  is  the  86  average 
positions,  which  includes  the  annualization  of  34  positions  from  the 
current  year. 

Mr.  RoYBAL.  How  many  would  it  be  ? 

Mr.  Brecht.  Sixty-one  new  positions.  The  86  is  the  86  average  posi- 
tions. That  consists  of  52  average  positions  relating  to  the  61  new 
positions  plus  34  annualized  from  this  year. 

If  I  may  make  one  other  comment,  we  always  have  a  certain  number 
of  positions  vacant  at  any  given  point  in  time,  because  of  attrition  and 
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just  the  rollover  eflPect,  and  the  fact  that  positions  don't  always  get 
filled  simultaneously  with  somebody  stepping  out.  The  number  right 
now  is  abnormally  high  because  we  haven't  recovered  yet  from  the 
freeze,  but  we  expect  to  fill  the  majority  of  these  positions  by  the  end 
of  the  year. 

Mr.  RoYBAL.  I  can  understand  the  effect  that  the  freeze  had  on  em- 
ployment procedures.  However,  there  are  situations,  I  think  you  know 
them  yourself,  where  the  bureaus  do  all  their  spending  and  all  their 
hiring  in  the  last  3  months  and  so  forth.  Insofar  as  employment  is  con- 
cerned, because  of  the  freeze  I  think  you  have  had  quite  a  great  deal 
of  diflBicuIty. 

Mr.  Brecht.  Right. 

Mr.  RoYBAL.  Of  the  new  positions,  then,  you  have  already  outlined 
more  or  less  where  they  are  going  to  be  employed. 

Mr.  Brecht.  Right. 

MINORITY  GROUPS 

Mr.  RoYBAL.  Of  your  total  employment  of  637,  how  many  members 
of  minority  groups  do  you  have  ? 

Mr.  Brecht.  Dave,  are  you  able  to  provide  that  ? 

Mr.  Sawyer.  I  think  we  furnished  that,  sir. 

Mr.  Roybal.  Maybe  we  can  get  that  from  the  minority  table  we 
heard  about  a  while  ago. 

Mr.  Sawyer.  We  furnished  a  complete  breakdown  out  of  all  the  per- 
sonnel by  bureau  and  the  Office  of  the  Secretary  to  the  committee.  I 
just  have  to  find  that  particular  chart,  comparative  for  1971  and  1972, 
sir.  For  the  total  Office  of  the  Secretary,  of  1,000  employees  it  is  about 
25  percent  minorities,  sir. 

Mr.  RoYBAL.  Of  the  25-percent  minority,  how  many  are  Spanish- 
speaking  or  Spanish-surname  ? 

Mr.  Sawyer.  In  the  Office  of  the  Secretary  in  Washington,  unfor- 
tunately only  seven. 

Mr.  RoYBAL.  And  that  is  0.7  percent ;  isn't  it  ? 

Mr.  Sawyer.  Yes,  sir. 

Mr.  RoYBAL.  In  your  GS  grades  from  13  to  18  as  of  November  1972 
you  only  had  one ;  is  that  correct  ? 

Mr.  Sawyer.  Yes,  sir. 

Mr.  RoYBAL.  And  that  is  0.3. 

Mr.  Sawyer.  That  can't  be  correct,  sir,  because  since  that  time  I  have 
a  13  in  Los  Angeles  who  is  on  detail  and  a  13  in  Houston  who  is  on 
detail  from  my  office,  which  would  make  that  automatically  three. 
In  other  words,  this  is  the  census  as  of  November  1972.  These  two 
gentlemen  I  refer  to  are  both  Spanish,  both  GS^13,  operating  there 
tor  strictly  expenditure  reasons,  avoidance  of  travel,  so  that  has  been 
up  by  two.  We  have  just  hired  a  person  who  is  not  yet  aboard,  under 
clearance,  as  a  Spanish-surname  coordina,tor.  Hopefully  this  will 
begin  to  provide  some  of  the  things  that  will  be  the  push. 

Mr.  RoYBAL.  Even  if  there  were  three,  that  would  still  be  less  than 
1  percent. 

Mr.  Sawyer..  Yes,  sir ;  I  think  you  need  to  know,  and  I  wasn't  here 
last  week,  but  I  am  aware  that  Mr.  Shultz  underscored  the  same 
concern  for  this  as  he  had  to  us.  That  was  one  of  the  first  things  that 
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he  suggested — that  we  hire  a  person  to  provide  some  guidance.  This 
was  a  need  that  he  felt  would  support  us  to  go  out  and  do  some  active 
recruiting. 

Mr.  RoYBAL.  What  has  happened  with  active  recruiting  ? 

Mr.  Sawyer.  That  particular  individual  unfortunately  is  still  in 
clearance.  "We  have  a  task  committee  that  will  be  created  immediately 
on  his  arrival  to  promote  this.  We  have  turned  in  a  16-point  program 
to  the  Civil  Service  Commission.  Probably  ours  is  the  only  one  that 
has  been  given  a  commendation,  not  for  results,  but  for  the  action  and 
the  result  getting  that  we  can  get  out  of  it.  Many  of  the  positions 
counted  in  here  unfortunately  are  not  positions  over  which  we  have 
any  immediate  control,  but  as  you  look  at  the  guidance  that  has  been 
given  bureaus  or  will  be  given  bureaus,  I  think  that  this  is  where  we 
can  expect  results,  sir. 

SPANISH-SPEAKING   MINORITIES 

Mr.  RoYBAL.  If  in  fact  the  minority  employment  is  25  percent  of 
all  your  employees,  and  the  Spanish-speaking  is  less  than  1  percent, 
that  would  clearly  indicate  that  the  Spanish-speaking  haven't  had 
much  recruiting. 

Mr.  Sawyer.  What  I  just  indicated  to  you  was  the  Office  of  the 
Secretary. 

Mr.  Brecht.  Are  we  talking  OiRce  of  the  Secretary  for  the  moment  ? 

Mr.  Roybal.  Office  of  the  Secretary. 

Mr.  Sawyer.  For  the  Department  itself  within  the  last  year  1,200 
additional  Spanish  have  been  recruited  and  hired. 

Mr.  RoYBAL.  I  can  take  other  areas  of  the  Department  and  they  are 
not  so  good. 

Mr.  Sawyer.  I  was  simply  indicating  that  while  you  were  saying 
what  you  did,  and  that  is  correct  for  the  immediate  office  of  the  Secre- 
tary, within  the  last  year  the  kind  of  guidance  and  push  on  recruiting 
has  jumped  it  roughly  by  1,200  additional.  It  is  true  that  our  base  to 
begin  with  was  at  1,700.  I  am  sorry,  it  is  really  500  additional.  I  said 
1,200. 

Mr.  Brecht.  Five  hundred  in  the  last  year,  about  1,200  over  the  last 
4  years. 

Mr.  Roybal.  My  understanding  then  is  that  you  have  a  person  now 
about  to  be  hired  or  hired  already  ? 

Mr.  Sawyer.  Yes,  sir.  Hopefully  that  clearance  will  be  completed 
before  the  week  is  over.  A  man  is  available  to  us.  He  is  a  Chicano  who 
will  be  coming  aboard.  He  is  with  the  Government  right  now,  is  ex- 
tremely competent,  and  we  hope,  given  the  kind  of  hand  and  handle 
that  this  job  calls  for,  that  this  will  be,  not  only  a  guide  for  the  immedi- 
ate office  of  the  Secretary,  but  the  total  Department,  sir. 

Mr.  Roybal.  With  the  61  new  positions  you  are  going  to  get,  if  this 
man  is  at  all  on  the  ball  he  will  be  able  to  interview  and  hire  several 
Spaiiish-speaking  people,  and  I  hope  that  next  year,  when  we  hear  you 
again,  we  will  be  able  to  make  a  comparison  between  this  year's  figures 
and  what  I  hope  will  be  a  better  showing  next  time. 

Mr.  Sawyer.  Thank  you,  sir. 

Mr.  Roybal.  That  is  all,  Mr.  Chairman. 
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RECRUITING   MINORITIES    AT   PROFESSIONAL   LEVEIES 

Mr.  Brecht.  Incidentally  one  of  the  priority  goals  that  I  have,  Mr. 
Roybal,  in  the  personnel  area — I  talked  a  little  bit  before  about  the 
executive  development  area — another  area  that  I  am  very  concerned 
about  is  making  sure  that  we  put  enough  attention  on  the  hiring  of 
Spanish,  blacks,  and  other  minority  groups  at  the  entrance  level  of  the 
professional  categories.  It  seems  to  me  that  it  is  difficult  to  hark  too 
much  on  why  we  don't  have  more  minorities  in  supergrades,  for  ex- 
ample, when  it  seems  to  me  the  problem  is  more  basic,  making  sure 
that  we  are  bringing  more  of  the  minority  groups  in  at  the  profes- 
sional entrance  levels  where  they  have  a  chance  to  move  on  up.  This  is 
a  high  priority  of  mine. 

Mr.  Roybal.  I  agree,  Mr.  Secretary,  that  that  is  a  commendable 
goal.  The  reason  I  keep  repeating  this  year  after  year  is  that  I  get 
from  practically  all  agencies  the  same  answer.  We  hire  a  certain 
percentage  of  minority  groups.  When  I  ask  what  the  percentage  of 
Spanish-speaking  people  is  in  that  category,  it  is  usually  less  than 
1  percent,  which  means  that  maybe  one  or  two  minority  groups  are 
getting  all  of  the  action.  I  think  that  this  is  discriminatory,  and  I 
believe  if  this  is  going  to  be  applied  equally  that  every  effort  should 
be  made  to  bring  up  the  Spanish-speaking  employment  within  the 
Federal  system. 

HIRING   CJONSTRAINTS 

Mr.  Brecht.  I  agree.  Mr.  Chairman,  I  would  like  to  just  make  one 
more  comment,  and  that  is  on  this  question  of  the  filling  of  positions 
and  the  vacancies  and  so  on,  I  am  still  relatively  new  to  Government 
and  am  still  learning  the  ropes,  but  it  seems  to  me  one  of  the  big 
constraints  we  have  had  has  been  dollars.  The  positions  we  need,  but 
the  reason  we  haven't  been  able  to  fill  some  of  them  from  time  to  time 
has  been  we  haven't  had  the  dollars  to  go  with  it. 

Mr.  Steed.  Part  of  that,  of  course,  is  due  to  the  fact  that  these  pay 
raises  have  forced  you  to  absorb  and  otherwise  take  resources  away 
that  you  could  have  used  for  improving  your  total  manpower  picture. 
That  is  unfortunate  and  may  be  with  us  for  a  long  time.  We  don't 
know. 

Gentlemen,  I  want  to  express  the  committee's  appreciation  for  your 
appearance.  This  concludes  our  work  on  the  Office  of  the  Secretary. 
We  will  reconvene  at  2  o'clock  at  which  time  the  Federal  Law  En- 
forcement Training  Center  and  the  Bureau  of  Engraving  and  Printing 
items  will  be  taken  up. 

Justification  or  the  Budget  Estimate 

OFFICE  OF  THE  SECRETARY 

Federal  funds 
General  and  special  funds: 

Salabies  and  Exfexses 

For  necessary  expenses  in  the  OflSce  of  the  Secretary,  including  the  operation 
and  maintenance  of  the  Treasury  Building  and  Annex  thereof ;  hire  of  passenger 
motor  vehicles ;  and  not  to  exceed  $7,500  for  ofl5cial  reception  and  representation 
expenses  C$12,500,000]  $17,000,000. 

[For  an  additional  amount  for  "Salaries  and  expenses",  $3,800,000,  of  which 
$2,950,000  shall  be  available  only  for  reimburesment  for  services  performed  by 
other  agencies:  Provided,  That  this  paragraph  shall  be  effective  only  upon 
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enactment  into  law  of  H.R.  14370,  92d  Congress,  or  similar  legislation.]  (5  V.S.C. 
301,  302,  5311,  5901;  Treasury  Department  Appropriation  Act,  1973;  Supple- 
mental Appropriation  Act,  1973.) 

PROGRAM  AND  FINANCING 
[In  thousands  of  dollars] 

1972  actual    1973  estimate     1974  estimate 


Program  by  activities: 
Direct  program: 

1.  Program  direction  and  policy  coordination 

2.  Maintenance  of  Treasury  buildings  and  administrative  sup- 

port services 

Total  direct  program 

Reimbursable  program: 

1.  Program  direction  and  policy  coordination: 

(a)  Emergency  preparedness  function 

(b)  Other 

2.  Maintenance  of  Treasury  buildings  and  administrative  sup- 

port services 

Total  reimbursable  program 

Total  program  costs,  funded 

Change  in  selected  resources' 

Total  obligations 

Financing: 

Receipts  and  reimbursements  from:  Federal  funds 

Unobligated  balance  lapsing 

Budget  authority 

Budget  authority: 

Appropriation 

Transferred  to  other  accounts 

Transferred  from  other  accounts 

Appropriation  (adjusted) 

Relation  of  obligations  to  outlays: 

Obligations  incurred,  net 

Obligated  balance,  start  of  year 

Obligated  balance,  end  of  year 

Adjustments  in  expired  accounts 

Outlays 


8, 377 
3,184 

13,059 
3,228 

12, 837 
4,163 

11, 561 

16, 287 

17, 000 

72 
351 

358 

102 
450 

429 

108 
250 

208 

781 

981 

566 

12, 342 
-9  ... 

17,268 

17,566 

12, 333 

17, 268 

17,566 

-781 
340  ... 

-981 

-566 

11, 892 

16, 287 

17, 000 

11, 640 

16,300 
-13  ... 

17, 000 

-20 

272 

11,892 

16, 287 

17,000 

11, 552 

904 

-1, 149 

-32 

16, 287 

1,149 

-1, 166 

17, 000 

1,166 

-1, 166 

11,275 


16, 270 


17, 000 


1  Selected  resources  as  of  June  30  are  as  follows: 


1971 


1972 


1973 


1974 


Stores 

Undelivered  orders 

Total  selected  resources. 


189 
416 


605 


150 
446 


596 


150 
446 


596 


150 
446 


596 


Note:  Excludes  $1,300,000  statistical  data  in  support  of  revenue  sharing  for  activities  transferred  in  1974 
to  salaries  and  expenses.  Social  and  Economic  Statistics  Administration. 

This  appropriation,  in  addition  to  paying  the  salaries  of  the  Secretary  and  his 
assistants,  provides  for  the  executive  direction  of  the  various  functions  of  the 
Department,  general  supervision  of  the  legal  and  enforcement  activities  of  the 
several  bureaus,  administration  of  the  general  revenue  sharing  program  pursuant 
to  the  State  and  Local  Fiscal  Assistance  Act  of  1972,  and  for  general  administra- 
tive services,  including  maintenance  of  the  main  Treasury  Building  and  its  annex. 
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Object  Classification 
[In  thousands  of  dollars] 


1972 
actual 


1973 
estimate 


Direct  obligations: 

Personnel  compensation: 

Permanent  positions 8,244 

Positions  other  than  permanent - 95 

Other  personnel  compensation 241 

Total  personnel  compensation 8, 580 

Personnel  benefits:  Civilain 694 

Travel  and  transportation  of  persons 240 

Transportation  of  things 7 

Rent,  communications,  and  utilities 523 

Printing  and  reproduction 287 

Other  services 806 

Supplies  and  materials 217 

Equipment 206 

Insurance  claims  and  indemnities.. 2 

Total  costs,  funded 

Change  in  selected  resources 

Total  direct  obligations 

Reimbursable  obligations: 
Personnel  compensation: 

Permanent  positions 

Other  personnel  compesnation 

Total  personnel  compensation 490 

Personnel  benefits:  Civilian 34 

Travel  and  transportation  of  persons 8 

Transportation  of  things 

Rent,  communications,  and  utilities 19 

Printingand  reproduction. 7 

Other  services 173 

Supplies  and  materials 39 

Equipment 11 

Total  reimbursable  obligations 781 

Total  obligations 12,333 

Personnel  summary: 
Direct: 

Total  number  of  permanent  positions... 618 

Average  paid  employment 589 

Average  GS  grade 9.7 

Average  GS  salary $15,844 

Average  salary  of  ungraded  positions $8, 248 

Reimbursable: 

Total  number  of  permanent  positions 42 

Average  paid  employment .-  34 

Average  GS  grade 9.7 

Average  6S  salary - $15,844 

Average  salary  of  ungraded  positions $8,248 


981 


17, 268 


1974 
estimate 


9,422 

10, 936 

117 

139 

282 

321 

9,821 

11,396 

797 

933 

279 

505 

16 

38 

579 

1,132 

347 

415 

3,993 

1,962 

250 

313 

205 

306 

11,  561 

16. 287 

17,000 

-9  ... 

11  552 

16, 287 

17, 000 

470 

654 
23 

306 

20 

12 

677 

318 

53 

25 

11 

7 

1 

1 

21 

11 

190 

190 

24 

11 

4 

4 

566 


17,  566 


695 

756 

637 

723 

10.1 

10.1 

$16, 055 

$16,299 

$8,  281 

$8,314 

53 

23 

48 

21 

10.1 

10.1 

$16,055 

$16, 299 

$8,281 

$8,  314 

DEPARTIVIENT  OF  THE  TREASURY 
SALARIES  AND  EXPENSES,  OFFICE  OF  THE  SECRETARY 
ANALYSIS  OF  AUTHORIZED  LEVEL  FOR  FISCAL  YEAR  1974 
[Dollar  amounts  in  thousands] 


Permanent 
positions 

Average 

number  of 

positions 

Amount 

1973  appropriation  enacted  by  Congress 

695 

637 
723 

$16,  300 

Estimates,  1974... 

756 

17,000 
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SuMMABY  Justification  of  Fiscal  Year  1974  Budget  Estimates 

The  functions  of  the  Office  of  the  Secretary  are  directly  related  to  the 
responsibilities  of  the  Secretary  of  the  Treasury  as  a  major  policy  advisor  to  the 
President.  The  Office  of  the  Secretary  has  primary  responsibility  for  formulating 
domestic  and  international  financial,  tax,  and  fiscal  policies.  Other  responsibilities 
of  the  Office  of  the  Secretary  include  direction  and  administration  of  the  Depart- 
ment, supervision  of  legal  and  enforcement  activities  of  the  various  bureaus,  and 
the  operation  and  maintenance  of  two  buildings. 

The  amount  of  $16,300,000  was  appropriated  for  fiscal  year  1973  to  finance 
637  average  positions  and  miscellaneous  operating  expenses.  This  appropriation 
includes  a  supplemental  appropriation  of  $3,800,000  to  administer  Public  Law 
92-512,  "State  and  Local  Fiscal  Assistance  Act  of  1972." 

The  1974  appropriation  of  $17  million  is  an  increase  of  $700,000.  Almost  half 
of  this  increase  is  for  expenses  to  administer  the  State  and  Local  Fiscal  Assist- 
ance Act  of  1972.  Administering  this  act  which  covers  39,000  State  and  local 
governments  involves  a  variety  of  exceedingly  complex  responsibilities  and 
functions,  including :  computer  programing ;  control,  verification,  and  analysis 
of  data  used  for  applying  revenue-sharing  formulas ;  issuance  of  regulations ; 
adjudication  of  disputes  over  amounts  of  allocations  and  purposes  of  expendi- 
tures ;  onsite  audits  and  review  of  audit  reports  on  local  government  expenditures ; 
and  preparation  of  the  required  annual  reports  to  the  Congress.  The  total  increase 
is  arrived  at  as  follows:  (1)  $1,242,000  for  the  establishment  of  52  average 
positions  with  related  cost  to  handle  new  and  increased  workloads;  (2)  $300,000 
to  cover  the  lease  of  space;  and  (3)  $1,976,000  for  operating  expenses  necessary 
to  maintain  current  levels  offset  by  a  reduction  of  —$2,818,000  in  nonrecurring 
costs. 

The  1974  estimate  will  support  723  average  positions  and  essential  operating 
expenses. 

1.  Program  direction  and  policy  coordination. — ^The  function  of  this  activity  is 
to  provide  staff  assistance  to  the  Secretary  in  discharging  his  responsibilities  as 
a  member  of  the  President's  Cabinet  and  as  chief  financial  officer  of  the  Federal 
Government.  Included  in  this  function  are  Presidential  appointees  who  assist 
the  Secretary  in  formulating  fiscal  and  tax  policies,  and  the  following  staff 
offices :  Office  of  the  General  Counsel,  Office  of  Assistant  Secretary  for  Enforce- 
ment, Tariff  and  Trade  Affairs,  and  Operations,  Office  of  Fiscal  Assistant  Secre- 
tary, Office  of  Tax  Legislative  Counsel,  Office  of  Revenue  Sharing,  staffs  engaged 
on  research  and  analyses  programs  in  the  tax,  debt,  and  financial  areas,  and 
administrative  staffs  operated  under  the  supervision  of  the  Assistant  Secretary 
for  Administration. 

The  1974  estimate  for  this  activity  is  $12,837,000.  This  will  provide  56  new 
positions  (48  average  positions)  for  professional  and  clerical  assistance  in  the 
various  offices  as  follows :  . 

(1)  Twenty-nine  new  positions  are  needed  for  the  Office  of  Revenue  Sharing 
in  the  further  implementation  of  Public  Law  92-512,  "State  and  Local  Fiscal 
Assistance  Act  of  1972."  These  29  positions  are  as  follows :  a  deputy  office  direc- 
tor ;  a  municipal  finance  expert ;  three  attorneys ;  six  auditors ;  four  computer 
specialists;  two  computer  programers ;  two  program  analysts;  five  research 
analysts;  two  research  assistants;  an  administrative  assistant;  and  two  sec- 
retaries. The  additional  positions  are  required  to  handle  the  expanded  respon- 
sibilities in  legal  and  administrative  work  in  the  Office  of  Revenue  Sharing. 
Large  numbers  of  inquiries  are  received  from  the  recipients  of  revenue-sharing 
checks— States,  counties,  cities,  and  towns — regarding  detailed  explanation  of 
the  distribution  formulas.  Additionally,  recipients  are  making  claims  or  griev- 
ances concerning  the  revenue-sharing  payments  they  have  received.  The  legal 
workload  includes  promulgating  revenue-sharing  regulations  and  responding  to 
or  resolving  a  multitude  of  legal  questions  and  problems.  The  administrative 
workload,  cutting  across  the  entire  revenue-sharing  program,  also  increases 
because  of  the  magnitude  of  the  legal  work,  accompanied  by  growing  relations 
with  State  and  local  governments,  in  addition  to  (a)  accounting  and  auditing 
requirements,  and  (&)  reporting  procedures  for  the  States  and  localities  to  assure 
effective  Treasury  compliance  activities; 

(2)  A  special  assistant,  a  staff  specialist,  and  a  secretary  to  provided  needed 
staff  assistance  in  the  Office  of  the  Under  Secretary  to  strengthen  the  support 
to  the  Secretary  of  the  Treasury,  including  the  handling  of  special  assignments 
in  the  economic  and  tax  areas ; 


145 

(3)  Two  attorneys  and  two  secretaries  in  the  Office  of  the  General  Counsel 
to  provide  necessary  staflE  for  increased  legal  workload,  particularly  in  the  area 
of  enforcement  activity ; 

(4)  One  position  for  the  Office  of  Tax  Analysis — to  conduct  intensive  research 
in  tax  reform ; 

(5)  Six  positions  for  the  Assistant  Secretary  for  Enforcement,  Tariff  and 
Trade  Affairs,  and  Operations  to  cope  with  greatly  intensified  use  of  antiprice 
discrimination  measures  in  international  trade  and  domestic  industry's  interest 
in  preventing  unfair  foreign  competition  through  dumping  or  countervailing 
duties ; 

(6)  A  clerk-typist  in  the  Office  of  the  Deputy  Under  Secretary  (Congressional 
Relations)  to  handle  a  rising  workload  of  telephone  and  written  communica- 
tions ; 

(7)  A  special  assistant  for  the  Office  of  the  Assistant  Secretary  for  Adminis- 
tration to  establish  and  maintain  close  intercommunication  between  the  White 
House  and  Treasury  on  personnel  matters  in  noncareer  positions  ; 

(8)  A  deputy  director,  two  management  analysts,  and  four  personnel  positions, 
(two  professional  and  two  clerical)  for  the  Office  of  Management  and  Organiza- 
tion to  assist  the  Director  in  performing  his  increased  responsibilities  ; 

(9)  Two  positions  in  the  Office  of  Administrative  Programs  :  A  paperwork  man- 
agement specialist  to  fulfill  the  requirements  of  the  Federal  Records  Act  and 
the  Federal  Property  Management  Regulations ;  and  a  safety  management  spe- 
cialist to  comply  with  the  provisions  of  Public  Law  91-596,  the  Occupational 
Safety  and  Health  Act,  and  Executive  Order  11612  entitled  "Occupational  Safety 
and  Health  Program  for  Federal  Employees"  ; 

(10)  A  personnel  management  specialist  for  the  Departmental  Office  of  Per- 
sonnel to  monitor  the  executive  development  program  requested  by  the  Director 
of  Office  of  Management  and  Budget  in  his  memorandum  of  September  14,  1971, 
to  heads  of  departments  and  agencies  and  supported  by  the  Secretary  of  the 
Treasury ; 

(11)  An  auditor  to  assist  in  the  additional  audits  by  the  Office  of  Audit  in 
response  to  GAO's  suggestion  for  increased  frequency  of  appraisals  of  bureau 
audit  systems  and  to  meet  new  responsibilities,  including  audits  of  the  new 
Bureau  of  Alcohol,  Tobacco,  and  Firearms,  and  the  Working  Capital  Fund. 

The  lease  of  space  for  the  Office  of  Revenue  Sharing  and  the  moves  and  altera- 
tions necessary  to  consolidate  satellite  offices  in  space  being  vacated  in  the  main 
Treasury  Building  will  cost  $300,000,  and  $1,090,000  will  be  required  for  the 
annualization  of  34  average  positions  authorized  for  part  of  fiscal  year  1973. 

The  1974  estimate  will  support  560  average  positions. 

2.  Maintenance  of  Treasury  buildings  and  administrative  support  services.— 
This  activity  provides  the  general  administrative  support  services  for  the  entire 
Office  of  the  Secretary  including  maintenance  of  the  main  Treasury  Building 
and  its  annex. 

The  1974  estimate  for  this  activity  is  $4,163,000,  an  increase  of  $935,000  over  the 
requirements  for  the  current  year.  This  increase  provides  for  five  new  positions 
in  this  activity,  as  well  as  the  support  costs  of  the  56  new  positions  in  activity  1 ; 
increased  postage  and  telecommunications  costs  for  the  revenue  sharing  program 
of  $40,000;  and  a  net  cost  of  $715,000,  to  maintain  current  levels. 

The  estimate  for  this  activity  will  support  163  average  positions  and  finance 
the  various  administrative  expenses  for  the  Office  of  the  Secretary. 

SALARIES  AND  EXPENSES,  OFFICE  OF  THE  SECRETARY 
SUMMARY  OF  EMPLOYMENT 
[Average  number  of  positions] 


Actual,  — 
1972 

Estimated 
1973 

1974 

Increase  (-|-)  or  decrease  (- 
for  1974 

-) 

Total 

Program 

increase           Other 

Statutory  executive  positions.   .  . 

11 

14 
103 
211 
216 

93 

14  . 
107 
253 
232 
117 

9' 
39 
18 
20 

9     .... 

29 

12 

2 

Professional  staff 

98 

Administrative 

Clerical  and  secretarial  .. 

179 

.  _                   191 

10 

6 

Duplicating,  crafts,  and  custodial... 

110 

18 

Total  positions..  .  . 

589 

637 

723 

86 

52 

34 

146 

March  13,  1973. 
FEDERAL  LAW  ENFORCEMENT  TRAINING  CENTER 

Salaries  and  Expenses  and  Construction 
WITNESSES 

EDWARD  L.  MORGAN,  ASSISTANT  SECRETARY  FOR  ENFORCE- 
MENT,   TARIFF   AND   TRADE  AFFAIRS,   AND   OPERATIONS 

WILLIAM  B.  BUTLER,  DIRECTOR,  FEDERAL  LAW  ENFORCEMENT 
TRAINING   CENTER 

ROBERT  G.  EFTELAND,  DEPUTY  DIRECTOR,  FEDERAL  LAW  EN- 
FORCEMENT  TRAINING  CENTER 

DAVID  W.  McKINLEY,  BUDGET  AND  FISCAL  OFFICER,  FEDERAL 
LAW   ENFORCEMENT   TRAINING  CENTER 

JOHN  P.  S.  STEMPLE,  DIRECTOR,  CRIMINAL  INVESTIGATOR  SCHOOL, 
FLETC 

ALVIN   C.    TURNER,   DIRECTOR,   POLICE   SCHOOL,   FLETC 

MICHAEL  MARTINEZ,  DIRECTOR,  CURRICULUM  DEVELOPMENT  DI- 
VISION,  FLETC 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND 
FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  this  afternoon  for  further  consideration 
of  the  1974  fiscal  year  budget  request  of  the  Department  of  the  Treas- 
ury. We  are  taking  up  this  afternoon  the  budget  request  for  the  Fed- 
eral Law  Enforcement  Training  Center,  Salaries  and  Expenses  which 
in  1973  was  $2  million.  The  1974  estimate  is  $2.2  million,  an  increase 
over  1973  of  $200,000. 

In  the  construction  item  no  appi'opriation  was  made  in  1973.  A  re- 
quest for  $6  million  for  construction  is  contained  in  the  1974  estimate. 

We  are  pleased  to  have  Assistant  Secretary  for  Enforcement,  Tariff 
and  Trade  Affairs  and  Operations,  Mr.  Morgan,  with  us  and,  Mr. 
Secretary,  if  you  would  like  to  identify  your  associates  for  the  record 
we  will  be  glad  to  have  your  statement. 

General  Statement 

Mr.  Morgan.  Mr.  Chairman  and  members  of  this  distinguished  sub- 
committee, I  am  pleased  to  appear  here  today  in  support  of  the  fiscal 
year  1974  appropriation  request  of  the  consolidated  Federal  Law  En- 
forcement Training  Center  (FLETC). 

I  would  like  to  introduce  the  representatives  of  the  Center  who 
are  accompanying  me  today :  Mr.  William  B.  Butler,  Director  of  the 
Center;  Mr.  Eobert  G.  Efteland,  Deputy  Director;  Mr.  David  W.  Mc- 
Kinley,  Budget  and  Fiscal  Officer;  Mr.  John  P.  S.  Stemple,  Director, 
Criminal  Investigator  School ;  Mr.  Alvin  C.  Turner,  Director,  Police 
School;  and  Mr.  Michael  Martinez,  Director,  Curriculum  Develop- 
ment Division. 

We  will  be  happy  to  submit  for  the  record  any  biogi'aphical  mate- 
rial that  you  request. 
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I  will  first  discuss  the  status  of  construction  for  the  Beltsville  fa- 
cility and  the  salary  and  expense  request  thereafter. 

GONSTRUOTTON  REQUEST 

Our  fiscal  year  1974  construction  appropriation  request  is  $6  mil- 
lion. This  would  bring  total  moneys  appropriated  to  the  Center  to  $33 
million.  The  prospectus  approved  in  1971  calls  for  the  total  cost 
to  the  Center  for  this  facility  in  direct  appropriations  to  be  $50,- 
866,000  and  the  total  cost  from  all  sources  to  be  $52,664,000.  The  re- 
quired balance  of  $17,866,000,  which  includes  estimates  for  equipment, 
will  be  requested  in  a  later  fiscal  year. 

CONSTRUCTION  OBLIGATIONS 

At  the  end  of  fiscal  year  1972,  construction  funds  of  $3,607,000 
had  been  obligated  from  the  Center's  appropriations ;  and  total  obli- 
gations on  all  funds  available  for  constructing  the  facilities  were 
$5,255,000.  Our  outlays  during  that  same  period  totaled  approximately 
$4,600,000  from  all  sources  and  $2,957,000  from  Center  funds.  These 
included  the  completion  of  the  special  training  building  and  the  out- 
door firing  ranges,  and  the  motorcade  training  area,  all  of  which  are 
now  operational. 

You  will  recall,  Mr.  Chairman,  you  asked  the  question  at  the  first 
day  of  hearings  with  the  Secretary  regarding  the  situation  on  the 
firing  ranges  in  inclement  weather.  I  can  report  that  it  is  a  fine  fa- 
cility which,  along  with  the  indoor  ranges  and  the  Training  Center 
support  buildings,  can  be  operated  during  inclement  weather  with 
no  difficulty. 

SEWER  SERVICE 

The  Center  has  reached  an  agreement  with  the  Department  of  Agri- 
culture to  tie  in  to  the  sewage  disposal  plants  of  the  Agriculture  Re- 
search Center  (ARC),  which  are  to  be  enlarged  and  improved.  The 
ARC  has  been  told  to  upgrade  its  current  facilities  by  EPA  and  the 
Potomac  River  Enforcement  Conference.  The  estimated  total  cost  of 
upgrading  the  ARC  facility  to  which  the  Training  Center  will  be  con- 
nected is  $750,000.  The  Training  Center  has  agreed  to  contribute  to 
this  cost  but,  if  Agriculture  is  unable  to  allocate  funds  for  this  pur- 
pose, the  Training  Center  would  consider  funding  the  total  $750,000 
cost.  This  would  be  less  expensive  than  constructing  our  own  on-site 
facility  at  $1,300,000  (which  is  within  the  amount  authorized  for  the 
construction  of  these  facilities  by  the  Congress) . 

LAW  SUIT 

A  law  suit  filed  by  the  Maryland-National  Capital  Park  and  Plan- 
ning Commission  and  the  District  Council  for  Prince  Georges'  County 
contended  that  the  FLETC's  environmental  impact  statement  previ- 
ously filed  was  inadequate. 

Treasury  stipulated  that  it  would  not  proceed  with  construction  un- 
til a  revised  statement  was  filed.  The  revised  statement  was  filed  No- 
vember 24, 1972. 
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On  February  6,  1973,  the  plaintiffs  filed  a  motion  for  permission  to 
amend  their  complaint  objecting  to  the  sufficiency  of  the  environmental 
impact  statement,  alleging  failure  to  comply  with  Executive  Order 
11512,  and  renewing  their  request  for  injunction.  Treasury  and  GSA 
are  working  with  the  Department  of  Justice  to  file  a  motion  for  sum- 
mary judgment  for  dismissal  of  the  complaint  on  the  grounds  that  the 
environmental  impact  statement  does  fully  comply  with  the  National 
Environmental  Policy  Act,  Since  the  lawsuit  does  not  present  a  legal 
impediment,  the  GSA  has  advertised  for  a  bid  for  clearing  and 
grubbing,  the  first  of  the  construction  contracts  for  the  balance  of  the 
facility, 

CURRENT  PLANNING 

We  plan  to  obligate  $1,9  million  during  this  fiscal  year  with  corre- 
sponding outlays  of  $2,5  million. 

Assuming  that  the  Congress  will  appropriate  the  balance  of  $1Y,- 
866,000  in  fiscal  year  1975  and  that  the  necessary  outlay  ceilings  are 
granted,  the  GSA  believes  we  can  conclude  the  project  at  close  to  the 
$52,664,000  cost  estimate. 

SALARIES    AND   EXPENSES 

For  salaries  and  expenses,  $2,200,000  is  requested  for  fiscal  year 
1974,  an  increase  of  $200,000  over  the  fiscal  year  1973  appropriation. 
This  will  provide  needed  additional  personnel  and  necessary  financial 
support  for  the  police  school,  which  began  operations  during  the  cur- 
rent fiscal  year,  and  also  to  continue  the  planning  and  development 
work  necessary  for  full  scale  operations  at  our  Beltsville  facility, 

CRIMINAL  INVESTIGATOR   SCHOOL 

The  criminal  investigator  school  (CIS),  formerly  the  Treasury 
law  enforcement  school  (TLES),  will  continue  its  present  rate  of 
training,  approximately  1,200  students,  during  fiscal  year  1974.  The 
current  6I/2  week  training  program  will  be  expanded  to  a  7-  and  pos- 
sibly an  8-week  curriculum.  Members  of  the  staff  will  be  involved  with 
the  curriculum  development  division  to  lend  support  in  the  expansion 
of  the  curriculum.  The  staff  will  also  be  preparing  for  increased  train- 
ing loads  as  all  participating  agencies  start  using  the  school  prepara- 
toT-y  to  operating  in  Beltsville, 

The  CIS  staff  also  conducts  an  advanced  photography  school.  Five 
classes  will  be  conducted  during  fiscal  year  1973  and  the  school  will  be 
expanded  to  six  classes  in  fiscal  year  1974,  No  additional  funds  are 
being  requested  for  this  activity, 

POLICE    SCHOOL 

The  police  school  began  operations  during  the  current  fiscal  year. 
The  training  program  is  at  present  12  weeks  in  length,  with  approxi- 
mately 48  students  in  each  class.  Participants  in  the  program  during 
this  year  and  fiscal  year  1974  are  IT,S,  Park  Service  Police  Officers  and 
Rangers,  Executive  Protective  Service  Officers,  U.S.  Marshals,  Smith- 
sonian Zoo  Police  Officers,  and  BIA  Indian  Police  Officers. 
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During  this  fiscal  year  364  students  will  be  graduated  in  eight 
classes.  In  fiscal  year  1974  it  is  estimated  that  654  students  will  be 
graduated  in  14  classes. 

Existing  positions  are  inadequate  to  service  the  workload  of  the 
police  school.  Arrangements  have  been  made  with  the  participating 
agencies  to  furnish  instructor  support  for  the  remainder  of  this  fiscal 
year  on  a  nonreimbursable  basis. 

Our  fiscal  year  1974  appropriation  request  includes  additional  funds 
and  positions  to  support  this  activity  adequately. 

CURRICULUM   DE^^I.OPMENT   WORK 

During  fiscal  year  1974  the  curriculum  development  division  will 
continue  to  work  on  the  development  of  the  curricula  for  the  Beltsville 
facility.  In  fiscal  year  1973  there  has  been  and  will  be  additional  work 
on  the  police  school  curriculum,  as  well  as  work  on  the  exjDansion  of  the 
criminal  investigator  school. 

Our  fiscal  year  1974  request  provides  additional  positions  to  aug- 
ment the  professional  staff  of  the  curriculum  development  division. 

CONCLUSION 

Mr.  Chairman  and  member  of  the  committee,  I  want  to  thank  you 
for  this  opportunity  to  present  this  material  for  your  consideration. 
We  will  be  happy  to  answer  any  questions  you  have. 

SALARIES  AND   EXPENSES 

Mr.  Steed.  Thank  you. 

Mr.  Secretary,  one  question  I  would  have  right  now  is  you  are  ask- 
ing for  a  $200,000  increase  in  1974  over  1973.  Could  you  give  us  a 
comment  on  what  constitutes  the  reason  for  asking  for  the  increase? 

Mr.  Morgan.  The  increase  in  salaries  and  expenses,  Mr.  Chairman  ? 

Mr.  Steed.  Whatever  the  increase  is. 

Mr.  Morgan.  Yes,  sir.  Primarily  it  is  additional  personnel.  I  am  sure 
the  Director  could  break  it  out  for  you  if  you  woidd  like. 

Mr.  Butler.  The  majority  of  it  is  additional  personnel  for  the 
police  school.  The  police  school  began  operating  at  the  beginning  of 
fiscal  year  1973. 

Mr.  Steed.  We  are  talking  about  how  many  people  and  how  many 
people  will  you  have  next  year  if  this  increase  is  granted  ? 

police  school  instructors 

Mr.  Butler.  We  are  only  asking  for  seven  additional  positions,  but 
at  the  present  time  we  have  positions  which  are  filled  in  a  sense,  but  not 
actually  occupied  because  we  have  men  detailed  to  us  from  the  partici- 
pating organizations  to  act  as  instructors,  some  of  them  on  nonreim- 
bursable details,  some  of  them  on  reimbursable  details. 

We  have  a  great  problem  in  coordinating  our  instructor  force  on 
the  Police  School  because  of  the  differing  pay  schedules.  The  Execu- 
tive Protective  Service  and  the  Park  Police  are  paid  on  the  j^olice- 
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type  schedule.  In  addition  their  retirement  is  different  than  that  of 
employees  in  the  general  schedule.  We  do  not  now  have  authority  to 
pay  those  police  schedules. 

We  have  worked  out  arrangements  with  the  organizations  to  detail 
the  men  to  us  to  serve  as  instructors.  Therefore,  we  now  have  seven 
men  we  are  paying  by  reimbursing  their  agencies  and  probably  we  will 
have  seven  or  eight  more  that  are  on  the  training  center's  staff  but  do 
not  occupy  positions  authorized  for  the  center. 

Part  of  the  new  positions  will  be  used  for  instructors  who  will  be 
permanent  on  the  training  center  staff.  The  rest  of  the  instructors  will 
continue  to  be  detailed  from  the  participating  organizations  which 
will  be  reimbursed.  We  will  pay  the  Department  of  the  Interior  the 
cost  of  the  Park  Police  and  Park  Rangers  that  they  detail  to  us. 

MANPOWER  PROJECTIONS 

Mr.  Steed.  You  are  talking  about  a  projected  completion  of  the  en- 
tire school  construction  program  by  sometime  in  1975  or  shortly  there- 
after. Assuming  that  this  goes  on  schedule  and  you  are  able  to  get 
your  physical  properties  the  way  you  want  them,  what  will  you  have 
in  terms  of  manpower  in  the  school  that  you  are  hoping  for* 

Mr.  Butler.  It  is  a  little  difficult  for  me  to  answer  that  question, 
Mr.  Chairman.  The  original  projections  called  for  us  to  have  96  in- 
structors when  we  are  fully  operational  out  there.  My  estimate  now  is 
that  we  could  probably  function  with  less  than  that.  It  depends  to  a 
large  extent  on  the  size  of  our  classes. 

NUMBER  OF  TRAINEES 

Mr.  Steed.  That  was  going  to  be  my  next  question.  Do  you  antici- 
pate your  student  load  will  be  somewhere  as  envisioned  in  the  original 
forecast  ? 

Mr.  Butler.  Yes,  sir.  Again,  we  have  great  difficulty  there  because 
our  student  load  varies  as  the  appropriations  are  available  to  the 
participating  agencies.  The  best  estimate  that  we  can  make  now  is  that 
what  appeared  in  the  original  prospectus  will  be  right.  Of  course  as 
of  this  time,  except  for  this  advanced  photography  school,  which  is 
really  a  very  small  thing,  we  are  teaching  only  the  recruit  training. 
We  are  not  doing  any  of  the  advanced  or  in-service  training.  Students 
in  those  courses  will  be  a  large  part  of  the  students  attending  the 
school. 

FUNCTIONING    OF   EXISTING    FACILITIES 

Mr.  Steed.  You  are  using  some  of  the  facility  out  there  already, 
the  firing  range  and  a  few  others.  Could  you  give  us  a  little  reading 
on  what  you  now  have  in  use,  and  are  the  mechanical  devices  working 
satisfactorily  ? 

Mr,  Morgan.  Mr.  Chairman,  the  ranges  are  actually  managed  by  the 
Secret  Service.  We  have  the  indoor  and  outdoor  firing  ranges  and  the 
motorcade  training  area,  wliicli  is  a  mockup  of  a  downtown  street. 

I  think  it  might  be  appropriate  if  you  and  the  subcommittee  could 
tour  that  range  and  see  how  it  operates. 

Mr.  Steed.  We  are  trying  to  plan  that  and  hope  we  get  some  time 
so  we  can  actually  do  it.  Since  it  is  largely  mechanical  in  some  of  its 
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operation,  have  you  encountered  any  difficulty  with  your  mechanical 
devices  ?  Are  they  working  pretty  well  ? 

Mr.  Morgan.  Yes,  sir;  they  are  living  up  to  the  projected  expecta- 
tions. We  haven't  encountered  anything  more  than  minor  mechanical 
difficulty.  Our  advanced  range,  which  is  computer-operated  in  terms 
of  target  operation  and  registration  of  numbers  of  hits  and  reaction 
time,  is  functioning  very  well. 

Mr.  Steed.  Mr.  Robison,  will  you  take  over  and  ask  some  questions 
while  I  go  to  the  floor  ? 

Mr.  RoBisoN.  Yes,  sir. 

CONSTRUCTION   COSTS 

Mr.  Morgan,  there  is  reference  in  your  prepared  statement  to  the 
prospectus  for  this  facility,  as  approved  in  1971,  calling  for  a  cost 
of  pretty  close  to  $51  million  and  a  total  cost  from  all  sources  to  be 
$52,664,000.  What  is  the  difference  here  ?  One  says  "direct  appropria- 
tions," the  first  figure,  and  the  other  "total  cost  from  all  sources." 
Do  you  know  ? 

Mr.  Morgan.  I  would  like  to  have  our  budget  man  answer  that  if 
he  may,  Congressman. 

Mr.  RoBisoN.  Are  there  some  carryovers,  or  some  equipment  that 
you  are  going  to  provide,  that  will  not  require  appropriation? 

Mr.  McKiNLEY.  $1.5  million  was  appropriated  to  the  Secret  Serv- 
ice initially  for  this  project  and  GSA  allocated  some  $175,000.  Those 
amounts  are  in  addition  to  the  $50.8  million  which  are  referred  to  as 
direct  obligations.  That  is  the  difference. 

Mr.  Robison.  Wlien  you  factor  those  items  in  you  come  to  the 
$52,664,000  figure? 

Mr.  McKiNLEY.  Yes.  sir. 

Mr.  RoBisoN.  Again,  Mr.  Morgan,  on  page  4,  you  express  the  hope, 
on  the  part  of  Treasury,  that  you  can  conclude  the  project  at  "close 
to"  the  cost  estimate  figure  we  were  just  using.  What  are  the  factors 
that  might  be  involved  that  would  make  that  ambition  impossible 
to  achieve  ? 

For  instance,  let  me  ask  you,  would  the  potential  sewer  connection 
cost,  if  the  Center  has  to  pick  up  the  entire  cost  of  that,  affect  this 
item? 

Mr.  Morgan.  Yes,  Congressman,  that  could,  but  I  think  the  kinds 
of  factors  that  we  are  alluding  to  are  that,  when  the  General  Services 
Administration  indicates  that  the  Training  Center  can  be  built  with- 
in the  authorization  we  have,  the  GSA  could  not  have  anticipated 
the  lawsuit  and  taken  that  into  account.  There  is  always  the  possibility 
of  delays  and,  given  the  current  situation  generally  in  constrviction, 
the  possibility  of  an  increase  in  base  construction  costs  could  make  the 
final  figure  vary  some. 

NEPA  LAWSUIT 

Mr.  RoBisoN.  Did  the  chairman,  in  my  temporary  absence  for 
voting  purposes,  go  into  the  questions  involved  in  the  environmental 
lawsuit  ? 

Mr.  Morgan.  Not  particularly,  sir. 
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Mr.  RoBisoN.  Can  you  tell  us,  just  briefly,  or  can  someone  tell  us 
what  the  basis  for  the  complaint  with  regard  to  the  alleged  insufficiency 
of  the  environmental  impact  statement  might  be  ? 

Mr.  Morgan.  In  part  at  the  beginning  I  believe  the  general  allega- 
tions were  that  we  had  not  sufficiently  prepared  the  kind  of  statement 
required.  Now  that  we  have  submitted  what  we  believe  to  be  a  sufficient 
impact  statement  I  think  the  plaintiffs  are  taking  a  couple  of  posi- 
tions which,  since  I  am  on  the  defense  side,  I  would  prefer  not  to  argue 
their  case  on.  I  would  be  happy  to  submit  any  of  their  briefs  and  posi- 
tions for  this  committee's  review  if  you  desire  them. 

Mr.  RoBisoN.  Well,  who  are  the  plaintiffs  in  the  case  ? 

Mr.  Morgan.  The  Maryland  National  Capital  Park  and  Planning 
Commission  and  the  District  Council  for  Prince  Georges  County. 

Mr.  RoBisoN.  It  would  appear  as  if  they  are  concerned  for  their  own 
planning  purposes  more,  perhaps,  than  environmental  reasons,  al- 
though the  two  sometimes  relate,  of  course. 

Mr.  Morgan.  Yes,  sir. 

Mr.  RoBisoN.  Why  don't  you  submit  for  the  record,  without  getting 
into  the  merits  of  the  pending  litigation,  a  brief  synopsis  of  what  the 
issues  appear  to  be  on  a  factual  basis  ? 

Mr.  Morgan.  All  right,  sir.  We  will. 

[The  information  follows :] 

LAWStriT 

A  lawsuit  was  filed  in  February  1972,  in  the  U.S.  District  Court  for  the  District 
of  Columbia  by  the  Maryland-National  Capital  Park  and  Planning  Commission 
and  the  District  Council  for  Prince  George's  County  seeking  to  enjoin  the  con- 
struction of  the  Law  Enforcement  Training  Center  facilities  on  the  Beltsville 
site.  The  complaint  alleged  that  construction  of  those  facilities  would  violate  the 
National  Environmental  Policy  Act  (NEPA)  because  the  center  had  not  filed 
an  adequate  environmental  impact  statement   (EIS). 

A  draft  environmental  impact  statement  on  the  project  was  filed  in  July  1970, 
and  a  final  statement  was  issued  in  May  1971.  In  the  meantime,  construction  of 
the  facilities  originally  planned  for  the  predecessor  Secret  Service  Training 
Center  had  taken  place.  These  were  substantially  completed  by  early  1971.  Also 
in  July  1971,  283  additional  acres  of  land  for  the  Center  were  transferred  from 
the  Department  of  Agriculture  to  Treasury. 

The  plaintiffs  alleged  that  the  EIS  which  had  been  filed  did  not  adequately 
comply  with  the  provisions  of  NEPA  on  the  principal  grounds  that  inadequate 
consideration  had  been  given  to  (a)  the  location  of  the  Center  on  land  locally 
planned  for  open  space,  and  (b)  sewage  disposal.  The  Calverton  Citizens  Associa- 
tion intervened  in  the  suit  as  a  party  plaintiff. 

Conceding  that  the  original  statement,  filed  very  early  in  the  history  of  NEPA, 
was  inadequate  in  some  respects,  the  Department  agreed  to  a  stipulation  that 
no  further  construction  of  the  Center  would  be  carried  out  until  a  new  statement 
had  been  prepared. 

A  draft  of  the  new  statement,  in  which  the  objections  previously  raised  to 
the  site  were  extensively  set  forth  and  considered,  was  filed  on  August  1,  1972, 
and  distributed  for  comment.  It  was  the  subject  of  comments  by  a  number  of 
agencies  and  interested  groups,  including  a  reiteration  of  opposition  to  the  project 
by  the  authorities  of  Prince  George's  County,  the  Maryland-National  Capital 
Park  and  Planning  Commission,  and  the  Calverton  Citizens  Association.  A  final 
statement  taking  the  comments  into  account,  was  filed  with  the  Council  on 
Environmental  Quality  on  November  24,  1972. 

Among  other  things  this  statement  pointed  out  that  in  1961,  the  Public  Works 
Committees  of  the  Senate  and  House  of  Representatives  approved  the  location 
of  the  Center  on  a  portion  of  the  Agricultural  Research  Center  lands  at  Beltsville, 
in  Prince  George's  County,  Md.,  on  which  training  facilities  for  the  U.S. 
Secret  Service  had  already  been  planned.  The  approval  was  reaflSrmed  in  1971 
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after  hearings  by  the  Senate  committee  in  which  testimony  strongly  opposing 
the  site  was  presented  by  the  chairman  of  the  Prince  George's  County  Council. 

In  its  comments  on  the  draft  statement,  the  Environmental  Protection  Agency 
urged  that  instead  of  constructing  its  own  sewage  disposal  plant,  which  tech- 
nically would  be  feasible,  the  Center  enter  into  arrangements  with  the  Depart- 
ment of  Agriculture  for  disposing  of  its  sewage  through  an  enlarged  and  improved 
plant  to  be  constructed  nearby  by  that  Department  for  its  own  Research  Center. 

At  the  same  time  the  EIS  was  filed,  a  memorandum  by  the  Director,  CFLETC, 
was  filed  in  which  he  gave  his  opinion  on  the  issues  discussed  in  the  EIS  and 
recommended  that  the  facilities  at  Beltsville  be  built.  Shortly  after  the  EIS 
and  this  memorandum  were  filed,  the  Center  learned  that  the  Department  of 
Agriculture  was  willing  to  let  the  Center  tie  into  one  of  the  sewage  disposal 
plants  on  the  Agricultural  Research  Center  for  which  plans  for  improvements 
were  then  being  made,  if  the  Training  Center  would  pay  the  increase  in  cost 
for  planning  and  building  the  enlargement  to  the  plant  that  would  be  required 
to  handle  the  sewage  for  the  Training  Center.  The  Training  Center  agreed  with 
Agriculture  to  make  those  contributions  and  then  filed  a  supplemental  memo- 
randum by  the  Director  stating  that  the  decision  had  been  made  to  dispose  of 
the  Center's  sewage  by  tying  into  the  enlarged  and  improved  ARC  plant. 

On  January  5,  1973,  the  Assistant  Secretary  for  Enforcement,  Tariff  and  Trade 
Affairs  and  Operations,  having  considered  the  new  environmental  impact  state- 
ment and  the  pertinent  nonenvironmental  factors,  issued  a  decision  that  con- 
struction of  the  facilities  of  the  Center  at  Beltsville  should  proceed  and  that  the 
sewerage  solution  proposed  by  EPA  should  be  adopted.  After  waiting  a  couple 
of  weeks  for  the  plaintiffs  to  react  to  the  advice  they  had  received  of  the  decision 
by  the  Assistant  Secretary,  the  Training  Center  directed  the  General  Services 
Administration  to  advertise  for  bids  for  the  first  contract  for  the  construction 
of  the  facilities,  and  about  the  end  of  January  advised  the  plaintiffs  that  such 
advertisement  had  been  issued. 

On  February  8,  the  plaintiffs  filed  a  motion  to  amend  their  complaint,  al- 
leging that  the  new  statement  was  inadequate.  Essentially  the  plaintiffs  com- 
plain that  the  new  statement  does  not  adequately  deal  with  the  same  two  ques- 
tions of  the  provisions  for  sewage  and  disposal,  and  location  in  an  area  locally 
planned  for  open  space  that  were  primary  grounds  for  their  objection  to  the 
original  statement.  The  amended  complaint  also  alleged  that  the  Government  had 
not  complied  adequately  with  Executive  Order  No.  11512,  which  requires  that 
in  planning  Federal  space,  proposed  developments  shall  be  to  the  greatest  extent 
practicable  consistent  with  local  plans.  The  plaintiffs  have  also  filed  motions  for 
an  injunction  to  prevent  any  construction  of  the  facilities  for  the  Center. 

The  Office  of  the  General  Counsel  of  the  Treasury  and  the  attorneys  at  the 
Justice  Department  handling  the  lawsuit  believe  that  the  plaintiffs'  contentions 
are  not  well  founded.  A  motion  for  a  summary  judgment  has  been  filed.  It  as- 
serts that  the  new  EIS  is  adequate  and,  therefore,  the  plaintiff's  complaint  should 
be  dismissed.  A  decision  by  the  district  court  is  anticipated  within  30  to  60  days. 

DELAY    FROM    T.AWSTLTIT 

Mr.  RoBisoN.  Do  you  have  any  prognostication  to  give  \\s  as  to  when 
this  impediment,  which  yon  say  is  not  presently  a  "legal*'  impediment, 
might  be  removed  ? 

Mr.  Morgan.  As  soon  as  tlie  judge  rules  on  our  motion  for  summary 
judgment.  We  feel  we  are  on  sound  ground. 

Mr.  RoBTSON.  T^Hiat  is  the  timetable,  as  best  one  can  tell,  for  some 
sort  of  decision  here  ? 

Mr.  Butler.  The  motion  for  summary  judgment  if  it  hasn't  already 
been  filed  will  be  filed  today  or  tomorrow.  Our  lawyer  at  Justice  in- 
dicat<^s  that  he  thinks  we  ought  to  get  a  disposition'  of  the  motion  in 
April.  I  can't  pin  him  down  any  tighter  than  that. 

Mr.  RoBisoN.  We  will  hope  that  you  will  keep  us  advised  of  the 
situation  as  it  goes  along. 

Mr.  Butler.  I  will  be  glad  to. 
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SYSTEM  OF  FUNDING 


Mr.  Morgan.  Participants  in  the  program  durino^  this  year  were 
such  diverse  police  trainees  as  Park  Service  police  officers  and  rangers, 
Executive  Protective  Service  officers,  even  Smithsonian  Zoo  police, 
and — I  almost  hestitate  to  mention  this  last  category  in  light  of  what 
is  going  on  at  Wounded  Knee — BIA  Indian  Police'officers. 

Mr.  RoBisoN.  Probably  we  have  had  this  information  given  to  us 
in  the  past,  and  we  may  get  into  it  later  on  with  the  Director,  but  is 
there  a  cost  contribution  from  these  non-Treasury  agencies  when  these 
types  of  police  trainees  are  trainees  at  the  school  ? 

Mr.  Butler.  No,  sir.  The  original  prospectus  for  the  Center  sub- 
mitted to  the  Congress  back  in  1968  went  into  the  background  of  differ- 
ent methods  of  financing  the  Training  Center.  It  concluded  that  the 
best  method  was  a  single  appropriation  to  the  lead  agency,  in  this  case 
the  Treasury  Department,  to  support  all  of  the  training. 

This  prospectus  provides  that  the  Training  Center  will  seek  con- 
tributions from  agencies  sending  their  personnel  to  the  Center  only  in 
the  event  there  is  some  unusual  call  on  us  that  was  not  provided  in 
the  budget. 

In  this  particular  year  we  have,  in  a  sense,  had  a  contribution.  The 
Marshal  Service  wanted  to  come  in  earlier  than  we  had  planned  for. 
We  said,  "We  can't  support  you."'  So  they  gave  us  a  contribution  in 
personnel.  They  sent  a  detail,  10  men,  to  serve  as  instructors.  There  is 
no  transfer  of  funds.  We  couldn't  have  taken  care  of  the  deputy 
marshal  trainees  without  those  instructors. 

Mr.  RoBisoN.  But  some  of  the  participating  agencies  are  furnishing 
instructor  support? 

Mr.  Butler.  Yes,  sir.  At  this  time  the  Marshals  and  the  Executive 
Protective  Service  are  also  furnishing  us  instructors,  detailed,  non- 
reimbursable, which  is  in  effect  a  contribution  of  their  salaries. 

Mr.  RoBisoN.  WWch  means  Treasury  doesn't  reimburse  them. 

Mr.  Butler.  That  is  correct,  sir. 

Mr.  RoBisoN.  I  have  no  further  questions  at  this  time. 

Mr.  Chairman. 

Mr.  Steed.  Mr.  Addabbo. 

POLICY  ON  non-federal  TRAINEES 

Mr.  Addabbo.  Mr.  Secretary,  will  these  facilities  be  available  to  any 
foreign  nations  for  the  training  of  their  personnel  ? 

Mr.  Morgan.  Mr.  Congressman,  we  haven't  delved  into  that  policy 
question.  That  woidd  be,  I  assume,  first  a  question  of  housing  and  the 
Training  Center's  ability  to  provide  the  facilities  over  and  above  those 
required  by  the  agencies  which  participate  on  a  consolidated  basis. 

Assuming  we  had  the  facilities,  certainly  we  could  open  the  question 
as  to  Avhat  extent  we  could  provide  that  type  of  training  or  augment 
other  training. 

Mr.  Addabbo.  Will  these  facilities  be  available  to  members  of  the 
police  force  of  any  other  cities  ? 

Mr.  Morgan.  It  isn't  contemplated  at  the  moment  that  they  would 
be.  We  are  not  attempting  to  run  anything  competitive  with  the  FBI 
Police  Academy. 
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Mr.  Addabbo.  Thank  you. 
No  further  questions. 

COSTS   OF   DELAY 

Mr.  Steed.  Mr.  Myers. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Because  of  the  injunction  and  the  request  for  further  environmental 
studies,  has  there  been  any  additional  cost  in  the  construction  of  this 
facility  ? 

Mr.  Morgan.  Congressman  Myers,  I  think  our  best  estimates  are 
that  delay  can  always  possibly  increase  construction  costs. 

At  this  time  GSA  is  still  indicating  that  they  think  we  can  complete 
it  within  approximately  the  cost  that  we  have  estimated  but,  of  course, 
if  we  run  into  legal  snags,  a  delay  could  cause  some  kinds  of  increases. 

Mr.  Myers.  That  is  all,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Bevill. 

SOURCES  and   numbers   OF  TRAINEES 

Mr.  Bevill.  Thank  you,  Mr.  Chairman. 

You  may  have  set  this  out,  but  I  would  like  to  know,  Mr.  Secretary, 
who  will  be  trained  at  this  Center  under  the  present  plan  ?  I  realize 
you  may  expand  them  later. 

Mr.  Morgan.  Under  the  present  plan,  Congressman,  this  would  be 
the  consolidated  center  to  train  all  Federal  Government  law  enforce- 
ment personnel  with  the  exception  of  the  agents  of  the  FBI,  and  for 
the  time  being,  the  Bureau  of  Narcotics  and  Dangerous  Drugs. 

Mr.  Bevill.  It  includes  Secret  Service  ? 

Mr.  Morgan.  Includes  Secret  Service. 

Mr.  Bevill.  Customs? 

Mr.  Morgan.  Yes,  sir. 

Mr.  Bevill.  Everybody? 

Mr.  Morgan.  Yes,  sir ;  but  with  the  exceptions  I  named  earlier. 

Mr.  Bevill.  Do  you  have  any  judgment  as  to  how  many  people  this 
would  be  ? 

Mr.  Morgan.  We  anticipate  a  daily  student  population  of  745,  with 
about  8,725  different  students  using  the  Training  Center  during  a 
given  year. 

Mr.  Bevill.  At  all  times? 

Mr.  Morgan.  Yes,  sir.  iVs  the  course  would  vary  between  about  1  and 
12  weeks  that  would  be  our  student  population  at  any  given  time. 

Mr,  Bevill.  Wliat  facilities  are  being  used  now  for  training  these 
men  ? 

Mr.  Morgan.  At  the  present  time  our  Beltsville  facility  includes  both 
our  indoor  and  outdoor  pistol  and  rifle  ranges,  special  training  build- 
ing, and  the  outdoor  motorcade  area,  which  is  a  simulated  downtown 
street  with  moving  targets. 

The  Training  Center  currently  rents  classrooms  and  other  space  in  a 
building  at  1310  L  Street  NW.,  in  Washington,  D.C. 

We  haven't  been  able  to  begin  construction  of  anything  in  terms  of 
administrative  buildings  or  dormitories  at  Beltsville,  except  the  spe- 
cial training  building,  which  contains  the  indoor  firearms  training 
ranges. 
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Mr.  Bevill.  The  Bureau  of  Customs,  I  believe  in  some  instances  is 
using  the  local  police  firing  range  in  New  York  City  right  now  for 
their  training  ? 

Mr.  Morgan.  Yes,  sir. 

Mr.  Bevill.  And  I  guess  this  is  repeated  in  many  areas,  isn't  it? 

Mr.  Morgan.  It  is  mostly  in  terms  of  requalification  on  firearms  and 
we  are  using  that  in  the  interim  until  we  have  our  facility  completed, 
we  hope,  in  the  World  Trade  Center. 

Mr.  Bevill.  I  certainly  commend  you  on  doing  this.  This  is  a  very 
good  program.  I  can  see  where  this  would  be  a  great  deal  of  help. 

That  is  all,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Miller. 

Mr.  Miller.  No  questions,  Mr.  Chairman. 

FUNDING  FOR  SEWAGE  FACILITIES 

Mr.  Steed.  Mr.  Morgan,  in  regard  to  the  question  with  the  Depart- 
ment of  Agriculture  on  the  sewage  disposal,  in  the  event  that  you  find 
it  necessary  for  your  depa.rtment  to  provide  part  or  all  the  cost  of  this 
revision,  can  you  tell  us  whether  or  not  you  would  be  asking  for  that 
money  in  a  supplemental  or  in  the  regular  1974  bill  ? 

Mr.  Morgan.  Yes. 

Mr.  Butler.  Our  agreement  with  Agriculture  is  that  we  will  pay 
$100,000,  which  is  the  amount  over  and  above  what  it  would  cost  them 
to  build  their  own  facility.  We  figure  that  we  can  finance  that  out  of 
the  appropriations  that  are  now  available  to  us. 

If  we  have  to  go  beyond  that  it  would  be  in,  I  am  sure,  the  regular 
request  for  fiscal  1975.  There  would  be  adequate  time  for  us  to  put  it  in 
the  fiscal  1975  request. 

TRAINING   VALUE   OF  BELTSVELLE   FACILITIES 

Mr.  Steed.  With  the  way  that  you  had  to  do  a  lot  of  your  training 
heretofore,  scattered  all  over  the  place  and  many  times  in  very  inade- 
quate surroundings,  have  you  had  enough  experience  so  far  with  your 
new  development  and  your  new  approach  to  give  us  any  reading  on 
what  you  think  the  improvement  in  quality  of  training  is  becoming 
or  you  can  hope  to  make  it  ? 

Mr.  Morgan.  I  think,  Mr.  Chairman,  that  it  probably  is  premature 
to  talk  about  more  than  our  greatest  hopes  and  aspirations  in  having  a 
training  center,  since  we  are  still  doing  all  of  our  classroom  training 
downtown.  We  certainly  believe  strongly  that  once  we  are  able  to  have 
a  consolidated  training  center  and  train  all,  for  instance,  police  peo- 
ple on  the  one  hand  or  investigators  on  the  other  and  have  them 
housed  there  we  will  improve  training.  This  is  what  police  and  military 
academies  have  found  by  experience  because  the  arrangement  makes 
many  more  hours  available  for  training  and  other  kinds  of  things. 
And  when  we  begin  to  get  our  advanced  courses  in  there,  that  kind 
of  mix  in  terms  of  educational  approach,  is  a  most  ideal  situation  for 
training. 

Mr.  Steed.  I  have  been  told  by  some  people  who  consider  themselves 
experts  in  the  field  that  your  firearms  training,  because  of  this  new 
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facility  and  its  adaptability  to  so  many  different  variations,  is  prob- 
ably the  most  efficient  device  of  its  kind  that  they  have  ever  seen. 

What  has  been  your  experience  with  people  who  have  been  per- 
mitted to  see  your  mechanical  or  physical  training  program  in  ac- 
tion ?  Have  you  received  some  of  that  same  reaction  ? 

Mr.  Morgan.  Mr.  Chairman,  in  my  short  experience  there  the  reac- 
tion has  been  very  impressive,  I  would  be  happy  to  have  someone  elab- 
orate who  has  been  associated  with  the  school  longer. 

Mr.  Butler.  Everybody  I  have  had  the  privilege  of  escorting 
through  the  facility  has  in  effect  said,  "I  wish  I  had  something  like 
this."  They  were  all  people  who  have  something  to  do  with  police  work 
or  training  or  something  like  that.  They  expressed  great  envy  and  they 
think  it  is  great.  It  is  almost  impossible  to  give  a  direct  response, 
"OK,  a  man  is  better  trained"  because  we  haven't  any  tests,  but  all 
those  that  have  seen  the  facilities  say  they  think  they  are  truly  out- 
standing as  firearms  training  ranges. 

TRAINING   IN    INCLEMENT   WEATHER 

Mr.  Steed.  In  the  old  days  when  the  Secret  Service  had  to  do 
its  training  out  in  the  Arboretum  they  were  more  interested  in  whether 
it  was  going  to  rain  or  not  than  whether  they  could  get  a  course  com- 
pleted. You  don't  have  that  problem  any  more. 

Mr.  Butler.  No,  sir.  What  we  call  the  outdoor  ranges  are  really 
more  accurately  described  as  semi-enclosed  ranges.  There  is  a  roof 
over  them  primarily  to  keep  stray  bullets  from  going  away,  but  as  a 
practical  matter  it  also  keeps  the  rain  off. 

Mr.  Steed.  And  you  haven't  had  any  delay  in  training  them  by 
virtue  of  inclement  weather  so  far  ? 

Mr.  Butler.  No,  sir. 

Mr.  Steed.  Mr.  Koybal. 

Mr.  RoYBAL.  No  questions  at  this  time,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Edwards  ? 

Mr.  Edwards.  Not  now,  Mr.  Chairman. 

Mr.  Steed.  Do  any  of  the  rest  of  the  committee  have  any  further 
questions  ? 

Mr.  Mters.  One  question,  Mr.  Chairman. 

USE  BY  district  POLICE 

^  Do  the  District  Police  have  access  to  these  facilities,  such  as  the 
rifle  range  ? 

]Mr.  IMoRGAN.  Not  at  the  present  time.  Congressman.  The  D.C.  Police 
do  not  use  the  Beltsville  facility. 

PARTICIPATION  BY  OTHER  AGENCIES 

Mr.  Steed.  The  GSA  and  the  Post  Office  Department  have  fairly 
large  guard  forces.  In  the  future  will  they  be  able  to  use  your  facili- 
ties for  their  training  ? 

Mr.  ]\f  ORGAN.  Yes,  sir ;  elements  of  both  agencies  participate  now. 

Mr.  Butler.  Yes,  sir. 
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Mr.  Steed.  I  think  one  time  you  told  us  that  there  would  be  31 
agencies  that  had  need  for  some  or  all  of  the  training  that  you  provide. 

Mr.  Butler,  I  believe  the  figure  was  21,  sir.  Now,  since  then  we 
have  had  a  dropoff  and  we  have  added  a  couple  of  very  small  agencies, 
that  is,  agencies  with  very  small  enforcement  personnel,  but  I  think 
our  figure  is  still  21. 

TYPES  OF  TRAINING 

Mr,  Steed.  I  think  we  have  to  keep  in  mind  that  when  you  talk 
about  the  training  school,  you  are  talking  about  two  different  things. 

You  have  what  would  amount  to  your  basic  training  that  is  fairly 
universal  for  all  men  and  women  who  are  going  to  carry  a  firearm,  and 
then  you  have  the  special  courses  that  are  designed  to  meet  the  special 
need  of  the  agency  itself  rather  than  a  course  the  school  might  itself 
offer  ?  Is  that  the  situation  ? 

Mr.  Butler.  Yes,  sir, 

Mr.  Steed.  And  in  the  advance  part  of  it  you  do  have  the  right  to 
call  on  the  various  agencies  for  the  expertise  they  need  in  these  highly 
specialized  fields? 

Mr.  Morgan.  Yes,  sir. 

Mr.  Steed,  I  had  in  mind,  for  instance,  counterfeiting  and  that  sort 
of  thing. 

Mr.  Morgan.  Yes,  sir. 

MINORITY  EMPLOYMENT 

Mr.  RoYBAL.  Mr.  Chairman,  may  I  at  this  time  make  a  very  short 
observation?  That  is  that  as  of  March  12,  1973,  you  are  recorded  as 
having  66  employees  and  one  Spanish  speaking,  for  1.5  percent.  In  the 
catgories  from  grade  13  to  18,  there  is  only  one  person.  Does  that 
mean  that  the  one  person  employed  by  the  Federal  Law  Enforcement 
Training  Center  is  in  schedule  13  to  18  ? 

Mr,  Butler.  Yes,  sir,  the  one  Spanish-speaking  person  is. 

Mr,  RoYBAL.  It  was  just  that  one  person  ? 

Mr,  Butler.  Yes,  sir, 

Mr,  RoYBAL.  So  the  other  65  are,  of  course,  not  Spanish  speaking? 

Mr.  Butler,  I  speak  a  little  bit  of  Spanish,  but  I  don't  think  that  is 
what  you  mean,  sir. 

Mr,  RoYBAL.  That  is  not  what  I  mean  at  all.  I  speak  a  little  Yiddish, 
too.  But  as  I  make  this  observation  I  want  to  point  out  this :  That  pat- 
tern of  exclusion  follows  a  pattern  of  finely  controlled  employment. 

I  would  like  to  have  you  furnish  for  the  record  how  many  of  the 
66  are  members  of  a  minority  group  and  then  make  a  determination 
after  that  as  to  the  percentage  that  are  Spanish  speaking. 

Mr.  Butler.  Yes,  sir, 

[The  information  follows :] 

At  the  end  of  fiscal  year  1972  the  CFLETC  showed  a  minority  group  employ- 
ment figure  of  12.0%  with  a  percentage  of  employees  with  Spanish  surnames 
being  16.7%  of  the  minority  group  figure.  The  total  number  of  employees  at  this 
time  was  50. 

As  of  March  12,  1973,  the  employees  of  the  CFLETC  numbered  66,  of  which 
16.6%  represented  minority  groups.  Of  the  minority  group  figure  10.0%  rep- 
resented the  minority  group  with  Spanish  surnames.  In  both  cases  this  figure 
represents  one  employee  whose  grade  is  GS-15. 
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Mr.  RoYBAL.  That  is  all,  Mr.  Chairman. 


CONCLUSION 


Mr.  Steed.  Gentlemen,  let  me  express  the  appreciation  and  thanks 
of  the  subcommittee  for  your  appearance.  I  might  wind  up  by  saying 
that  this  school  has  been  a  special  pet  project  of  this  subcommittee 
and  we  are  delighted  to  see  that  you  are  making  headway. 

Hopefully  we  will  all  be  around  long  enough  to  see  it  come  into 
its  own.  It  has  had  a  lot  of  problems  and  I  am  glad  to  note  that  you  are 
eliminating  them  one  by  one  and  are  still  on  the  forward  thrust  of 
things. 

Mr.  MoGRAN.  Thank  you,  Mr.  Chairman. 


93-674  O  -  73  -  11 
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Justification  of  the  Budget  Estimates 

Federal  Law  Enforcement  Training  Center 


SALARIES    AND    EXPENSES 

For  necessary  expenses  of  the  Federal  Law  Enforcement  Training 
Center,  including  the  hire  of  passenger  motor  vehicles,  [$2,000,000] 
$2,200,000.  {5  U.S.C.  410S;  Treasury  Department  Appropriation  Act, 
197S.) 

Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-05-0104-0-1-908 

1972  actual 

1973  est. 

1974  est. 

Program  by  activities: 
Direct  program: 

1 .  Law  enforcement  training 

2.  Executive  direction 

1.082 
87 

1,868 
127 

2.066 
134 

Total  direct  program 

Reimbursable  program: 

1 .  Law  enforcement  training 

I.I69 

44 

1.995 

2.200 

Total  program  costs,  funded  ' 

Change  in  selected  resources  ^ 

1.213 
184 

1.995 
-108 

2.200 

10  Total  obligations 

Financing: 

11  Receipts     and     reimbursements     from: 

Federal  funds 

25     Unobligated  balance  lapsing 

1,397 

-44 
6 

1.887 

2.200 

Budget  authority..   _.  

1,358 

1,887 

2,200 

Budget  authority: 
40    Appropriation.       _     

1.500 
-142 

2,000 
-113 

2,200 

41     Transferred  to  other  accounts 

43           Appropriation  (adjusted) 

1,358 

1,887 

•"       2,200 

Relation  of  obligations  to  outlays: 

7 1  Obligations  incurred,  net 

72  Obligated  balance,  start  of  year 

74    Ob  1  igated  balance,  end  of  year 

77    Adjustments  in  expired  accounts 

1.353 

203 

-314 

-3 
1.238 

1.887 

314 

-246 

2. 200 

246 

-246 

90           Outlays 

1.955 

2.200 

•  Includes    capital    outlay    as   follows:    1972,    $87    thousand:    1973.    $53   thousand; 
1974,    $56  thousand. 

2  Selected  resources  as  of  June   30   are  as  follows: 

1972 
adjusl- 
1971         menls         1972  1973  1974 

Stores 10  ...  71  75  75 

Undelivered  orders 142  -3  262  150  150 


Total  selected  resources.         152  —3 


333 


225 


225 
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The  consolidated  Federal  Law  Enforcement  Training 
Center  will  provide  the  necessary  facilities  and  equipment 
for  conducting  recruit,  advanced,  specialized,  and  refresher 
training  for  law  enforcement  personnel  of  the  participating 
agencies,  plus  the  instructors  who  teach  the  basic  and  some 
advanced  courses  in  the  instruction.  This  appropriation 
is  for  operating  expenses  of  the  Center  for  common  law 
enforcement  training  and  for  research  in  law  enforcement 
training  methods  and  curriculum  content.  The  1974 
estimate  provides  for  the  law  enforcement  training  to  be 
conducted  by  the  Center's  Criminal  Investigator  School 
and  PoHce  School,  and  for  planning  and  curricula  develop- 
ment for  the  Center. 

Object  Classification  (in  thousands  of  dollars) 

Identification  code  15-03-0104-0-1-908  1972  actual      1973  est.         1974  est. 

Personnel  compensation: 

II.  I         Permanent  positions 777  1,192  1.358 

11.5        Other  personnel  compensation 33  22  29 

Total  personnel  compensation 810  1,214  1,387 

12.1     Personnel  benefits:  Civilian 83  141  155 

21.0  Travel  and  transportation  of  persons.-  27  47  64 

22.0    Transportation  of  things 5  30  30 

23.0  Rent,  communications,  and  utilities---  45  39  87 

24.  0    Printing  and  reproduction 27  46  48 

25.0     Other  services 144  168  202 

26.0    Supplies  and  materials 160  149  171 

31.0    Equipment 96  53  56 

99.0  Total  obligations 1, 397  1 , 887  2, 200 

Personnel  Summary 

Total  number  of  permanent  positions 60  80  87 

Average  paid  employment 49  75  83 

Average  GS  grade 10.4  10.3  10.3 

Average  GS  salary $15,730  $15,730  $15,776 

Average  salary,  grades  established  by  Public 

Law  92-410  (4  D.C.  823) -.- $11,405  $11,800 


162 


@    E 


O  "2 


o  •-- 

N   »5 

< 
O 

►J 
< 


u> 

(U 

be 

S 

c: 

o 

00 

c- 

7               1 

^ 

g 

U 

<: 

'^ 

t^ 

t- 

dj 

cn 

U     u) 

0)    o 

o 

5:  & 

m 

1 

in              .      1 

Pi 

< 

1 

>»^ 

2 

"m 

^ 

bc 

c 

^ 

, 

^ 

j^ 

a 

§ 

o 

1 

o 

rt 

o 

« 

CM 

CO 

O 

H 

s 
< 

to 

er> 

, 

m             P     1 

Q 
O 

o 
^4 

' 

\"^ 

5i 

-Hi 

m 

(1) 
bc 

1 

eo 

t- 

o 

w 

c 

o 

OS 

o 

O 

< 

" 

PJ 

K 

^^ 

O 

IS 

00 

1 

00                  p 

^ 

a 

CO 

'T 

o                   1 

0 

<r> 

n 

o                      1 

o 
S 

o 

^ 

>H 

< 

b 

si  "i 

^^ 

«  o 

c- 

to 

m             t- 

1^ 

c- 

CO                    00 

^ 

Z 

§ 

C3 

t- 

c 
c 

o 

CO 

o 

eo 

c 

p 

S 
< 

rt* 

e\ 

" 

o 

t 

en 

to 

xr> 

o 

50 

c- 

00 

Oh 

< 

in 

c- 

CD 

c- 

Ol 

00 

oc 

c 

CO 

•<J 

3 

es! 

O 

05 

S 

t" 

< 

-^ 

tK 

u  oi 

m 

■>»< 

O! 

o 

O    o 

•f 

1 

■* 

CO 

^^ 

* 

_ 

<u 

> 

<u 

bD 

•o 

a 

CD 

'c 

U 

rt 

O 

>« 

QJ 

X 

H 

c 

c 

3 

1 

g 

o 
u 

0) 

CD 
1 

03 

1 

u 

o  rt 

S 
o 

a 

r!  s 

.2  £ 

OS 

o 

u, 

°-  Ti 

o 

<u 

?r> 

IH      « 

"a 

> 

bo 

o 

u 

3 

1 

c 

t3 

i^^ 

»J 

U 

rt 

u  to 

tH 

csl 

o? 
H  ^ 

ft 

.13  ^ 
to  "O 


si 


C« 

^ 

3 
O 

OS 

f/> 

N 

(0 

fei 

^-  tl  ^ 


be  42 


o  _2 

to    O 

o  a. 


-Si) 


Si 


163 


«-* 

3 

O 

C 

■5 

3 

Oh 

o 

<; 

o 

p. 

_^ 

c 

3 

O 

a 

CJ 

< 

>> 

^ 

CU 

> 

<; 

<J 

< 

o 

Ph 

_^ 

d 

3 

o 

s 

-1 

< 

>. 

P^ 

> 

< 

o 

<; 

o 

A 

2  -g  -2 


..  £  o 


^•s 


iS   eS 


i^5! 


M  O 


rt        o   (U 


So 

<U          CO 

*j  •-;  c- 

so 

3    g    05 

S.2  in 

3^  " 

">  :ti  o 

cd  ■*-* 

73 

S  aj 

■a 

S  Z 

< 

-   Q. 
M   e 

<u  to 


so 


o  j;  ^.  w 


.i3   w 


(/)  O) 

to  -J-. 

0)  o 

t.  £ 


C  ^" 


164 


i3'§ 
V  > 


bfc-  £ 

|2-i 


"^    o 

ss  . 

to  J-  +J 

o  c  u 

to    fH    o 

(U   o 

?.'^  ° 

•^  ^  5 

03     O    Sh 

^  a>  Si 

M  .2:1^ 
^(S  % 

u  £  -2 


<u  c  c 


m 


3    C   "^    rt    <n    <U 

^■^'^  Bx:  ^ 

U    tC    rt    =*    -    rt 

>  .i?  .C;       o 
^H  c  u  w  o  -^ 

•J  I  a  £  c.  c  I 


.5^ 


^  c 


a  K  s 


"^     -H     ,^      O  ""* 


g  rt   gjj  oi  g 
U   O    ^   g   >< 

(u  a2  ft 


a  ? 

C    &!    C    9*  ^<    "l* 
rt  ?  c*  :S  -fl  »-, 


^    Q^-P 


S    ° 

'.S  tl 

S  S  Si  -s-  c 

H  g  -g  .2  '^ 

?i  a*  o)  ft  5 
I  ^  ^  <u^ 

g  >>  to  ft  tn   aj 

<u  tn  (P  S  "  ■- 
[jh  <u  o  S  3  "^ 
_   u  c  <u  !h   tn 

aj  C  >  t^  2  en 
°    M    H    £4  ■" 

(J  >  •"  sh  ft  s 

"      tH      O      C     -rt      ™ 

-y  "O  .g  C  j3 
C  c  rt  a>  C 
0^    O    £    M  O 


2|| 


is  -a 


5?   tfi 


g  5 

o  «3  ^,  -' 

h  ^  ^  <= 
ft  3  rt  •'-' 

c  >-i  >  01  . 
rt  ^.  S  ^  " 
-D'"   c«   ^   rt 

.2  E  .2  -3  " 

■~   C  b£i  tn   S 

M  B  -w  g  .g 
O    o   0)    2    w 

c  .2  <u  o  oj 
o  c  o  i<  -Q 
u  <u  M  ft^ 

^  -a  <2  bc  » 
c  c  c 


^  I  S  2  ^ 

O  .y    C    0)    rt 


o  J5  £  -S  22      ^^  c 


ti    tc    =* 
d  tu   c 

tn   o   C 
•'-'  CO   rt 

tn  .g  "" 

tn  ^  tn 
Oi  2  S 

^  ^^ 


_,  tu  in 

O    3  C 

m   -S  O 

<D   cn  *i 

x:  tfi 


S-O 


1^ 


Si  rt 


tn  o 
<u  en 


l.g^ 


g  5^  tn  >> 

rt  .  g  .2 
g  "o   bB'" 

2  ^  b£° 
b  '^  C  t( 
cS   en  .^   S 

S  £  ft.g 


Ss 


bc-5  0)  x; 
■S  -S  £ 


in  iS  5) 


CM 


.S  "*  I) 


ti   o   o 
-u  ^   en 

S  S  g 

in    g    d 

"S  >  ft 

ftii  - 

TJ  -1-1  :;3 
Set* 

o  2"S 

"    tn  «-, 
f    u    O 

>  -^ 

O    (u 
fcl     r; 


166 


m  c>»  in  00  o 

>0  rH  m  O  00 
rH  i-H  CM  s^ 


O  O  O  O  O  vO 
tM  vO  tS  O  "A  ^ 
CM    .-I  IV, 


r>«  ■>.  r>.  CM  .-I   NO 
«M  r^  vo  00  >n   i-i 

CM  CM  CM  CM 


s 

a 

01     4J 

0) 

,_! 

« 

O     T* 

> 

(d 

i-H 

s 

•H     U 
>     3 

s 

o 
o 

0 

ID 

Vj    O 

>-) 

G 

o 

0)    «) 

O 

1-1 

<4 

OT   W 

w 

•o 

tA 

(M 

4J 

B 

4J 

U-1 

m 

r-l    «< 

3 

cd 

cd 

o 

O 

Cd  CO 

z 

»< 

»j  O 

1^ 

(U 

u 

0) 

(U 

4J 

^^ 

0) 

y— V 

C  /-^ 

,fi 

cd 

iH 

O 

5-^ 

u 

u 

Pu 

o 

Oi 

M-l     60    X  ■<-• 


166 


(U   u 

o  - 

•r^  O 

>  (U 


u  -^ 
cd  o 


0)   O 


O     CIt 


x.  > 

in   Q 


,-1    fN  o   *J  M      •     •  •     • 

O      3      ><      3  -n*        •        •  O        • 

O    C4  0)  U           (U 

Mr-IOl  C^CnI  3i-(4J 


DO 

h 

0 

•H 

l-l 

<J 

f^ 

<U 

U 

3 

IJ    W       O       OJ    O   fc   r-1 


=".•§ 


T3 

o 

a) 

u 

c 

Q. 

•r-l 

CD 

01 

U 

1-1 

4J 

A 

0) 

M 

D] 

O 

l-l 

T\ 

3 

u 

^ 

0) 

S 

4J 

•H 

5 

«! 

.w 


167 


•o 

Pk  a> 

CQ 

a; 

f^   > 

"S 

o< 

nJ  to 

be  a; 

O  u 

u  u 


PlI 


Pk 


ej  »-i    ,        in 


I     r   pa    I     I        CO 


CO  I       I    Tt<  tH      I  00 


y-l         C-  CD  OS  CO  C- 


fe  .2J    CQ 


CO 
V 

a;   0) 
>   >. 


,       J-i     {.     fci     UJ     jx      (i 

o  2*  3  .2  to  -£3  S 

§  aj  «  a3  g.-3£ 


§ 

•IH 

in 
o 
ct. 

0) 

be 

0) 

> 

I 


168 


;gS  I 


<4. 1'^l'-S'^ 


?iiS^=-s5>. 


o         _   ^—  — 


1^  o>  — 


. —  -«»-  ( 


oo  ■*  c? 


^If;' 


S   S  T3 


oo  rn  Ov  ^ 


T3  u^ 


ti     ^         -2-2      :S 


2-T3    "    u 


"        "S  c 


ScoQoco 


t^      _      „ 


«  3  c  c 
2f  c  —  — 

O    c       _         a 

-Sooo 


169 


This  appropriation  provides  for  the  costs  of  constructing 
the  consolidated  Federal  Law  Enforcement  Training 
Center  in  Beltsville,  Md.  The  campus-like  training  center 
will  be  able  to  accommodate  745  resident  students.  The 
total  estimated  cost  to  this  appropriation  for  facilities  and 
equipment  will  be  $50,866  thousand.  The  Center  will 
conduct  recruit,  advanced,  specialized,  and  refresher 
training  for  enforcement  personnel  of  participating 
agencies. 

Object  Classification  (in  thousands  of  dollars) 


Identification  code  15-05-0103-0-1-908 

1972  actual 

1973  est. 

1974  est. 

21.0    Travel  and  transportation  of  persons.. 

24. 0    Printing  and  reproduction 

25. 0    Other  services 

2 

693 
184 
729 

2 

33 

1.616 

225 

'""i,'284 

25. 0    Services  of  other  agencies 

32.0    Lands  and  structures 

"■26.'233 

99. 0           Total  obligations 

1.608 

1.876 

27.517 
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March  13, 1973. 

BUREAU  OF  ENGRAVING  AND  PRINTING 

BuBEATj  OF  Engraving  and  Printing  Fund 

WITNESSES 

EDWARD  L.  MORGAN,  ASSISTANT  SECRETARY  FOR  ENFORCEMENT, 
TARIFF  AND   TRADE  AFFAIRS,   AND   OPERATIONS 

JAMES  A.  CONLON,  DIRECTOR  OF  THE  BUREAU  OF  ENGRAVING  AND 
PRINTING 

DONALD  C.  TOLSON,  DEPUTY  DIRECTOR  OF  THE  BUREAU  OF  EN- 
GRAVING AND  PRINTING 

ANDREW  J.  WILSON,  CHIEF,  OFFICE  OF  FINANCIAL  XiIANAGEMENT 

JOHN  F.  SHOOP,  ASSISTANT  CHIEF,  OFFICE  OF  FINANCIAL  MAN- 
AGEMENT 

CONRAD   W.   JUDY,   ASSISTANT   BUDGET   OFFICER 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND  FI- 
NANCE,  DEPARTMENT   OF   THE   TREASURY 

Mr.  Steed.  The  committee  now  will  take  up  the  1974  budget  request 
for  the  Bureau  of  Engraving  and  Printing.  The  appropriation  for 
1973  was  $3  million  for  capital  investment.  There  is  no  request  for 
capital  investment  this  year. 

The  Bureau  of  Engraving  and  Printing  operates  out  of  a  revolving 
fund.  We  are  pleased  to  have  remaining  with  us  Secretary  Morgan 
and  to  welcome  Director  Conlon  and  his  associates  and,  Mr.  Secreta'ry, 
we  would  be  pleased  to  hear  from  you  at  this  time.  If  you  would 
like  to  start  out  by  identifying  all  these  fine  people  who  make  money 
making  money  we  would  be  pleased  to  have  you  do  so. 

Mr.  Morgan.  Yes,  sir. 

Statement  or  the  Assistant  Secretary  (Enforcement,  Tariff  and 
Trade  Affairs  and  Operations) 

Mr.  Chairman  and  members  of  the  committee,  it  is  a  pleasure  to 
appear  before  this  committee  in  support  of  the  Bureau  of  Engraving 
and  Printing.  We  are  most  appreciative  of  the  continued  interest  and 
guidance  of  this  committee  for  the  Bureau's  operations. 

I  have  with  me  officials  of  the  Bureau,  all  of  whom  you  know,  I 
believe:  Mr.  James  A.  Conlon,  the  Bureau's  Director;  Mr.  Donald 
C.  Tolson,  Deputy  Director;  and  Mr.  Andrew  J.  Wilson,  Chief  of 
the  Bureau's  Office  of  Financial  Management.  Accompanying  us,  also, 
is  Mr.  Edward  J.  Widmayer,  Director,  Office  of  Budget  and  Finance, 
for  the  Treasury  Department. 

As  a  result  of  the  committee's  inquiries  last  year,  the  Department 
has  been  working  closely  with  the  Bureau  in  several  studies  aimed  at 
improving  its  effectiveness  and  efficiency.  Specifically,  we  have  con- 
tracted for  four  studies,  covering  the  financing  of  capital  improve- 
ments, the  corresponding  pricing  of  products,  the  construction  and 
location  of  an  additional  plant,  and  the  improvement  of  the  manage- 
ment development  program.  The  reports  from  all  of  these  have  been 
received  and  are  being  reviewed  within  the  Department,  and  we 
anticipate  apprising  the  committee  of  our  conclusions  very  shortly. 
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The  most  urgent  of  these,  the  arrangements  for  financing  capital 
improvements  and  for  pricing  products,  are  completely  staffed  and 
being  prepared  for  formal  presentation  to  the  committee.  Mr.  Conlon 
will  outline  the  details  of  our  conclusions  in  his  presentation.  I  believe 
these  will  greatly  improve  the  self-supporting  financial  position  of 
the  Bureau. 

Planning  for  additional  facilities  involves  complex  and  somewhat 
unpredictable  factors,  not  the  least  of  which  is  the  capital  outlay 
which  we  will  have  to  request  from  your  committee.  We  have  serious 
questions  about  the  factors  included  and  excluded  by  the  contractor, 
and  their  weightings.  We  will,  therefore,  reexamine  this  matter  inten- 
sively before  submitting  a  proposal. 

In  personnel  management,  the  committee  has  long  been  aware  of 
the  Bureau's  outstanding  record  in  equal  employment  and  help  for 
handicapped  persons.  The  fourth  of  our  studies,  when  converted  into 
an  action  plan,  will  also  emphasize  recruitment  and  career  manage- 
ment for  upper-level  employees. 

Mr.  Chairman,  I  believe  the  Bureau  of  Engraving  and  Printing  is 
continuing  its  alert  management  improvement  efforts  of  recent  years 
and  I  am  pleased  to  have  had  this  opportunity  to  comment  on  them. 
Mr.  Conlon  will  now  report  on  all  the  Bureau's  ongoing  programs, 
and  we  will  be  happy  to  answer  any  questions  you  may  have  following 
his  testimony. 

Mr.  Steed.  Fine. 

Mr.  Conlon,  we  would  be  pleased  to  have  you  give  your  annual 
report,  and  we  of  course  anticipate  it  will  be  as  fine  and  optimistic 
as  it  has  been  in  previous  years. 

GENERAL  STATEMENT 

Mr.  Conlon.  Thank  you,  Mr.  Chairman. 

Statement  or  the  Director  of  the  Bureau  of  Engraving  and 

Printing 

Mr.  Chairman  and  members  of  the  committee,  the  Bureau  of  Engrav- 
ing and  Printing  is  responsible  for  manufacturing  U.S.  paper  cur- 
rency, various  public  debt  instruments,  and  other  evidences  of  a 
financial  character  issued  by  the  Government,  such  as  postage  and 
internal  revenue  stamps.  Operations  of  the  Bureau  are  conducted  on 
a  completely  reimbursable  basis,  financed  by  means  of  a  revolving 
fund  authorized  by  the  Congress  in  1951. 

financing  capital  improvements 

As  you  are  well  aware,  your  committee  had  directed,  in  reporting 
out  the  1973  appropriation  bill,  that  a  review  be  made  of  the  pricing 
policies  for  Bureau  services.  The  object  of  this  review  was  to  establish 
prices  which  Avould  generate  sufficient  funds  to  cover  the  direct  and 
indirect  cost  of  operations  as  well  as  accumulate  an  adequate  reserve 
for  the  replacement  of  capital  equipment.  To  this  end,  much  work 
has  been  accomplished  in  the  development  of  both  short-  and  long- 
range  proposals  which,  if  implemented,  will  obviate  the  necessity  for 
the  Bureau  to  seek  appropriations  in  order  to  carry  out  our  tech- 
nological improvement  programs.  Additionally,  we  awarded  a  con- 
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tract  to  a  leading  firm  of  consultants  to  perform  an  independent  study 
to  develop  constructive  practical  recommendations  for  an  acceptable 
means  of  financing  Bureau  work  programs  and  capital  improvements. 
Since  the  report  of  findings  by  this  firm  were,  for  all  practical  consid- 
eration, consistent  with  the  views  held  in  the  Bureau's  effort  on  this 
matter,  several  actions  have  been  initiated  which  we  feel  will  provide 
the  means  for  us  to  comply  with  the  directive  of  your  committee. 

To  attain  the  long-range  objective,  we  are  in  the  process  of  develop- 
ing for  presentation  to  this  committee  a  proposal  for  financing  major 
equipment  purchases  by  including  a  surcharge  in  the  prices  charged 
customer  agencies.  The  surcharge  would  be  assessed  against  work 
produced  at  a  rate  necessary  to  recover  over  a  i^eriod  of  time  the  funds 
actually  required  by  the  Bureau  to  finance  identified  new  and/or 
replacement  equipment.  Funds  generated  by  the  surcharge  would  be 
accomited  for  in  a  special  capital  account.  For  accounting  purposes, 
these  funds  would  be  treated  as  amoimts  earmarked  to  meet  a  specific 
requirement  of  the  Bureau  and  thus  not  an  amount  surplus  to  the 
Bureau's  need.  As  I  indicated  earlier,  this  proposal  will  be  submitted 
formally  to  this  committee,  as  well  as  to  the  General  Accounting  Office, 
and  the  Office  of  Management  and  Budget,  for  evaluation  and,  hope- 
fully, approval  in  order  that  the  revised  system  of  financing  may  be 
implemented  at  the  beginning  of  fiscal  year  1974. 

Meanwhile,  it  is  recognized  that  used  alone,  and  with  the  surcharge 
established  at  a  reasonable  level,  the  equipment  modernization  fund 
would  take  too  long  to  provide  sufficient  funds  to  purchase  equipment 
in  sufficient  quantities  to  meet  current  needs.  Therefore,  to  permit  the 
Bureau  to  acquire  as  much  of  this  productivity  enhancing  equipment 
as  possible  at  the  earliest  date,  I  am  considering  inviting  proposals 
from  the  manufacturers  of  such  equipment,  for  the  lease- purchase  of 
the  machinery.  Any  such  contract,  of  course,  would  include  an  option 
clause  that  would  allow  the  Bureau  to  buy  out  the  lease  as  funds  be- 
come available.  In  this  connection,  I  have  requested  in  a  document 
which  will  be  submitted  shortly  to  this  committee  through  the  Depart- 
ment that  authority  be  granted  to  allow  the  $3  million  appropriated 
in  the  fiscal  year  1973  for  the  purchase  of  equipment,  be  used  in  con- 
nection with  these  lease-purchase  agreements,  and/or  to  support  short- 
term  working  capital  needs.  I  feel  confident  that  if  both  of  these  fi- 
nancing proposals  are  approved  an  avenue  will  be  opened  which  will 
allow  us  to  continue  to  pursue  our  modernization  program  and  realize 
the  substantial  savings  in  manpower  and  production  costs  associated 
with  the  program. 

WORKING   CAPITAL 

In  addressing  the  problem  the  Bureau  has  been  experiencing,  with 
respect  to  a  shortage  of  working  capital  to  finance  normal  operations, 
we  recently  have  taken  action  to  accelerate  our  billing  cycle  with  our 
major  customer  agencies  to  increase  cash  flow  and,  in  turn,  improve 
our  cash  position  for  meeting  current  expenses.  However,  we  do  not 
believe  that  this  action  will  solve  the  problem  over  the  long  term 
especially  in  light  of  the  fact  that  the  projected  growth  in  the  level 
of  the  currency  ajid  postage  stamp  programs  will  require  additional 
working  capitalS'to  finance  our  day-torday  operations.  Accordingly,, 
this  matter  wi|l  be  tHe  sub|6et.'of  a  separate  in-house  study  to  deter-^^ 
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mine  our  projected  working  capital  needs  through  a  comprehensive 
cash  flow  analysis  of  estimated  cash  receipts  and  disbursements  based 
on  the  level  of  projected  work  programs.  At  such  time  as  the  level  of 
additional  working  capital  is  established  we  would  seek  an  appropria- 
tion from  the  Congress  to  restore  the  adequacy  of  the  capitalization 
of  the  fund. 

CONSTRUCTION    OF  ADDITIONAL   FACILITIES 

In  light  of  the  continuous  upward  trend  being  experienced  in  our 
work  programs,  the  Bureau  identified  to  the  Department  of  the  Treas- 
uiy  our  need  for  additional  buildings  and  facilities  in  the  near  future. 
A  resultant  Department  study  was  initiated  during  the  past  fiscal  year 
to  determine  whether  an  emergency  or  crisis  situation  existed  with 
respect  to  the  ability  of  the  present  Bureau  facilities  to  meet  the  antic- 
ipated demand  for  its  products  over  the  next  5  to  10  years.  In  its  find- 
ings, the  study  group  felt  that  an  additional  facility  would  be  required 
by  1980  and  should  be  of  sufficient  size  to  accommodate  the  demand 
to  the  year  2000.  In  view  of  the  long  leadtime  required  for  the  con- 
struction of  a  special-purpose,  industrial-type  building,  the  Bureau 
has  been  actively  engaged  in  doing  much  of  the  preliminary  work  as- 
sociated with  the  project  prior  to  requesting  funds  from  the  Congress 
to  proceed  with  the  construction  of  the  additional  buildings. 

In  my  opening  statement  last  year,  I  informed  this  committee  that 
the  Bureau  had  requested  the  General  Senaces  Administration  to  con- 
duct a  feasibility  study  of  the  land  area  directly  south  of  our  annex 
building  prior  to  initiating  action  for  the  acquisition  of  the  land  for 
the  construction  of  additional  facilities  to  meet  the  projected  growth 
in  our  production  requirements.  The  report  of  findings  indicated  that 
this  land  area,  known  as  the  Southwest  portal  site,  was  suitable  for 
construction  of  a  special  purpose  building  to  support  our  industrial 
type  operation.  The  results  of  the  study  were  presented  to  the  National 
Capital  Planning  Commission  in  a  hearing  held  on  December  7,  1972. 
The  Commission  reported  favorably  on  the  plan,  indicating  its  support 
of  the  plan  for  expansion  of  the  Bureau's  operation  on  this  site. 

Concurrent  with  this  development,  the  Department  requested  that 
an  independent  study  be  made  by  a  consulting  firm  to  consider  the 
feasibility  of  an  alternate  location  for  the  new  facility  in  the  event 
that  new  expansion  were  not  to  take  place  in  Washington,  D.C.  The 
firm  awarded  the  contract  selected  a  total  of  113  metropolitan  areas 
for  consideration  as  possible  alternative  sites.  An  evaluation  system 
made  up  of  19  weighted  criteria  was  used  to  compare  each  of  the  pos- 
sible areas.  The  criteria  included  in  the  analysis  involved  economic, 
labor,  transport,  socioeconomic  and  metropolitan  considerations.  In 
its  summary,  the  firm's  report  indicated  that : 

Comparison  of  a  hypothetical  remote  facility  and  a  South  Portal  facility  in- 
dicates that  in  economic  terms  the  remote  facility  would  at  best  be  nearly  iden- 
tical to  the  Washington  expansion.  Initial  savings  due  to  lower  land  and  building 
costs  at  a  remote  site  are  eventually  offset  by  the  requirement  for  more  personnel 
in  total  Bureau  employment.  No  appreciable  economic  savings  can  be  foreseen 
by  opting  for  a  remote  location. 

The  report  of  the  consulting  firm  whicli  performed  the  study  was  re- 
ceived during  the  latter  par^f  Decembset  and  is  currently  under 
review.  lSf 
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EMPLOYMENT  CEILING 

With  regard  to  the  Bureau's  manpower  situation,  an  employment 
ceiling  of  3,407  has  been  established  for  1974.  At  the  present  time.  Bu- 
reau employment  stands  at  approximately  3,550.  We  believe  that,  with 
the  exception  of  some  of  the  craft  employees,  the  reduction  can  be  ac- 
complished through  normal  attrition  as  a  result  of  retirements,  et 
cetera. 

DISCONTINUING  PRODUCTION  OF  FOOD  COUPONS 

The  Bureau  production  programs  show  a  substantial  decrease  in 
fiscal  year  1974,  as  a  result  of  the  elimination  of  the  production  of  food 
coupons.  In  order  to  produce  our  major  products  with  the  personnel 
available  in  1974,  it  will  be  necessary  to  contract  out  to  the  private  sec- 
tor for  the  Department  of  Agriculture  the  requirements  for  the  food 
coupon  program.  In  a  like  manner  the  bulk  of  the  miscellaneous  com- 
missions, certificates,  et  cetera  now^  produced  by  the  Bureau  will  also 
be  contracted  out  to  the  private  sector  by  the  requisitioning  agencies. 
The  substantial  overall  decrease  in  the  volume  of  our  production  pro- 
gram for  1974  due  to  these  actions  will  result  in  higher  unit  cost  rates 
in  the  budget  year,  since  a  larger  proportionate  share  of  the  relatively 
stable  overhead  costs  will  have  to  be  charged  into  the  unit  cost  rates 
of  the  remaining  products  to  be  manufactured  in  that  year. 

PRODUCTION   OF   CURRENCY 

With  respect  to  the  production  of  currency,  deliveries  are  estimated 
to  be  3.2  billion  notes  in  both  1973  and  1974,  as  compared  with  3.1  bil- 
lion notes  delivered  in  1972.  Plans  are  underway  to  invite  proposals 
for  the  acquisition  of  additional  modern  high-speed  four-plate  cur- 
rency presses.  As  I  have  pointed  out  previously  to  this  committee,  the 
Bureau  is  interested  in  implementing  as  soon  as  possible  its  long-range 
plan  for  the  complete  replacement  of  its  fully  depreciated  and  obso- 
lete currency  presses — installed  in  1957.  To  accomplish  this  purpose, 
we  intend  to  invite  proposals  from  press  manufacturers  for  the  lease- 
purchase  of  such  equipment.  The  number  of  units  we  can  obtain  will 
depend  on  the  flexibility  of  the  financial  arrangement  proposed  by 
the  successful  bidder,  such  as  waiver  of  any  cancellation  liability. 

In  a  like  manner  we  propose  to  conduct  negotiations  with  the  firm 
which  has  the  contract  for  our  currency  overprinting  and  processing 
equipment  to  acquire  sufficient  production  units  under  a  lease-purchase 
arrangement  to  complete  the  automation  of  the  essentially  all-manual 
currency  processing  operations.  Complete  conversion  of  these  cur- 
rency operations  to  such  automation  will  result  in  substantial  savings 
in  manpower  and  a  recurring  annual  saving  estimated  at  $2,600,000  in 
the  production  of  currency. 

PRODUCTION   OF  POSTAGE   STAMPS 

As  shown  in  the  budget  document  before  the  committee  a  continued 
rise  is  indicated  in  the  demand  for  postage  stamps.  During  the  last 
half  of  the  fiscal  year  1973,  the  Bureau  will  receive  delivery  on  two  mod- 
ern postage  stamp  presses  ordered  in  1972.  The  first  of  these  presses  will 
be  a  combination  gravure-intaglio  press.  When  placed  in  production 
the  versatility  of  this  press  will  assist  in  meeting  the  production 
schedule  for  the  multicolor  sheet  work  produced.  The  second  press 
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will  be  a  three-color  line-intaglio  press  constructed  especially  for  the 
high  volume  production  of  postage  stamp  coil  form  stock.  This  major 
expanding  program  will  necessitate  full-time  utilization  of  this 
modern  equipment  for  efficient,  cost-effective  production.  Our  plan- 
ning is  still  directed  to  replacing  the  technically  obsolete  and  fully 
depreciated  postage  stamp  presses  obtained  in  1955  with  modern  mul- 
ticolor presses  as  funds  become  available. 

WORK   PERFORMANCE  EVALUATION   SYSTEM 

In  our  personnel  policy  planning  and  evaluation,  employee  partici- 
pation continues  as  a  basic  element  in  our  general  management  ap- 
proach. I  reported  last  year  that  as  a  followup  to  our  Employee  Con- 
vention Day  series  of  1971,  which  was  designed  to  generate  construc- 
tive feedback  about  the  operating  effectiveness  of  certain  management 
policies  and  programs,  an  Employee-Management  Task  Force  was  ap- 
pointed to  study  our  work  performance  evaluation  system.  As  you 
might  imagine,  work  performance  standards  take  on  a  greater  magni- 
tude of  importance  in  a  mass  industrial  environment  like  the  Bureau 
than  they  might  elsewhere.  The  system  under  study  was  designed  to 
go  beyond  the  scope  of  traditional  performance  evaluation  plans. 
Rather  than  act  as  a  report  card  for  employees,  it  was  our  objective 
to  use  the  system  as  a  catalyst  for  supervisor-employee  communica- 
tion, a  tool  for  motivating  superior  performance  in  connection  with 
an  incentive  awards  program,  and  a  means  of  standardizing  work 
requirements  throughout  the  organization  to  insure  consistency  and 
equality  of  application.  The  task  force  thoroughly  analyzed  all  the 
information  obtained  at  Convention  Days,  gathered  more  from  subse- 
quent interviews  and  questionnaires,  and  found  our  objectives  to  be 
sound,  but  recommended  some  structural  changes  to  better  achieve 
those  innovative  participation  features  as  self-evaluation  and  compar- 
ative objectives.  The  revised  system  began  last  February  and  contains 
such  ratings.  I  believe  this  approach  is  new  to  a  large  industrial 
environment,  and  we  will  be  watching  its  progress  carefully  in  this 
initial  test. 

Another  representative  use  of  the  employee-management  task  force 
approach  to  problem-solving  is  the  appointment  of  such  a  group  to 
perform  a  thorough  study  of  the  entrance  levels  of  our  organization 
and  make  recommendation  for  improvement  in  terms  of  work  organi- 
zation, group  structures,  and  other  techniques  for  employee  motiva- 
tion, development,  and  retention. 

Further,  the  Convention  Day  approach  to  employee  participation 
was  continued  at  the  Division  level  last  fall  when  the  Examining  Divi- 
sion— the  Bureau's  largest — held  what  the  employee  program  commit- 
tee called  "Mini  Convention  Days."  This  was  a  10-session,  70-employee- 
per-session  series  which  dealt  only  with  the  Examining  Division  issues, 
and  provided  for  open,  direct,  dialogue  between  groups  of  employees 
and  Division  managers.  This  localization  of  the  Convention  Day  ap- 
proach will  continue  with  the  other  Bureau  Divisions. 

PERSONNEL  RECRUITMENT 

I  also  reported  last  year  that  we  were  taking  an  active  part  in  the 
Washington  Urban  League's  School  to  Industry  Program  for  the  em- 
ployment of  high  school  graduates.  During  the  year  we  hired  78  young 
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people  under  this  program,  and  are  highly  pleased  with  their  perform- 
ance. Our  EEO  Counselor  was  recognized  by  the  Urban  League  at  a 
testimonial  luncheon  for  his  role  in  helping  make  this  program  effec- 
tive, and  we  intend  to  continue  our  participation  in  this  community 
effort. 

WAGE  ADMINISTRATION 

The  passage  of  Public  Law  92-392  has  enabled  the  Bureau  to  re- 
spond to  a  long-standing  concern  of  our  non-craft,  wage  board  em- 
ployees that  their  wages  were  not  established  in  relation  to  wages  in 
the  printing  indu^ry.  The  legislation  effectively  recognized  the 
uniqueness  of  the  Bureau's  job  requirements  in  exempting  them  from 
the  Coordinated  Federal  Wage  System.  Accordingly,  we  have  recom- 
mended to  the  Department  of  the  Treasury  a  new  wage  system  based 
on  comparability  with  the  Government  Printing  Office.  In  our  discus- 
sions with  the  exclusive  representatives  of  the  employees  concerned, 
it  was  agreed  that  the  GPO  rates,  predicated  on  formal  survey  of  the 
printing  and  bindery  industry,  are  equitable  for  application  to  the 
Bureau  positions.  If  approved,  the  additional  cost  of  the  new  wage  sys- 
tem will  be  approximately  $3.2  million. 

Mr.  Chairman,  I  have  covered  in  this  statement  what  I  hope  are  the 
representative  highlights  of  our  operations  for  the  past  year  and  of  our 
current  planning.  I  am  personalh^  gratified  that  the  staff  and  the  em- 
ployees of  the  Bureau  have  maintained  effectiveness  in  our  operations 
m  the  face  of  increasing  workload  requirements  and  the  constraints  of 
space,  equipment,  and  other  limitations.  In  this  connection,  I  was  par- 
ticularly pleased  that  in  their  ongoing  comprehensive  study  of  pro- 
ductivity within  Government,  the  Joint  GAO-OMB-CSC  Study 
Group  has  been  able,  on  a  number  of  occasions  during  the  past  year, 
to  cite  the  productivity  achievements  of  the  Bureau  of  Engraving  and 
Printing.  I  am  hopeful  we  will  also  continue  to  merit  the  confidence 
and  support  we  have  enjoyed  from  you  and  this  committee. 

Mr.  Chairman,  this  concludes  my  statement.  I  will  be  pleased  to 
answer  any  questions  you  and  the  members  of  the  committee  may  have. 

UNIT   COSTS 

Mr.  Steed.  Just  offhand,  Mr.  Director,  I  think  last  year  you  gave  us 
a  figure  for  the  cost  of  producing  paper  money  that  represented  the 
lowest  in  our  country's  history,  despite  the  fact  that  costs  of  all  kinds 
have  continued  to  escalate.  Are  you  able  to  say  as  much  this  year? 

Mr.  CoNLON.  Regrettably  no,  Mr.  Chairman.  I  believe  that  the  law 
of  diminishing  returns  is  finally  catching  up  with  us.  Until  last 
year,  our  productivity  curves  and  our  productivity  indexes  had  shown 
a  steady  improvement. 

Very  recently,  Tom  Morris,  the  Assistant  Comptroller  General, 
reported  in  a  column  for  the  Defense  Journal  that  the  Bureau  of 
Engraving  and  Printing,  as  an  example  of  a  productive  Government 
enterprise,  had  increased  productivity  from  the  base  year  1967  to 
1972  b}^  some  32  percent  in  spite  of  the  fact  that  wages  had  increased 
by  31  percent  in  Government. 

I  mentioned  in  my  opening  statement  today  an  example  of  the  kind 
of  catalytic  pay  increase  I  believe  that  is  causing  us  finally  to  lose  this 
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progressive  trend  in  price  reduction.  The  new  wage  system  for  non- 
craft  employees  will  approximate  $3.2  million. 

I  think  possibly  Mr.  Chairman  you  would  agree  with  me  based  on 
some  of  our  earlier  conversations  that  having  achieved  a  high  level 
of  productivity  and  this  remaining  fairly  constant  within  the  state 
of  the  art  subsequent  increases  in  wages  and  in  material  costs  are 
going  to  affect  us  adversely  in  price  areas. 

Mr.  Steed.  I  think  it  is  interesting  to  take  note  again — which  I 
always  am  not  remiss  in  referring  to — that  the  Treasury  Department 
is  a  very  unique  department  in  the  fact  that  it  divides  its  work  into 
four  major  categories,  not  the  least  of  which  is  that  it  is  probably  the 
most  outstanding  manufacturing  activity  of  the  entire  Federal  Gov- 
ernment both  in  the  graphic  arts  field  that  you  represent  and  the  metal- 
lurgic  field  that  the  Bureau  of  the  Mint  represents.  I  would  guess 
from  being  somewhat  familiar  with  the  graphic  arts  industry  having 
grown  up  m  it  that  your  production  records  on  any  basis  of  compari- 
son would  show  that  probably  no  other  graphic  arts  manufacturing 
plant  in  the  country  can  hold  a  candle  to  you. 

Do  you  think  you  would  compare  favorably  with  other  production 
units  in  the  graphic  arts  industry  ? 

Mr.  CoxLox.  One  always  runs  the  risk.  Mr.  Chairman,  of  blowing 
his  own  horn,  but  objectively  I  say  yes.  We  have  been  maintaining,  as 
I  believe  we  reported  to  you  on  other  occasions,  a  productivity  index 
compilation  since  the  base  year  of  1967,  and  actually  we  show  that  over 
a  10-year  span  we  have  increased  productivity  in  every  major  product. 
This  has  been  reflected  in  correspondingly  lower  costs  for  all  of  the 
major  products. 

PRODUCTIOX   EFFICIENCY 

Mr.  Steed.  I  think  it  is  well  to  point  out,  too,  that  you  have  to  strive 
for  a  perfect  product  because  every  time  you  make  a  mistake  it  becomes 
a  collector's  item.  You  have  always  had  a  fetish  about  spoilage  and 
other  things  that  add  to  cost.  Whaib  is  your  present  situation  as  to  that 
type  of  efficiency  ? 

Mr.  CoxLox.  I  am  proud  to  report  that  we  do  pay  ver}^  detailed  at- 
tention to  our  spoilage  situation,  and  you  are  quite  right  in  identify- 
ing tlie  uniqueness  of  our  approach  to  this,  particularly  in  the  compila- 
tion of  spoilage  data. 

I  am  somewhat  envious  at  times  in  watching  commercial  printers  set 
up  a  web  press  wherein  they  feed  in  a  roll  of  blank  paper  and  proceed 
to  unwind  on  the  printed  end  until  they  bring  the  print  up  to  standard. 
All  of  that  becomes  waste  and  discarded. 

In  the  Bureau's  case,  primarily  because  of  the  security  nature  of  our 
products,  every  single  printed  sheet  from  the  first  sheet  has  to  be  ac- 
counted for.  Of  coui*se,  in  our  distinctive  currency  paper,  even  blank 
paper  mutilated  in  processing  has  to  be  accounted  for.  In  the  current 
situation  we  have  been  able  to  reduce  our  currency  spoilage  to,  I  believe, 
a  historical  low — in  the  neighborhood  of  -4  percent. 

You  will  recall  our  reporting  to  this  committee  many  years  back, 
when  we  were  talking  of  currency  spoilage  in  the  neighborhood  of  12 
and  13  percent. 
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CURRENCY   PAPER   SUPPLY 

Mr.  Steed.  As  to  tlie  supply  of  paper  a  few  years  ago.  very  recently, 
as  a  matter  of  fact,  the  paper  manufacturer  was  complaining  about  his 
difficulty  in  obtaining  materials  to  keep  producing  this  very  special 
paper  stock  you  have  to  have.  I  think  he  told  us  that  he  had  finally,  in 
desperation,  started  importing  rags  from  Europe  in  order  to  get  raw 
materials  to  try  to  keep  you  supplied. 

Yf  hat  has  he  told  you  lately  about  that  ? 

Mr.  CoNLON.  He  is  still  experiencing  difficulty.  Our  distinctive  cur- 
rency paper,  of  course,  is  100-percent  rag.  More  descriptively,  it  is 
75-percent  cotton,  25  linen.  He  has  particular  trouble  with  the  linen 
input  as  well  as  with  the  cotton  input. 

We  have  been  conscious  of  this  problem  for  some  period  of  time, 
and  included  in  our  research  effort  is  an  appraisal  of  other  formula- 
tions of  paper,  including  the  possible  introduction  of  wood  pulp  fibers, 
for  example,  with  cotton  or  linen.  In  fact,  we  have  questioned  the 
end  result  of  25-percent  linen  in  conjunction  with  cotton.  These  are 
the  kinds  of  research  efforts  that  we  are  currently  making  and,  as  a 
matter  of  fact,  we  are  testing  right  now  in  the  printing  operation  a 
developmental  paper  that  is  made  up  of  partial  cotton  construction 
and  partial  wood  pulp  construction. 

Our  laboratory  analysis  identifies  that  it  meets  all  of  our  specifica- 
tion standards  for  durability  and  wearability. 

Mr.  Steed.  If  that  is  successful,  won't  that  give  you  a  protective 
factor  against  increased  costs  of  raw  materials  that  you  will  have  if 
you  don't  find  some  other  materials  ? 

Mr.  CoNLON.  Hopefully,  it  would  serve  to  reduce  cost  because  we 
would  anticipate  that  with  the  comparatively  larger  supply  of  the 
wood  pulp  product  in  particular  as  compared  to  the  relatively  scarce 
supply  of  the  linen  that  we  would  be  able  to  effect  cost  reductions  as 
well  as  greater  supply. 

MANPOVSTER   CEILING 

Mr.  Steed.  You  make  reference  here  to  the  fact  you  have  a  man- 
power ceiling.  Who  imposed  that  ceiling  on  you  ? 

Mr.  CoNLON.  OMB,  as  part  of  the  budget  review. 

Mr.  Steed.  What  factors  did  they  use  in  setting  the  ceiling,  or  did 
they  tell  you  ? 

Mr.  CoNLON.  I  am  obviously  not  privy  to  all  of  the  considerations, 
Mr.  Chairman,  but  I  am  certain  it  was  taken  in  the  overview  of  the 
Government  in  general,  of  which  we  are  a  very  small  part. 

Mr.  Steed.  Well,  you  have  a  very  unique  situation.  You  operate  solely 
upon  demand.  Since  you  cannot  control  that  demand,  how  are  you 
going  to  take  care  of  your  customers  if  you  are  handcuffed  on  pro- 
viding yourself  with  the  manpower  you  have  to  have  to  produce? 

food    COUPONS 

Mr.  CoNLON.  One  of  the  considerations  that  did  come  into  play, 
Mr.  Chaii-man,  was  the  fact  that  there  is  only  a  statutory  requirement 
for  the  production  of  currency  by  the  Bureau  of  Engraving  and  Print- 
ing. One  of  the  efforts  that  will  be  directed,  and  I  believe  effectively, 
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toward  meeting  the  manpower  ceiling  imposed  is  the  directing  to 
private  industry  of  the  food  coupon  program. 

We  had  already  farmed  out  approximately  43  percent  of  that  pro- 
gram, as  we  reported  to  you  last  year,  to  the  American  Bank  Note  Co., 
in  New  York.  We  are  in  the  process  now  of  working  with  the  Depart- 
ment of  Agriculture  to  contract  out  the  remaining  portion  of  that 
program. 

Mr.  Steed.  What  is  this  going  to  .do  to  their  cost?  Do  they  get  the 
same  price  from  private  industry  ? 

Mr.  CoNLON.  The  Department  of  Agriculture  has  asked  us  to  serve 
as  their  agent  in  the  implementation  of  this  contract,  which  will  be 
negotiated  with  the  major  supplier.  We  are  very  hopeful  that  we  will 
be  able  to  effect  a  comparable  cost  result  to  the  43-percent  item  that 
we  did  farm  out. 

We  hope  we  are  able  to  achieve  such  a  comparable  cost. 

There  may  be  some  increase  due  to  the  requirement  for  capitaliza- 
tion on  a  short-term  basis  by  the  industrial  firm  who  may  receive  the 
contract. 

Mr.  Steed.  Do  you  think  the  ability  of  your  plant  to  establish  what 
I  would  consider  to  be  a  very  accurate  cost  factor  gives  3'ou  a  competi- 
tive advantage  that  the  Department  of  Agriculture  wouldn't  have? 

Mr.  CoNivON".  Yes,  sir,  in  the  instant  case  it  distinctly  does  and  the 
Department  of  Agriculture  took  note  of  this  fact.  It  puts  us  in  a  very 
excellent  position  in  terms  of  negotiating  with  a  private  firm  in  terms 
of  arriving  at  a  final  price  to  the  Department  of  Agriculture. 

Our  incremental  breakout  of  costs  by  the  various  operations  involved 
will  permit  us  to  do.  I  think,  a  very  critical  analysis  of  any  data  sub- 
mitted by  an  industrial  firm. 

BILLING   cycles 

Mr.  Steed.  Several  years  ago  when  I  worked  on  the  legislative  ap- 
propriation bill,  the  Government  Printing  Office  was  having  some  very 
serious  difficulty  with  its  customers  in  getting  them  to  pay  their  bills, 
and  we  had  to  increase  their  revolving  fund  since  they  had  to  carry 
such  a  large  accounts  receivable  on  their  books. 

Since  all  their  customers  were  agencies  of  the  Government,  it  took 
some  doing  to  reduce  the  timelag  between  the  time  they  delivered  a 
product  with  all  their  costs  already  incurred  and  the  time  we  got  the 
money  back  from  the  agency.  How  serious  is  your  timelag  ?  How  much 
does  the  timelag  add  on  to  the  size  of  your  revolving  fund? 

Mr.  CoxLox.  I  couldn't  calculate  the  impact  on  a  percentage  basis, 
Mr.  Chairman,  but  we  do  know  realistically  that  this  timelag  has  the 
impact  of  increasing  the  need  for  cash  flow. 

Actually  our  major  customer  a2:encies  have  been  most  cooperative 
in  responding  to  our  request  for  decreasing  the  time  level  of  the  pay- 
ment cvcle. 

Both  the  Federal  Reserve  and  the  Postal  Service  have  responded  to 
the  point  where  we  can  receive  biweekly  payments  and  monthly 
payments. 

NONCURRENCY  PAPER   SUPPLY 

Mr.  Steed.  Are  you  having  any  difficulty  getting  the  quality  paper 
you  want  for  other  products  other  than  paper  money  ? 
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Mr.  CoNLON.  Beyond  the  currency  product  our  paper  requirements 
are  essentially  in  the  wood  pulp  area.  We  have  a  large  number  of 
sources,  comparatively  speaking,  as  against  a  rather  singular  source 
that  we  have  at  the  present  time  for  currency  paper. 

Accordingly,  we  do  have  a  significant  number  of  suppliers  and  we 
are  able  to  insist  upon  high  quality  standards.  The  paper  we  have  been 
receiving  is  good. 

PRODUCT  REQUIREMENT   INCREASES 

Mr.  Steed.  You  refer  to  a  production  increase  in  total  pieces  that  you 
expect  to  produce  next  year  and  the  year  after  and  on  up  to  the  year 
1980.  Is  this  caused  by  a  shorter  life  expectancy  of  the  product  you 
turn  out,  or  is  it  just  because  the  economy  has  grown  and  the  demand 
for  the  product  has  increased  ? 

Mr.  CoNLON.  No,  sir ;  I  am  happy  to  say  it  is  not  attributable  to  a  de- 
creased life  expectancy  of  currency.  Actually  the  life  expectancy  of  a 
$1  bill  continues  at  about  18  months.  Our  laboratory  efforts  are  to 
elongate  that  life  expectancy.  The  growth  rate  in  currency  which  we 
project  at  something  like  8  percent  per  annum  I  believe  is  directly  cor- 
related with  both  the  gross  national  product  and  with  the  population 
increases  of  the  Nation. 

inventories 

Mr.  Steed.  What  do  you  consider  a  proper  stockpile  in  your  vaults 
to  keep  you  in  a  smooth  operating  condition  ? 

Mr.  CoNLON.  That  is  an  extremely  difficult  question  to  answer,  Mr. 
Chairman,  considering  the  variety  of  products.  In  the  currency  prod- 
uct we  should  have  something  approximating  a  6-week  in-process  in- 
ventory in  various  stages.  We  have  an  in-process  inventory  for  each  of 
the  manufacturing  elements  involved,  leading  up  to  finished  goods. 

We  do  keep  a  very  critical  control  on  this  quantity  of  currency,  first 
of  all  because  it  ties  up  some  of  our  already  scarce  cash.  Consequently, 
we  tend  to  work  on  a  very  narrow  margin  of  inventory  against  work 
requirements. 

We  are  operating  on  a  three-shift  cycle  in  the  printing  element  and 
two-shift  cycle  in  many  other  areas.  For  postage  stamps,  in  the  same 
respect,  we  have  a  mixed  product  situation,  and  accordingly  the  inven- 
tory requirements  vary  with  the  logistics  of  the  situation. 

postage  stamp  deadlines 

Mr.  Steed.  Have  you  been  able  to  get  enough  leadtime  out  of  the 
Postal  Service  to  avoid  any  of  these  other  jamups  you  have  had  in  the 
past  ? 

Mr.  Conlon.  This  is  becoming  a  very  routine  cause  of  difficulty,  if 
you  will.  It  is  a  continuing  problem  to  meet  deadlines,  particularly  in 
the  commemorative  stamp  area.  There  is  an  excellent  attitude  of  co- 
operation on  the  part  of  the  Postal  Service,  particularly  through  the 
Citizens  Stamp  Advisory  Committee  on  which  I  do  serve.  Very  strong 
efforts  are  made  to  get  art  work  to  us  earlier  than  has  been  the  case  in 
the  past,  to  get  approvals  on  submitted  models  and  the  like,  but  the  na- 
ture of  the  beast,  I  believe,  is  such  that  we  will  always  have  a  problem 
meeting  deadlines. 

Mr.  Steed.  Mr.  Robison. 
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Mr.  RoBisoN.  Mr.  Conlon,  it  is  a  pleasure  to  see  you  again,  sir.  We 
have  a  new  addition  to  the  subcommittee,  Mr.  Miller  of  Ohio,  and  he 
asked  for  this  assignment,  I  understand,  because  he  had  been  told 
that  you  and  the  Director  of  the  Mint,  when  she  appears,  always  bring 
samples  for  the  new  members. 

Mr.  Miller.  The  large  samples. 

Mr.  RoBisoN.  You  have  no  samples  ? 

Mr.  CoNLON".  We  have  some  samples  on  the  wall. 

Mr.  RoBisoN.  I  would  like  to  congratulate  you,  IVIr.  Director,  for 
the  work  that  has  been  accomplished  leading  toward  the  review  and, 
hopefully,  an  improvement  of  your  pricing  policies,  and  also  in  es- 
tablishing a  program  for  financing  your  capital  improvement  pro- 
gram, itself. 

FINANCING   STUDIES 

You  had  an  outside  study  performed  by  some  outside  consultants 
relative  to  the  recommendations  in  these  regards  ? 

Mr.  CoNLON.  Yes,  sir ;  we  did.  As  I  mentioned  in  our  opening  state- 
ment, the  findings  were  generally  consistent  with  what  had  been  our 
developed  views. 

Mr.  RoBisoN.  Who  did  the  study  for  you  ? 

Mr.  CoNLON.  Arthur  Anderson  and  Co. 

Mr.  RoBisoN.  Why  was  it  necessary,  in  your  judgment,  to  go  outside 
Treasuiy  to  get  a  report  which  seemed  to  be,  in  the  end,  comparable 
to  your  own  view  ?  I  don't  ask  this  question  in  a  critical  sense  so  let 
me  lead  you  toward  an  answer.  Was  it  to  confirm  the  wisdom  of  your 
own  ideas  in  this  regard,  in  part  ? 

Mr.  Conlon.  I  believe  so.  I  myself  thought  it  was  an  excellent  idea. 
The  Department  in  assessing  our  needs,  I  believe,  decided  to  have  the 
input  of  an  additional  point  of  view.  We  welcomed  this  because  it  is 
always  good  to  be  supported  if  you  feel  you  are  doing  right. 

Mr.  RoBisoN.  Can  you  tell  us  w-hat  the  cost  of  the  study  was?  You 
can  supply  it  if  vou  want. 

Mr.  CoNLOX.  '$18,000. 

Mr.  RoBisox.  And  is  there  a  summary  of  it  available  for  the  sub- 
committee at  this  point  in  time,  or  is  it  before  the  Department  for 
review  ? 

Mr.  CoxLox.  I  believe  we  may  have  submitted  to  Mr.  Gunnels,  a 
copy  of  the  Andereen  report. 

Mr.  GuxxELS.  No. 

Mr.  CoxLOX.  If  not,  we  would  be  pleased  to  make  one  available. 

SURCHAKGE   PROCEDURE 

Mr.  RoBisox.  The  surcharge  procedure,  if  and  when  you  go  to  it, 
would  be  assessed  against  work  produced,  or  being  produced,  and 
evidently  would  require,  then,  some  time  to  build  up  a  fund  as  I  un- 
derstand it. 

Mr.  CoxLOX.  Yes,  sir. 

Mr.  RoBisoN.  From  which  you  could  make  large  capital  invest- 
ments. 

Mr.  CoxLox.  I  am^iiopeful  that  in  the  final  evolving  of  th©*|^pro- 
priate  way  to  hanfUe  the  surcharge  that  the  commitee  will^ji^pport 
our  views  that  the  surcharge  will  in  effect  be  increasing  our  capitaliza- 
tion fund.  We  would  be  very  hopeful  of  having  the  availability  of  such 
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an  "equipment  modernization  fund"  or  an  ad  hoc  capitalization  fund, 
if  you  will,  to  serve  both  equipment  needs  and  cash  flow  needs  as  they 
may  occur.  The  assessment  against  customer  agencies  in  the  form  of 
a  surcharge  we  would  anticipate  could  be  very  well  regulated  in  terms 
of  our  identifying  in  advance  equipment  needs,  and  by  analysis  of 
the  in-house  study-type  approach  that  we  mentioned  in  the  opening 
statement,  an  analysis  of  our  cash  flow  needs.  We  would  then  be  able 
to  levy  surcharges  that  would  be  realistic  and  would  not  create  an 
excessive  buildup  in  the  fund. 

Mr.  KoBisoN.  Will  you  need  legislation,  in  your  opinion  or  that 
of  the  Department,  to  authorize  this  change  in  procedures? 

Mr.  CoNLON.  The  matter  has  been  discussed  with  0MB  and  with 
GAO,  and  the  general  feeling  is  that  legislation  will  not  be  required, 
although  it  may  very  well  be  that  some  analysis  may  have  to  be  made 
of  the  language  of  existing  public  law  to,  at  least,  clarify  it  and  make 
it  consistent  with  the  surcharge  approach. 

Mr.  RoBisoN.  Have  you  a  rough  timetable  to  give  us  as  to  when  the 
Bureau  might  be  able  to  move  to  this  new  procedure  ? 

Mr.  CoNLON.  I  am  hopeful  we  would  be  able  to  start  it  in  1974. 

Mr.  RoBisoN.  In  fiscal  1974  ? 

Mr.  CoNLON.  Yes,  sir. 

Mr.  RoBisoN.  I  appreciate  this,  Mr.  Chairman.  I  think  it  is  a  good 
move  and  it  will  help  this  subcommittee,  and  the  Congress  in  turn,  to 
avoid  the  recurrent  necessity,  as  we  have  seen  it  in  past  years,  of  rather 
large  and,  to  us  anyhow,  rather  unexpected  appropriations,  and  there- 
fore, the  sort  of  peaks  and  valleys  we  have  seen  in  your  account  here, 
in  order  to  take  care  of  your  capital  improvement  program.  I  like  it 
very  much. 

Mr.  CoNLON.  We  did  appreciate  the  recommendation  of  the  com- 
mittee in  reporting  out  the  appropriation  bill,  and  we  proceeded  on 
it  forthwith. 

LEASE-PURCHASE    OF    EQUIPMENT 

Mr.  RoBisoN.  You  have  had  some  discussion,  apparently,  with  man- 
ufacturers or  suppliers  of  the  kind  of  equipment  you  will  have  a  need 
of,  about  the  lease  purchase  arrangement  for  such  items,  or  some  of 
them,  until  that  time  when  the  surcharge  fund  accumulates  enough  to 
make  direct  purchases  therefrom  possible.  Is  there  some  interest  on  the 
part  of  the  manufacturers,  so  far,  in  this  kind  of  an  arrangement  ? 

Mr.  CoNLON.  Yes,  sir ;  there  is.  We  have  not  talked  as  yet  to  all  of 
the  potential  suppliers,  but  we  have  talked  to  major  potential  suppliers. 
I  might  mention  that  one  of  the  specific  purposes  in  the  discussion  was 
to  identify  the  possibility  of  such  major  suppliers  accepting  the  li- 
ability risk  if  you  will  for  cancellation  on  our  part.  It  was  our  sug- 
gestion to  these  manufacturers,  who  are  very  well  experienced  with 
the  Bureau  and  its  operations,  that  the  risk  is  really  theoretical,  that 
when  the  Bureau  purchases  equipment  on  the  basis  of  long-range 
studies  and  deep  experience  that  historically  we  do  not  obsolete 
this  equipment  in  the  following  year,  nor  do  we  find  it  not  to  be 
productive.  Consequently  the  risk,  as  I  say,  is  theoretical.  In  practical 
application  when  we  purchase  equipment,  we  run  it  out  to  its  full 
depreciation  if  not  its  total  obsolescence,  and  the  manufacturers  have 
rather  agreed  with  us. 
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The  important  feature  here  is  that,  if  we  can  be  exempted  by  the 
manufacturers  from  a  liability  contingency,  then  it  means  that  we  do 
not  have  to  have  funds  on  hand,  as  would  be  required  properly  to 
support  such  liability.  Consequently  we  would  be  able  to  move  at  a 
much  more  accelerated  rate  in  terms  of  getting  all  the  equipment  that 
we  need  for  total  modernization.  In  the  interim  period,  and  we  did 
address  this  in  the  opening  statement,  we  did  ask  for  your  approval  of 
our  utilization  of  $3  million  appropriated  last  year  because  of  the  very 
precise  language  for  the  purchase  of  equipment.  "VVe  asked  for  your 
approval  of  our  utilizing  that  money  as  the  liability  contingency  cover- 
age, if  you  will,  to  permit  us  to  lease-purchase  larger  numbers  of  pieces 
of  equipment. 

Mr.  RoBisoN.  I  was  just  going  to  call  your  attention  to  that  state- 
ment, which  is  on  page  3  of  your  prepared  remarks.  Is  my  understand- 
ing correct  in  this  regard,  that  the  only  authority  you  need,  here,  is 
that  of  this  subcommittee,  or  the  full  committee  rather,  and  the  Senate 
committee  ? 

Mr.  CoNLOx.  Yes,  sir ;  it  is. 

EMPLOYMENT   LEVELS 

Mr.  RoBisoN.  Relative  to  your  manpower  problems,  and  the  man- 
power ceiling,  which  is  referenced  on  page  7  of  your  prepared  remarks, 
you  tell  us  that  the  ceiling  has  been  established  for  fiscal  1974  at  3,407. 

Employment  at  the  moment  in  the  Bureau  stands  at  3,550.  Back  up 
a  year  or  two,  or  even  three,  and  tell  us  what  the  employment  levels 
might  have  been. 

Mr.  CoxLON.  Our  range  over  the  past  5  years  would  run  in  the 
neighborhood  of  3,300  to  a  high  of  about  3,600. 

SPACE    CONSTRAINTS 

Mr.  RoBisoN.  Related  in  there,  somehow,  also  has  to  be  your  space 
problem,  does  it  not  ? 

Mr.  CoNLON.  Our  space  problem,  as  we  indicated  in  our  need  for 
additional  facilities  and  space,  is  rather  critical. 

Mr.  RoBisoN.  The  chairman  quite  properly  directed  your  thoughts, 
and  asked  for  your  comments,  on  the  other  side  of  an  employment 
ceiling.  On  the  other  hand,  until  we  solve  your  space  problems  you 
can't  really  have  too  many  more  people. 

Mr.  CoNLON,  Amazingly,  Mr.  Robison,  the  existing  buildings  at 
one  time  housed  as  many  as  8,000  people. 

Mr.  Robison.  Yes;  but  you  were  probaJbly  back  then  using  more 
people  and  fewer  large  machines. 

Mr.  CoNLON.  We  were  indeed.  The  snace  requirements  for  modern 
equipment,  of  course,  are  well  beyond  the  realm  of  any  space  require- 
ment that  existed  in  those  days. 

Mr.  Robison.  And  it  is  the  modern  equipment,  as  you  call  it,  plus 
your  employee  training  program,  that  have  been  giving  you  your  good 
and  constantly  improving  productivity  rate,  is  that  right? 

Mr.  CoNLON.  That  is  the  principal  input,  yes,  sir. 
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FOOD   COUPONS 


Mr.  RoBisoN.  With  regard  to  the  elimination  of  the  production  of 
food  coupons,  is  this  an  in-house  decision,  so  to  speak  ?  In  other  words, 
it  was  one  the  Bureau  made  and  not  the  Department  of  Agriculture? 

Mr.  CoNLON.  No,  sir.  This  was  recommended  as  part  of  the  govern- 
mental review  on  manpower  in  identifying  ways  by  which  the  Bureau 
could  adequately  meet  a  ceiling  of  3,407  as  established  for  1974. 

Mr.  RoBisoN.  Are  there  security  problems  involved  in  farming 
out  the  production  of  such  items  as  food  coupons,  which  are  more 
or  less  negotiable  ? 

Mr.  CoNLON.  There  are  security  problems  involved,  and  for  this 
reason  the  Department  of  Agriculture,  as  I  mentioned,  requested  that 
we  act  as  their  agent  in  implementing  the  contract.  In  this  connection 
we  would  serve  to  establish  with  the  private  industry  sector  security 
standards  and  practices,  and  to  audit  those  security  standards  and 
practices,  just  as  we  would  also  establish  quality  control  techniques, 
statistical  sampling  and  the  like,  and  monitor  those.  We  do  now  have 
a  contract,  as  I  mentioned,  with  the  American  Bank  Note  Co.  for 
approximately  43  percent  of  the  product,  and  we  do  have  security 
standards  invoked. 

Mr.  RoBisoN.  I  don't  know  all  that  much  about  that  company,  but 
I  should  imagine  it  would  be  about  as  "secure"  as  any  outside  printing 
outfit  might  be,  given  its  na^me. 

Mr.  CoNLON.  It  is  indeed. 

Mr.  RoBisoN.  I  am  curious  about  one  thing,  and  again  not  intending 
to  be  critical  of  your  operation,  because  it  is  very  hard  for  me  to 
ever  be  critical  about  it.  The  efficiency  with  which  you  operate  your 
Bureau  is  remarkable  and  laudatory. 

But  you  told  us  that  the  American  Bank  Note  Co.  was  able,  appar- 
ently, to  provide  the  Department  of  Agriculture  with  food  coupons 
for  the  43  percent  of  the  farmed-out  load  last  year,  at  a  comparable 
cost  to  yourselves.  The  thought  came  across  my  mind,  where  was  their 
profit?  If  they  made  some  profit  and  you  are  a  nonprofit  operation, 
were  your  rates  too  high?  Maybe  this  is  an  unfair  question.  Can  you 
enlighten  me  ? 

Mr.  CoNLON.  I  believe  the  matter  of  pricing  for  that  particular  part 
of  the  product  had  to  do  with  the  American  Bank  Note  Co.'s  under- 
taking a  program  for  whicli  they  were  uniquely  equipped.  As  you 
indicated  from  your  knowledge  of  the  company,  they  are  a  security 
printing  house.  They  do  have  the  intaglio  process  as  does  the  Bureau 
of  Engraving  and  Printing.  Their  techniques  are  similar  in  the 
instant  case,  with  the  equipment  on  hand  and  witli  the  assistance  1 
might  add  given  by  the  Bureau.  For  example,  initial  engraving  was 
not  required.  We  supplied  dies  for  the  manufacture  of  plates.  We  have 
supplied  security  personnel  and  quality  control  personnel  as  an  assist. 

In  the  instant  situation  of  the  export,  if  you  will,  of  the  additional 
quantities  of  food  coupons  there  could  be  some  differences  in  this 
price,  as  I  mentioned,  because  certainly  some  capitalization  will  be 
required  for  additional  equipment  on  the  part  of  the  American  Bank 
Note  Co.  and/or  any  other  company  that  enters  into  the  contract. 
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Since  this  is  a  short  term  program  relatively  speaking,  I  am  certain 
this  capitalization  will  be  reflected. 

I  might  mention  we  have  reported  to  the  committee  in  tlie  past  that, 
by  the  nature  of  the  program,  we  were  reluctant  to  modernize  and 
expand  the  moneys  for  a  possible  short-lived  program.  Otherwise, 
our  cost  would  have  been  lower. 

LARGE  DENOMINATION  CUKRENOY 

Mr.  RoBisoN.  Are  you  still  printing  what  you  call  only  convenience 
cash,  and  by  that  I  mean  are  we  not  yet  producing  a  larger  bill  than 
a  $100  denomination. 

Mr.  CoNLON.  Yes,  sir.  As  I  mentioned  earlier  we  have  not  printed 
any  larger  than  a  $100  bill  since  1946. 

Mr.  RoBisoN.  If  we  don't  get  a  handle  on  inflation  you  may  well 
have  to.  Is  the  "currency  mix"  changing  as  you  see  it  ? 

Mr.  CoNLON.  No.  The  percentages  by  denomination  are  holding 
rather  steadfast. 

TWO  DOLLAR  CURBENCY  NOTES 

Mr.  EoBisoN.  Is  there  still  pressure  on  the  part  of  some  people  for 
a  $2  bill? 

Mr,  CoNLON.  Some  people,  Mr.  Robison,  as  you  are  probably 
needling  me,  is  party  of  the  first  part.  We  have  had  some  very  ob- 
jective discussion  with  the  Federal  Reserve  as  part  of  the  joint  study 
being  conducted  by  the  Federal  Reserve  and  the  Department  on  the 
feasibility  of  such  a  bill.  Unquestionably  some  manufacturing  savings 
would  accrue  from  introduction  of  such  a  denomination ;  but,  on  the 
other  hand,  the  Federal  Reserve  has  understandable  reluctance  in 
terms  of  public  acceptance  without  a  very  viable  means  for  assertain- 
ing  whether  or  not  this  has  changed  over  the  years. 

AIR-OONDITIONING 

Mr.  RoBisoN.  Did  we  complete  the  air-conditioning  program  for  the 
Bureau  in  its  present  location  ?  Is  that  work  done  now  ? 

Mr.  CoNLON.  I  might  say  in  response  we  have  almost  exhausted  all 
the  funds  you  appropriated  for  that  purpose.  "Climate  control,"  as  I 
mentioned  last  year,  it  is  hard  for  us  to  refer  to  it  without  thinking 
of  Mr.  Steed's  expression.  We  have  some  $55,000  to  $56,000  remaining 
by  virtue  of  returns  to  the  Bureau  for  adjusted  parts  of  the  program. 
We  have  these  funds  scheduled  for  one  of  the  new  printing  areas  and 
one  of  our  storage  areas. 

As  we  acquire  additional  space  from  the  removal  of  the  "Public 
Debt"  operations  from  the  annex  building  we  will  be  picking  up  cer- 
tain un-air-conditioned  areas.  We  do  have  some  remaining  un-air- 
conditioned  areas  by  virtue  of  alternates  that  were  utilized  to  fit  the 
contract  to  the  budget,  the  moneys  available  through  the  appropria- 
tion. But  we  did  indicate  to  the  Committee,  and  we  still  do,  that  we 
hope  that  out  of  such  things  as  equipment  modernization  surcharges, 
we  would  be  able  to  handle  that  piecemeal  as  we  go  along. 
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SAFETY   AND   NOISE   CONTROL 

Mr.  RoBisoN.  Congress,  in  its  sometime  infinite  wisdom,  has  re- 
cently passed  new  legislation  in  the  fields  of  both  occupational  safety 
and  health,  and  of  noise  pollution.  What  impact  do  either,  or  both, 
of  these  new  acts  have  on  your  operation  ? 

Mr.  CoNLON.  They  have  no  mandatory  requirements  per  se  on  our 
operation,  but  they  are  consistent  philosophically  with  our  approach  to 
safety.  As  a  matter  of  fact,  our  safety  program  is  one  of  the  pro- 
grams in  the  Bureau  that  is  receiving  very  current  emphasis,  in 
terms  of  its  being  relocated  organizationally.  We  are  very  optimistic, 
by  virtue  of  our  having  recently  acquired  a  new  safety  officer  with 
some  rather  wide  experience  in  the  area  of  safety,  that  we  are  going 
to  be  showing  marked  improvement. 

Mr.  RoBisoN.  How  about  noise  ? 

Mr.  CoNLON.  Noise  is  a  residual  problem  of  press  manufacturing. 
We  use  acoustical  tiling  of  course,  where  we  can.  We  use  fiber  gear- 
ing where  we  can.  We  can  minimize,  but  not  eliminate  noise. 

AUTOMATED   PROCESSING  EQUIPMENT 

Mr.  KoBisoN.  What  progress,  if  any,  in  the  technical  field  is  the 
machine  industry  making  toward  producing  currency-handling  equip- 
ment, counting  devices  or  whatever,  and  what  would  be  the  impact 
of  those  machines,  if  they  come  into  use  more  generally,  on  your 
product  ? 

Mr.  CoNLON.  At  the  risk  of  appearing  once  more  to  be  blowing  our 
own  horn,  you  may  recall  we  reported  to  the  Committee  that  by  virtue 
of  our  having  looked  at  what  was  happening  around  the  world,  we 
were  satisfied  that  no  one  was  in  a  more  advance  state  of  the  art  as 
regards  processing  than  was  the  Bureau  at  that  time.  It  supported 
our  convictions  that  the  plans  we  had  were  good. 

Specifically,  Mr.  Eobison,  there  has  been  a  dearth  of  innovative 
equipment  in  terms  of  currency-handling  capability.  The  currency 
over-printing  processing  equipment,  to  which  we  referred,  is  the 
product  of  our  own  in-house  design  and  development.  It  is  manufac- 
tured for  us,  of  course,  by  a  manufacturer  abroad,  but  it  is  the  singular 
most  innovative  approach  to  currency  handling.  It  has  already  been 
copied.  It  is  in  various  stages  of  prototype  production  for  many  of  the 
major  banking  houses  throughout  the  world. 

Mr.  RoBisoN.  And  its  use  does  not,  then,  require  any  modification 
of  your  present  product. 

Mr.  CoNLON.  No,  sir.  We  designed  it  since  we  were  doing  it  in-house 
around  our  own  existing  product.  In  fact  it  was  uniquely  designed 
to  handle  U.S.  currency,  but  the  concept  and  principle  involved  was 
immediately  useful  for  other  bank  note  house  uses. 

OVERTIME  COSTS 

Mr.  RoBisoN.  Skipping  to  another  subject,  can  you  give  us — per- 
haps provide  it  for  the  record  if  you  will  after  making  a  brief  state- 
ment about  it — what  your  situation  has  been  in  the  past  year  with 
regard  to  overtime.  You  can  give  us  some  statistics  for  the  record 
that  are  comparable. 
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Mr.  CoNLON.  Yes,  sir ;  we  will  provide  data.  We  have  been  running 
around  a  not  quite  $3-million  overtime  situation  which  I  believe  is 
consistent  with  our  budget  estimate.  We  have  a  continuing  eflfort  to 
reduce  overtime  where  we  can. 

In  some  categories,  such  as  our  major  plate  printing  category  where 
we  are  forced  into  a  situation  of  having  as  many  as  75  apprentices  on 
board  because  of  a  critical  shortage  of  journeymen,  there  is  no  way 
beyond  overtime  to  meet  the  product  requirements  with  the  number  of 
personnel  available.  Our  long-range  and  continuing  planning  is  to 
eliminate  overtime  which  we  do  not  consider  to  be  productive  on  a 
long-term  basis. 

[The  information  follows :] 

Fiscal  year : 

1973   (8  months) $3,767,044 

1972 7,  348,  950 

1971 8,  476,  057 

1970 5, 445,  692 

EMPLOYEE   PARKING 

Mr.  RoBisoN.  Do  you  have  any  solutions  yet  to  your  continuing  park- 
ing problems  for  your  employees  ? 

Mr.  CoNLON.  In  terms  of  explaining  with  some  degree  of  reason  the 
limitations  therein,  and  engendering  the  cooperation  of  the  employees 
concerned,  it  is  an  area  of  continuing  dissatisfaction.  Hopefully  in  any 
new  building  situation  that  we  might  have,  we  would  be  able  to  pro- 
vide some  alleviation  of  the  situation. 

NEW   BUILDINGS 

Mr.  RoBisoN.  I  don't  think  I  want  to  go  into  the  question  of  the  new 
building  or  the  prospective  new  location,  as  to  where  it  might  be  and 
what  it  might  be  because,  evidently,  you  are  in  a  very  preliminary, 
early  stage  on  this,  but  I  hope  you  will  keep  the  chairman  and  the 
members  of  the  subcommittee  advised  as  you  go  along  on  this,  so  that 
we  would  have  at  least  some  chance  to  make  suggestions  and  recom- 
mendations to  you  in  the  long  run. 

Mr.  CoNLON.  We  would  be  pleased  to  and  would  welcome  such 
recommendations. 

POSTAGE    STAMP  MANUFACTURE 

Mr.  RoBisoN.  Finally,  you  told  the  chairman  that  there  seemed  to 
be  a  good  spirit  of  cooperation  between  the  Bureau  and  the  Postal 
Service  and,  as  far  as  you  can  tell,  they  will  continue  to  be  one  of 
your  customers. 

Mr.  CoNLON.  If  they  are  interested  in  good  management,  yes,  sir. 

PRESS    CONTRACT   COMPLAINT 

Mr.  RoBisoN.  Last  year  we  had  a  discussion  of  the  Crown  Cork  and 
Seal  Co.  complaint.  Can  you  provide  for  the  record,  without  neces- 
sarily going  into  it  here  now,  a  brief  summary  as  to  the  disposition 
of  that  matter? 
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Mr.  CoNLOisr.  I  would  suggest  the  disposition  was  predicated  on 
merit.  It  was  turned  over  to  GAO  for  an  analysis,  and  a  subsequent 
report  of  support  of  the  Bureau's  position. 

Mr.  RoBisoN.  You  might  give  us  just  a  brief  synopsis  of  that,  would 
you,  for  the  record? 

Mr.  CoNLON.  Yes.  As  I  recall  the  situation,  it  has  been  some  time 
since  I  have  looked  at  the  data,  but  the  original  Crown  Cork  and 
Seal  bid  was  $1.5  million  above  that  of  the  lowest  bidder.  By  virtue 
of  procurement  technicalities,  the  low  bid  had  to  be  canceled  as  well 
as  the  high  bid,  which  was  in  our  judgment  excessively  priced. 

In  subsequent  negotiations  that  occurred  with  the  two  firms,  the 
Buy  American  Act  came  heavily  into  play.  There  was  some  manipu- 
lation of  data  which,  on  the  one  hand,  seemed  to  indicate  Crown  Cork 
and  Seal  might  indeed  have  a  lower  price,  but  effectively  on  the  basis 
of  the  prices  submitted,  the  Miehle  Co.  of  Chicago,  111.,  representing 
the  Giori  Organization,  did  indeed  have  the  lowest  effective  price, 
and  were  furnishing  equipment  of  an  experienced  design  more  suitable 
in  our  judgment  than  some  of  the  design  deficiencies  that  we  felt  we 
had  identified  in  the  Crown  Cork  and  seal  proposal. 

I  might  mention  that,  learning  from  experience,  I  indicated  paren- 
thetically that  we  had  not  talked  to  all  press  manufacturers.  I  would 
specifically  refer  to  the  fact  I  have  not  yet  talked  to  Crown  Cork  & 
Seal,  but  it  is  our  vei-y  strong  intention  to  talk  to  Crown  Cork  &  Seal, 
since  they  have  indicated  telephonically  that  they  are  still  very  much 
interested  in  our  equipment  program. 

EXECUTIVE  SESSION 

Mr.  RoBisoN.  Thank  you.  I  have  one  more  question,  but  I  am  in  a 
quandary.  Mr.  Chairman.  These  are  open  hearings  now,  this  year  for 
the  first'time,  and  depending  on  what  Mr.  Conlon  has  to  tell  us  with 
regard  to  his  problems  with  security,  and  so  forth,  I  am  reluctant  to 
ask  him  to  make  an  open  statement  if  he  would  prefer  to  report  to  us 
in  executive  session.  Would  that  be  the  situation  ? 

Mr,  CoNLON.  I  would  suggest,  Mr.  Robison,  that  there  are  many  of 
our  research  activities  that  would  not  serve  in  the  Government's  best 
interest  to  be  openly  discussed. 

Mr.  RoBisoN.  I  wholly  concur.  Mr.  Chairman,  what  is  the  procedure 
in  that  event  ?  Do  we  have  to  take  a  vote  to  close  the  session,  perhaps 
later  on  this  afternoon,  after  the  public  questions  have  all  been  asked  ? 

Mr.  Steed.  The  House  rules  state  that  we  have  to  have  a  quorum  of 
the  committee  present  and  by  rollcall  vote,  vote  to  go  into  executive 
session.  We  don't  have  a  quorum.  I  don't  think  you  can  even  go  oflf 
the  record  unless  we  have  a  quorum  present. 

Mr.  Robison.  I  have  some  interest  in  discussing  the  security  ques- 
tion, but  I  don't  know  how  to  work  this  out. 

Mr.  Morgan.  We  are  going  to  have  the  same  problem  when  the 
Secret  Service  testifies  Thursday.  There  are  going  to  be  some  matters 
that  affect  the  national  security  as  far  as  currency  and  counterfeiting 
is  concerned  that  we  suggest  should  not  be  discussed  in  public  hear- 
ings, but  we  Avill  yield  to  the  Committee's  judgment. 

Mr.  Myers.  Wliy  don't  we  have  one  executive  session  to  handle 
both  of  them  ? 
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Mr.  RoBisoN.  Thank  you,  Mr.  Chairman.  On  the  assumption  this 
matter  will  be  further  pursued  at  a  later  date  under  different  circum- 
stances, I  yield  back  the  balance  of  my  time. 

Mr.  Steed.  Mr.  Roybal. 

SPANISH-SPEAKING  EMPLOYMENT 

Mr.  RoTBAL.  ]\Ir.  Director,  I  too  would  like  to  compliment  you  on 
the  efficiency  with  which  your  department  is  nm,  and  compliment  you 
also  for  the  fact  that  you  are  taking  an  active  part  in  the  Washmgton 
Urban  League  school  to  Industry  program  for  employment  of  high 
school  graduates.  I  applaud  the  fact  that  you  hired  78  young  people 
under  this  program,  and  that  your  EEO  counselor  was  recognized  by 
the  Urban  League  at  a  testimonial  luncheon  for  his  role  in  helping 
to  make  this  program  effective. 

I  would  like  to  help  you  and  your  department  get  another  award. 
This  is  an  award  for  doing  the  same  thing  for  the  Spanish-speaking 
commmiity  of  the  United  States. 

As  you  know,  there  is  some  dispute  as  to  the  population  figures,  but 
it  is  safe  to  say  that  there  are  between  14  and  16  million  Spanish- 
speaking  people  in  the  United  States.  By  looking  at  the  employment 
record  in  the  Federal  Government,  we  find  that  Spanish-speaking  per- 
sonnel occupy  anywhere  between  2.9  and  3  percent  of  those  employed 
by  the  Federal  Government.  We  don't  think  that  that  is  a  good  record. 

In  looking  at  your  record  with  regard  to  the  employment  of  Spanish- 
speaking,  may  I  state  I  think  you  have  an  excellent  chance  of  getting 
an  award  from  a  national  Spanish-speaking  organization.  I  state  that 
because  of  the  fact  that  in  1969  out  of  3,542  employees  you  had  1 
Spanish-speaking  person.  In  1970  out  of  3,373  you  have  5.  In  1971  you 
had  6.  In  1972  you  had  9.  Then  when  we  examine  jonr  record  with 
regard  to  WG  grades,  we  find  that  out  of  2,870  employees  only  1  is 
Spanish  speaking.  In  vour  GS  grades,  we  also  find  that  you  had  1 
in  1970,  none  in  1969, 3  in  1971,  and  3  in  1972. 

In  your  GS-13  to  GS-18,  there  have  been  none,  and  I  suppose 
none  in  the  history  of  the  agency.  I  bring  this  to  your  attention  because 
I  would  like  to  point  out  that  your  chances  of  gettmg  an  award  are 
excellent.  I  would  like  to  see  this  happen. 

I  would  like  to  see  this  department  make  an  effort  in  hiring  Spanish- 
speaking  personnel,  I  realize  that  you  are  hiring  minorities,  and  that 
your  overall  picture  of  hiring  minorities  is  good,  but  that  is  only  one 
minority.  I  hope  that  you  can  include  the  Spanish  speaking. 

Is  there  any  specific  program  that  you  may  have  in  mind  whereby 
this  can  be  accomplished,  so  that  perhaps  a  year  or  year  and  a  half 
from  now,  at  a  dinner  perhaps  here  in  Washington,  we  can  call  your 
director  and  present  him  with  some  kind  of  an  award,  a  plaque  or 
something,  for  having  done  an  excellent  job  in  improving  the  employ- 
ment of  the  Spanish  speaking  ? 

Mr.  CoNLON.  I  would  comment  on  that,  Mr.  Roybal.  We  have  been 
most  interested  in  increasing  the  employees  and  our  roles  in  the 
Spanish-speaking  community,  and  toward  this  end  we  liave  initiated 
a  number  of  contacts  with  organizations  repre^entinor  the  Spanish  com- 
munities. Unquestionably  you  are  familiar  with  Mr.  Rosario  locally. 

Mr.  RoTUAL.  Yes,  sir,  I  am. 
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Mr.  CoNLON.  We  had  initiated  a  contact  with  Mr.  Rosario  and  some 
followup  with  Mr.  Rosario.  I  would  suggest  Mr.  Tolson,  as  Deputy 
Director  and  our  Equal  Opportunity  Officer,  who  has  personal  experi- 
ence in  this  area,  comment  on  the  organizations  contacted  and,  for 
example,  the  contact  that  we  received  from  one  of  our  employees 
interested  in  improvement. 

Mr.  ToLSON.  In  addition  to  working  with  Mr.  Rosario  we  have  been 
working  with  the  Advisory  Committee  on  Spanish  Affairs.  We  have 
offered  our  services  to  this  group  to  the  extent  we  have  offered  to  come 
into  the  community  and  put  on  an  employment  program,  explaining 
the  opportunities  in  the  Bureau  of  Engravmg  and  Printing  and  pro- 
viding the  assistance  we  can  to  seek  qualified  candidates  for  the  Bureau 
of  Engraving  and  Printing.  We  have  done  these  sorts  of  things  and 
we  are  still  available  to  do  this.  We  have  not  had  unfortunately  too 
much  response  to  our  discussions  and  proposal. 

Mr.  RoYBAL.  It  doesn't  appear  that  you  have  because  as  of  March  1, 
1973,  of  the  guards  you  employ  in  OS  level  5,  you  only  have  3  Spanish- 
surname  Americans  out  of  175. 

Mr.  ToLSON.  Yes. 

Mr.  RoYBAL.  So  I  can  see  that  there  has  been  some  difficulty  there. 

Mr.  Tolson.  There  has  been,  there  is  no  question  about  it. 

Mr.  RoYBAL.  Or,  if  not  difficulty,  perhaps  lack  of  initiative  in  get- 
ting these  employees. 

Mr.  ToLSON.  I  would  like  to  think  that  we  have  been  displaying 
some  initiative.  For  example,  I  would  suggest  to  you  when  you  look 
at  those  figures,  Mr.  Roybal,  you  will  find  out  that  this  year  we  have 
three  plate  printer  apprentices  where  we  never  had  any  before.  I  think 
that  has  to  be  the  result  of  our  publicizing  and  demonstrating  our  will- 
ingness to  get  involved  in  the  program. 

Mr.  RoYBAL.  Yes  and  besides  that  you  also  have  one  journeyman 
plate  printer.  You  have  three  plate  printer  apprentices.  You  have  one 
machinist.  You  have  one  letter  and  script  engraver,  and  one  currency 
sheet  examiner. 

Mr.  ToLSON.  That  is  right,  sir. 

Mr.  RoYBAL.  That  indicates  to  me  that  there  is  an  effort  to  get  people 
into  these  particular  categories,  but  I  am  not  satisfied  by  these  small 
figures.  I  think  that  there  should  be  more  opportunities  made  available 
for  all  minority  groups,  including  the  Spanish  speaking. 

Mr.  CoNLON.  If  I  may  then,  I  hope  we  were  able  to  convey  that  we 
are  interested.  We  did  initiate  actions.  We  did  initiate  contacts.  I 
agree  that  the  returns  have  been  minimal.  A  problem,  of  course,  is 
that  most  of  our  recruitment  for  our  noncraft  area,  which  represents 
2,000  of  our  total  population  of  3,500  is  very  local  in  the  District  of 
Columbia.  I  think  we  run  into  a  logistics  problem  as  to  availability  of 
Spanish-speaking  people  in  relationship  to  the  number  of  other  mi- 
nority people  who  do  apply  and  are  taken  into  the  Bureau. 

I  believe  the  Bureau's  program  for  career  ladder  promotion  is  unique 
in  Government.  We  have  worked  with  the  Commission  toward  this 
end  in  setting  up  recruiting  at  the  very  lowest  level,  and  through  a 
unique  promotion  program  almost  assuring  to  the  worker  who  does 
a  good  job  his  gradual  rise  through  the  career  ladder.  With  regard  to 
Spanish-speaking  people  I  agree  the  numbers  are  not  reflective  of 
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mutual  high  interest,  let's  say,  and  for  our  part  we  will  accelerate  and, 
hopefully,  next  year  be  able  to  tell  you  something  different. 

Mr.  RoYBAL.  I  hope  next  year  you  will  be  able  to  report  the  fact 
that  at  least  you  have  been  summoned  to  a  community  f imction  where 
you  will  receive  an  award  for  your  efforts. 

Mr.  CoNLON.  Fine.  We  will  look  forward  to  it. 

Mr.  RoYBAL.  Thank  you.  That  is  all. 

Mr.  Steed.  Mr.  Miller  ? 

PRESS   UTILIZATION 

Mr.  Miller.  Yes,  Mr.  Conlon.  I  have  noticed  that  you  had  indicated 
it  would  be  necessary  to  run  the  new  presses  at  full-time  utilization 
in  order  to  make  them  cost  effective.  Apparently  they  would  be  very 
expensive  presses.  Is  that  correct  ? 

Mr.  CoNLON.  Yes,  sir,  they  are. 

Mr.  Miller.  Do  you  have  an  idea  of  what  amount  of  capital  it 
requires  to  purchase  a  press  ? 

Mr.  CoNLON.  We  are  talking  in  the  area  of  a  production  press  that 
would  be  approximately  $1.2  million.  Our  identification  of  utilizing 
the  press  full  time  was,  not  only  for  the  cost  effectiveness  that  does 
accrue  from  a  multishift  operation,  but  by  virtue  of  the  constantly 
increasing  volume  requirements  for  coil  stamps,  that  unquestionably 
the  press  would  be  required  to  be  in  full-time  use  to  meet  the  require- 
ments. With  regard  to  effectiveness,  we  have  found  that  for  high-speed 
equipment  the  downtime  associated  with  makeready  and  closeup  is 
extremely  significant.  Accordingly,  if  we  can  operate  on  a  multishift 
basis  we  minimize  such  downtime,  and  therefore  get  greater  running 
time  from  the  equipment  and  gi-eater  cost  effectiveness. 

NONCRAFT   WAGE   INCREASES 

Mr.  Miller.  Very  good.  I  notice  another  point.  You  have  recom- 
mended to  the  Department  of  the  Treasury  a  new  wage  system  based 
on  comparability  with  the  Government  Printing  Office.  You  indicate 
that  if  approved,  the  additional  cost  of  the  new  wage  system  will  be 
approximately  $3.2  million,  which  leads  me  to  believe,  of  course,  your 
wages  would  be  lower  than  the  Printing  Office.  Can  you  give  us  some 
idea  of  what  the  differential  may  be  between  the  two  ? 

Mr.  CoNLON.  Yes.  I  would  suggest  that  a  mean  across-the-board  for 
the  noncraf  t  employee  would  approximate  40  cents  per  hour  difference. 
The  current  noncraft  rate  for  Bureau  employees  is  predicated  on  the 
Coordinated  Federal  Wage  System,  which  has  been  a  source  of  con- 
tention for  a  long  period  of  time  by  our  employees,  and  with  our  objec- 
tive support.  It  is  not  representative  of  the  printing  industries.  In  con- 
trast, the  Government  Printing  Office  pays  its  noncraft  personnel  on 
a  basis  predicated  on  an  analysis  of  the  printing  industry  in  some  25 
major  cities,  and  is  therefore  indeed  more  representative  of  the  printing 
industry. 

operation    of   INCINERATOR 

Mr.  ISIiLLER.  One  other  question.  I  notice  that  you  have  an  amount 
listed  for  services  rendered  for  operation  of  an  incinerator  which  fluc- 
tuates from  the  1973  actual  budget  to  the  1974  estimate.  As  a  matter 
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of  fact,  the  1974  is  only  about  one-half  the  amount  of  the  1972  actual. 

A  couple  of  questions  there.  Why  the  differential  as  far  as  the  opera- 
tion of  an  incinerator  ?  Since  I  am  very  interested  in  the  problems  of 
the  environment  and  what  you  have  experienced,  the  second  part  of 
that  question  is,  have  you  had  additional  expenses,  in  order  to  hold 
down  the  pollution  that  would  come  from  the  incinerator? 

Mr.  CoNLON.  With  regard  to  part  1  of  the  question,  conversion  of 
incineration,  particularly  for  security  items,  is  indeed  a  difficult  propo- 
sition. The  Federal  Reserve  banks,  by  directive  of  the  Treasury  De- 
partment have,  for  example,  been  looking  into  new  techniques  for 
mutilation  of  used  currency.  The  normal  systems  would  involve  a 
chopping-maceration  operation  or  a  repulping  operation. 

One  of  the  principal  difficulties  with  such  techniques  is  that  one  ends 
up  with  an  unusable  byproduct.  In  the  case  of  the  Federal  Reserve 
branch  in  Texas,  for  example,  they  have  one  singular  source  for  utiliza- 
tion of  this  byproduct.  It  has  to  do  with  a  mining  operation,  which  is 
somewhat  remote  from  the  normal  knowledge. 

I  could  cite  the  experience  of  some  of  the  newer  printing  houses 
internationally.  Denmark,  for  example,  which  in  lieu  of  incineration 
had  built  a  new  pulping  system.  This  was  just  prior  to  Denmark's 
joining  the  ecology  drive.  Consequently  Denmark  has  not  been  able 
to  utilize  its  sewage  system  because  it  does  pump  into  the  rivers  in  the 
area.  The  product  that  comes  from  other  than  incineration,  the  by- 
product, is  unusable,  and  becomes  a  bulky  item  hard  to  dispose  of. 

We  have  in  part  two,  really  made  every  effort  consistent  with 
modern  technology  to  reduce  the  ash  content  of  our  incineration.  It  is 
at  an  acceptable  level  by  local  pollution  standards. 

I  believe,  looking  ahead  in  new  construction,  that  this  will  be  a  chal- 
lenge to  engineers  to  come  up  with  a  technique  other  than  incineration. 
For  the  moment  I  think  this  appears  to  be  the  most  effective,  and  can 
be  controlled  at  least  for  current  pollution  standards. 

RECTCLED  PAPER 

Mr.  Miller.  And  we  are  saying  that  under  the  technology  today 
there  is  absolutely  no  way  to  recycle.  You  spoke  of  the  problem  of  the 
raw  material,  and  there  is  no  way  whatsoever  to  recycle  the  paper. 

Mr.  CoNLON.  No,  not  quite  so.  Paper  can  be  recycled.  One  of  the 
difficulties,  of  course,  with  currency  stock,  and  this  was  an  experience 
again  of  the  Federal  Reserve,  is  that  in  repulping,  reconstituting  the 
paper  and  manufacturing  it  into  reusable  paper,  there  is  a  security 
problem  by  virtue  of  the  distinctive  fibers  in  the  paper  remaining  in 
this  second,  recycled  paper.  This  constitutes  a  hazard  to  counterfeiting 
deterrence. 

Beyond  that,  by  the  nature  of  the  products,  we  have  a  very  heavily 
inked  product,  and  ink  removal  techniques  that  are  normally  effective 
in  the  usual  printed  variety  of  stock  are  not  effective  in  the  kind  of 
inking  we  do.  Using  an  intaxrlio  product  we  have  a  heavv  amount  of 
ink.  As  a  consequence  the  pulping  is  a  dark  sludge.  It  has  been  used  in 
roofing  material,  for  example.  It  has  been  used  as  I  mentioned  before 
for  some  mining  pulverized  lubricant  situation,  but  these  are  extremely 
limited  usages.  The  quantities  we  are  pumping  out  annually,  limited  to 
these  possible  uses,  creates  problems. 
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DE-INKING 

Mr.  Miller.  Do  you  at  the  present  time  have  any  research  going  on 
that  would  allow  you  to  recycle  in  the  future  for  example  a  method  of 
removing  the  ink  or  a  method  of  po^ibly  exchanging  the  fibers  in  such 
a  way  that  you  still  would  be  able  to  come  up  with  paper  usable  a 
second  time? 

Mr.  CoNLON.  Yes,  sir.  We  are  conducting  continuing  research.  With 
the  help  of  our  paper  manufacturer,  the  Crane  Co.,  we  have  investi- 
gated their  de-inking  techniques. 

Accordingly  we  looked  into  other  paper  manufacturers  who  had  a 
reputation  for  better  than  average  de-inking  techniques.  One  in  par- 
ticular, the  Fort  Howard  Paper  Co.  which  reputedly  had  the  best 
de-inking  technique  in  the  industry.  We  worked  out  with  them  an  ar- 
rangement for  testing  some  of  our  used  notes,  under  security  con- 
trol, of  course.  The  net  result  was  that  they  could  not  de-ink  satis- 
factorily. They  said  the  volumes  they  experienced  in  our  notes  were 
well  beyond  the  range  and  capability  of  their  equipment,  so  it  does 
remain  a  continuing  problem. 

Mr.  Miller.  No  question  that  research  would  be  necessary  so  that 
you  could  develop  an  ink  that  could  be  removed.  I  am  not  sure  of  the 
method,  but  you  do  have  some  research  going  on  in  that  area,  that 
would  give  protection  to  our  currency  and  also  allow  recycling. 

Mr.  CoNLON.  I  might  suggest  a  paradox  here,  that  in  its  initial  pro- 
duction for  use  as  currency  one  of  our  research  efforts  is  to  prohibit 
the  removal  of  ink  from  paper,  and  to  make  it  as  nonsoluble  as  pos- 
sible. Accordingly,  having  done  that,  successfully  we  hope,  we  im- 
mediately defeat  ourselves  when  we  attempt  to  remove  it  later  on. 

Mr.  Miller.  This  is  understandable.  Thank  you. 

LEASE-PURCHASE 

Mr.  Steed.  Mr.  Conlon,  of  the  $3  million  you  got  this  year,  that  you 
have  been  talking  about  wanting  to  get  some  authority  to  transfer, 
have  you  used  any  of  it  so  far  ? 

Mr.  CoNLON.  No,  sir. 

Mr.  Steed.  It  is  all  intact.  What  do  vou  think  you  are  going  to 
run  into  on  this  lease-purchase  system  ?  Will  that  add  to  the  total  cost 
any  substantial  amount  ?  Have  you  had  a  study  made  as  to  what  you 
are  up  against  to  begin  with  on  the  lease-purchase  ? 

Mr.  CoNLON.  Yes,  we  have  looked  at  this  rather  deeply.  If  we  are 
to  follow  the  normal  lease-purchase  route,  then  unquestionably  we 
are  going  to  have  to  face  the  liability  contingencies  on  cancellation  of 
product.  This  normally  represents  a  50-percent  figure,  predicated  on 
a  5-year  contract. 

By  requirement,  therefore,  we  would  have  to  have  funding  set  aside 
to  cover  the  50-percent  contingency.  This  is  our  constraint.  This  is  the 
purpose  for  which  we  are  asking  your  approval  of  our  use  of  the 
$3  million  to  permit  us  to  buy  some  of  the  COPE  equipment  which  in 
turn  will  save  us  considerable  dollars  in  the  processing  of  currency. 

On  the  other  hand,  if  we  are  fortunate,  and  if  we  are  able  to  prevail 
upon  potential  manufacturers  to  waive  the  liability  clause  in  leasing 
us  equipment,  then  we  would  have  no  requirement  to  set  aside  funds 
to  cover  a  noriexisting  contingency.  Accordingly,  we  would  be  able  to 
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lease  equipment  in  much  larger  quantities,  and  to  accrue  the  savings 
therefrom. 

Our  attitude  toward  the  cost  aspect  would  be  to  pay  out  in  lease 
^payments  quantities  of  money  equivalent  to  the  savings  that  would 
accrue  through  use  of  the  equipment,  thereby  negating  any  costs,  if 
you  will,  in  the  term  of  the  5-year  span. 

Once  again  through  the  use  of  the  surcharge,  all  these  things  are 
interrelated.  If  we  are  able  concurrently  to  begin  to  accumulate  funds 
through  the  use  of  a  surcharge,  one  of  the  very  viable  uses  of  such 
accumulation  would  be  early  payment  of  the  lease-purchase  situation, 
obviously  saving  the  interest  associated  therewith,  and  permitting  the 
savings  to  accrue  and  to  result  in  reduced  unit  cost  in  a  much  shorter 
span  of  time  to  the  customer  agencies. 

NONCRAFT  WAGE  INCREASE 

Mr.  Steed.  You  refer  to  the  fact  that  this  new  wage  adjustment 
program  will  probably  make  a  $3.2  million-a-year  impact.  Obviously 
that  is  a  substantial  amount  of  money  and  will  be  reflected  in  actual 
production  cost  ? 

Mr.  CoNLON.  Yes,  sir. 

Mr.  Steed.  You  automatically  pass  this  cost  on  to  your  customers  ? 

Mr.  CoNLON.  Yes,  sir.  This  would  be  passed  on. 

INK  MANUEACTURE 

Mr.  Steed.  Reference  has  been  made  here  to  ink.  Of  course  you  use 
a  lot  of  ink.  Is  most  of  it  made  in-house  ? 

Mr.  C0N1.0N.  All  of  our  inks  are  manufactured  in-house,  principally 
our  intaglio  ink,  with  the  exception,  I  might  say,  of  gravure  inks. 
At  the  moment,  on  the  short-tei-m  basis,  we  are  purchasing  gravure 
inks.  We  are  doing  in-house  research  work  on  all  of  our  inks  toward 
developing  water  emulsion  inks,  for  example,  which  will,  not  only 
serve  ecologj^wise,  but  will  also  serve  in  a  cost -reduction  situation  by 
eliminating  the  use  of  paper  for  wiping  intaglio,  for  example.  This 
would  be  a  soluble  type  ink  that  would  be  removable  from  plate,  by  a 
water  solution. 

Mr.  Steed.  Are  your  ink-making  processes  a  secret  formula,  or  are 
they  in  line  with  what  the  industry  generally  use  ? 

Mr.  CoNLON.  No,  sir.  I  would  say  again  with  some  pride  that  the 
formulation  for  our  currency  ink  is  a  secure  formula  within  the  Bu- 
reau of  Engraving  and  Printing,  developed  within  the  Bureau  of 
Engraving  and  Printing.  We  are  the  only  Nation  that  is  able  to  pro- 
duce large  stacks  of  printed  currency  notes,  as  high  as  10,000  sheets, 
without  interleaving  tissue,  by  what  we  call  the  non-offset  process. 
This  does  achieve  quite  an  economy  in  the  operation. 

RAW  MATERIALS 

Mr.  Steed.  Are  you  having  any  difficulty  with  the  various  raw  ma- 
terials you  use  in  making  ink  ?  Is  the  supply  adequate  ? 

Mr.  CoNLON.  There  are  some  rather  unique  ingredients  that  we  use 
in  our  inks  that  are  not  common  to  the  normal  printing  industry.  The 
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sources  of  supply  are  limited.  We  have  had  in  the  past  year  some  con- 
cerns about  some  of  the  few  suppliers  deciding  not  to  continue  their 
supply  of  some  relatively  scarce  materials  that  we  use.  It  is  something 
that  creates  concern  for  us,  but  we  try  to  keep  abreast  of  it  and  develop 
substitutes.  We  have  had  to  do  this  in  several  areas  in  the  past  5  years. 

MULTICOLOR  CURRENCY 

Mr.  Steed.  INIr.  Conlon,  since  this  is  our  first  public  hearing,  I  think 
it  would  be  proper  that  we  bring  up  a  subject  mentioned  in  previous 
years  and  have  you  make  some  comment  on  it.  Wliat  about  multicolored 
currency  ? 

Mr.  CoNLON.  Up  to  now,  Mr.  Steed,  you  were  my  friend.  The  pro- 
position of  multicolor  currency  is  an  old  dog  in  terms  of  its  recurring. 
We  may  appear  to  be  old-fashioned,  adamant  in  fact  in  our  attitude 
toward  it,  but  in  all  seriousness  our  attitude  is  predicated  on  our  dis- 
tinct interest  in  maintaining  the  security  of  the  U.S.  currency. 

Some  years  ago  there  could  indeed  have  been  some  substance  to 
claims  being  made  for  the  higher  security  value  of  multicolor  cur- 
rency, but  certainly  in  the  recent  past,  with  the  advent  of  the  tech- 
nological improvement  in  cameras,  particularly  with  light  sources 
and  types  of  films  that  are  presently  available,  some  of  the  alleged 
advantages  of  multicolor  usage  has  vanished. 

We  are  always  abreast  of  and  cognizant  of  developments  in  the 
field,  such  as  the  use  of  the  color  copy  machine,  which  is  nearing  the 
stage  now  in  the  state  of  the  art  where  it  will  in  a  very  short  time  be 
available  in  almost  every  office  in  the  country  of  any  major  size,  cap- 
able of  reproducing  in  rather  rapid  order  any  multicolor  representa- 
tion. 

The  U.S.  currency  design  is  predicated  on  essentially  simplicity  for 
ready  recognition.  It  is  predicated  on  its  being  a  very  highly  skilled 
reproduction  of  a  very  complicated  engraved  plate.  We  believe  that 
it  is  essential  that  the  citizen,  in  inspecting  his  bills,  make  a  ready 
identification.  Conglomeration  or  interrelationship  of  colors  can  in- 
deed confuse  or  cover  up  false  reproductions  more  often  than  they 
can  help. 

There  are  numerous  cases  on  record  where  nations  have  changed 
their  currency  and  been  immediately  plagued  with  a  rash  of  counter- 
feiting. It  has  been,  for  the  record,  as  you  well  know,  an  observation 
on  our  part  that  the  average  U.S.  citizen,  when  asked  what  is  the  color 
of  a  dollar  bill,  will  respond  "green."  This  is  not  to  be  critical,  but  it 
is  indicative  of  the  complacency,  if  you  will,  or  the  high  degree  of 
confidence  with  which  the  average  citzen  handles  his  note. 

We  have  opposed  various  colors  for  identification  of  denominations 
because  we  believe  this  detracts  from  the  essential  requirement  for  a 
citizen  to  look  at  his  note  to  determine  the  denomination,  and  in  look- 
ing, at  least  subliminally  at  least  he  has  an  opportunity  to  identify  the 
effect  of  printing  on  genuine  currency. 

COUNTERFEITS 

The  vast  bulk  of  counterfeits  are  poorly  printed.  We  hear  much  of 
the  increasing  volumes  of  false  reproductions,  but  we  must  remember 
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when  we  talk  of  "successful"  counterfeiting,  we  are  talking  about  a 
very  rare  thing  indeed. 

Mr.  Steed.  I  am  sure  that  you  would  qualify  as  the  number  one  ex- 
pert on  the  making  of  money  in  the  United  States  and,  in  my  opinion, 
probably  in  the  world,  and  I  know  that  because  of  you  and  your  asso- 
ciates' expertise  in  the  manufacture  of  paper  money,  that  you  have 
been  an  invaluable  consultant  to  the  U.S.  Secret  Service  in  their  war 
on  counterfeiting. 

Then  I  know,  of  course,  that  like  everybody  else  you  have  had  con- 
cerns and  problems  and  have  directed  your  research  in  the  new  direc- 
tions that  offset  printing  has  brought  about,  and  the  new  ball  game  it 
has  created  in  counterfeiting. 

Do  you  feel  that  the  ability  of  your  bureau  to  protect  the  security 
of  our  currency,  is  adequate  to  meet  the  challenge?  Do  you  feel  we 
are  holding  our  own  with  them,  that  there  is  no  serious  threat  to  our 
currency  ? 

Mr.  CoNLON.  I  am  pleased  at  the  opportunity,  Mr.  Chairman,  to  say 
in  a  public  record  what  I  have  said  privately  on  a  great  many  occasions. 
The  U.S.  Secret  Service  does,  I  believe,  a  phenomenal  job  in  their  en- 
forcement of  the  law  against  counterfeiting. 

I  think  that  the  advent  of  the  offset  technique  has  unquestionably  in- 
creased the  capability  of  the  run-of-the-mine  counterfeiter  to  turn  out 
reproductions  in  rapid  order,  but  once  again  I  think  the  ultimate  dis- 
tinction has  to  be  made  between  just  reproduction  and  a  highly  decep- 
tive reproduction. 

Generally  the  kinds  of  reproduction  that  are  achieved  in  rapid  fash- 
ion in  an  out-of-the-way  printshop  are  not  what  we  would  call  highly 
deceptive  reproductions.  I  believe  that  statistically  when  compared 
against  the  counterfeit,  problems  associated  with  reproductions  of 
credit  cards  or  the  misappropriation  and  misuse  of  such  things  as 
credit  cards  and  checks,  and  forgeries,  that  we  are  holding  our  own  sta- 
tistically in  the  protection  of  currency  against  counterfeiting. 

Again  I  must  attribute  the  major  success  of  this  control  to  the  most 
significant  efforts  of  the  United  States  Secret  Service. 

Mr.  Steed.  Any  further  questions  ? 

Mr.  Gunnels.  There  is  one  thing. 

Mr.  Conlon,  will  you  provide  us  your  usual  statistical  table  showing 
production  and  production  costs  and  so  forth  ?  Just  update  w^hat  you 
normally  provide  for  the  record. 

Mr.  Conlon.  We  will  be  pleased  to,  Mr.  Gunnels. 

[The  information  follows :] 
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Justification  of  the  Budget  Estimate 


BUREAU  OF  ENGRAVING  AND  PRINTING 

Federal  Funds 

General  and  special   funds: 

Air  Conditioning  of  the  Bureau  of  Engraving  and  Printing 
Buildings 

Program  and  Financing  (in  thousands  of  dollars) 

Identification  code  15-20-1306-0-1-904  1972  actual      1973  est.         1974  es 

Program  by  activities: 
Air  conditioning  the  Bureau  of  Engrav- 
ing  and  Printing  buildings  (program 

costs,  funded) 42  69    

Change  in  selected  resources  ' 43     .- 


10           Total  obligations... 85  69 

Financing: 

2 1     Unobligated  balance  available,  start  of  yeju-  —  1 54  —69 

24    Unobligated  balance  available,  end  of  year  69    


Budget  authority . 


Relation  of  obligations  tc  outlays: 

71  Obligations  incurred,  net 85  69 

72  Obligated  balance,  start  of  year 10  82 

74    Obligated  balance,  end  of  year —82     


90  Outlays 13  151     

'Selected  resources  as  of  June  30  are  as  follows:  Undelivered  orders.  1971, 
»0;    1972.   $43  thousand;    1973.   $0;    1974,   $0. 

Air  conditioning  the  Bureau  of  Engraving  and  Printing 
Buildings. — This  appropriation  provides  for  all  expenses 
incident  to  air  conditioning  the  Bureau  of  Engraving  and 
Printing  buildings.  The  project  is  being  continued  with 
funds  appropriated  in  1969  and  will  end  in  1973. 


Intragovernmental  funds: 

Bureau  of  Engraving  and  Printing  Fund 

[For  additional  capital  for  the  Bureau  of  Engraving  and  Printing 
Fund  established  by  the  Act  of  August  4,  1950  (Public  Lawr  656), 
$3,000,000,  to  remain  available  until  expended.]  {31  U.S.C.  181- 
181e;  Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 
Identification  code  15-20-4502-0-4-904  1972  actual      1973  est.         1974  est. 

Program  by  activities: 

Operating  costs,  funded: 

1.  Engraving  and  printing 59,022  68,414  55,867 

2.  Operation  and  maintenance  of  incin- 

erator and  space  utilized  by  other 

agencies-.-. - 747  760  427 

3.  Other  direct  charges  for  miscella- 

neous services 161  49  49 

Total  operating  costs 59,930         69,223         56,343 
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Intra  governmental   fund* — Continued 

BuBEAU  OF  Enqravinq  AND  PRINTING  FuND — Continued 
Program  and  Finaocinc  (in  thouiandB  of  dollari)— dntiniwd 


Wentificrition  code  IMO-4502 -0-4-904 

1972  actual 

1973  eat. 

1974  est. 

Program  by  ictivities — Continued 

Capital  outlay,  funded: 
I.  Engraving  and  pruiting: 

Purchase  of  operating  equipment  ' 
Alterations,  maintenance,  and  ex- 
perimental equipment 

2.346 
1 

4.953 

2,655 

Total  capital  outlay .__ 

2.347 

62.277 
3.075 

4.953 

2.655 

Total  program  coata.  funded. 

74, 176 
-835 

73.341 

58.998 
2,808 

ID            Total  obligationa 

65,352 

56.190 

Fuundni: 

Receipts  and  reimbursements  from: 
Fjeral  funds: 
Engraving  and  printing  sales:  Rev- 

-33. 137 

-745 

-124 
-542 

-27.358 

-40.823 

-777 
-49 
285 

-29. 705 

-26. 131 

Operation  and  maintenance  of  incin- 
erator and  space  utilized  by  other 

-429 

Other  direct  charges  for  miscellane- 

49 

Increase  f  — )  or  decrease  in  unfilled 

1.212 

Non-Federal  sources: 
Engraving  and  printing  sales:  Rev- 

-31.554 

Other   direct   charges   foi 
Re. 


Increase  in  unfilled  customers'  orders 
Undistributed     receipts:     Proceeds 

from  sale  of  equipment 

21     Unobligated  balance  available,  start  of  year 
24     Unobligated  balance  available,  end  of  year 
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Budget  authority  (appropriation) . 


-1.69!        -1,252        -1,980 
1.252  1.980  2.741 

3,000  3,000    


Relation  of  obligations  to  outlays: 

71  Obligationsincurred.net 

72  Obligated  balance.  sUrt  of  year. 
74    Obligated  balance,  end  of  year. . 


3.439 

1.878 

-4.164 


2.272 

4.164 

-5.026 


90 


Outlays. 


the  lollowini  imoun 
:c.cl.  for  the  l.brlc.Ii 
p.nd:    l«73.   tl,93»  tho 


e.rocd  by  coi 
I  oF  'equipment 
•nd:    1974.    SO. 


The  Bureau  of  Engraving  and  Printing  designs,  manu- 
factures, and  supplies  most  of  the  major  e\-idences  of  a 
financial  character  issued  by  the  United  States.  It  is  the 
sole  source  of  U.S.  currency  and  Federal  Reserve  notes, 
various  public  debt  instruments,  as  well  as  most  of  the 
minor  evidences  of  a  financial  character  issued  by  the 
United  States,  such  as  postage  and  internal  revenue 
stamps.  In  addition,  the  Bureau  executes  certain  printings 
for  various  territories  administered  by  the  United  States, 
particularly  postage  and  revenue  stamps. 

The  anticipated  work  volume  is  based  on  estimates  of 
requirements  submitted  by  agencies  served.  The  program 
comprises  the  following  activities: 

1.  Engraving  and  printing. — (a)  Currency. — Estimates 
for  the  current  and  budget  years  indicate  a  delivery 
requirement  of  3.2  billion  notes  in  each  fiscal  year,  as 


compared  with  the  delivery  of  .3.1  billion  notes  in  1972. 
To  meet  the  continued  increases  in  currency  delivery 
requirements,  the  Bureau  is  planning  for  the  acquisition 
of  additional  high-speed  intaglio  printing  presses  in  1974. 
Plans  are  underway  also  for  the  acquisition  in  that 
year  of  production  models  of  the  currency  overprinting 
and  processing  equipment.  These  machines  are  designed 
to  mechanize  certain  of  the  finishing  operations  associated 
with  the  production  of  currency. 

(b)  Stamps. — This  category  of  work  is  comprised  mainly 
of  postal  and  internal  revenue  stamps.  The  budget  esti- 
mates for  1973  and  1974  reflect  an  increase  of  6.5%  in 
1973  and  7.7%  in  1974  over  the  quantity  deUvered  in 
1972.  The  rise  in  the  requirements  for  the  current  and 
budget  years  is  due  principally  to  the  upward  demand  for 
U.S.  postage  stamps  in  those  years. 

(c)  Food  coupons. — Estimates  from  Department  of 
Agriculture  for  1973  and  1974  indicated  increased  require- 
ments of  2.6  and  2.7  bilHon  coupons,  respectively,  as 
compared  with  1.9  billion  delivered  in  1972.  To  reheve 
existing  equipment  and  space  constraints  as  well  as  reduce 
abnormal  overtime  work,  the  Bureau  executed  a  contract 
with  a  private  banknote  company  in  1972  for  production 
of  the  annual  requirements  for  $2-  and  $3-value  booklets. 
To  further  case  stafT  and  space  requirements  in  the 
year  1974,  the  remaining  one-half  of  the  annual  require- 
ments for  food  coujjons,  which  heretofore  had  been  pro- 
duced in  the  Bureau,  will  be  contracted  out  to  the  private 
sector  by  the  Department  of  Agriculture.  The  deliveries 
reflected  in  the  budget-year  schedules  represent  liquida- 
tion of  inventories  of  food  coupons  on  hand  as  of  June  30, 
1973. 

(d)  Securities. — This  program  encompasses  the  produc- 
tion of  a  wide  variety  of  bonds,  notes,  and  debentures  for 
the  Bureau  of  the  Public  Debt  and  certain  other  agencies 
of  the  Government.  No  material  change  is  noted  in  the 
anticipated  requirements  of  the  agencies  for  the  current 
and  budget  years  as  compared  with  the  number  of  pieces 
delivered  in  1972. 

(e)  Commissions,  certijicates,  etc. — The  substantial  re- 
duction for  1974  results  from  most  of  the  work  being  con- 
tracted out  to  the  private  sector  by  requisitioning  agencies. 
The  greatest  volume  of  commissions  and  certificates  was 
produced  for  the  Department  of  Defense.  From  the 
standpoint  of  operating  cost,  this  class  of  work  represented 
only  a  small  portion  of  the  overall  engraving  and  printing 
program. 

2.  Operation  and  maintenance  oj  the  incinerator  and  space 
utilized  by  other  agencies. — These  charges  are  made  to 
other  agencies  for  use  of  the  incinerator  and  maintenance 
services  provided  for  the  space  they  occupy  in  the  Bureau's 
buildings. 

3.  Other  direct  charges  for  miscellaneous  services. — 
Charges  for  a  wide  variety  of  miscellaneous  services  per- 
formed by  Bureau  personnel  are  made  to  the  agencies 
concerned  on  an  actual  cost  basis. 

Bureau  operations  resulted  in  a  loss  of  $268  thousand  in 
1972.  This  loss  will  be  recovered  from  any  profits  accruing 
in  subsequent  years,  in  accordance  with  the  provisions  of 
31  U.S.C.  181.  Budget  expenditures  were  $1,153  thousand 
in  excess  of  receipts  in  1972.  Due  to  expenditures  for  the 
purchase  of  fixed  assets,  budget  outlays  are  e.xpected  to 
be  in  excess  of  receipts  in  the  amount  of  $1,410  thousand 
in  1973  and  $227  thousand  in  1974. 
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DELlVtRlES    AND    COSTS 


$8.68 
1,755 


3.166.000 

$28, 378 

$8.% 


1.   Engraving  and  printing 

(a)  Currency;  3.106.912 

UniU ---  $26.98J 

Rate  per  thousand 

Average  production  per 
year,  units 

(b)  U.S.  postage  sumps:  26  754,531    28,534,625    28.81fl25 

Units - - $17,325         $W.468         "1  "2 

Cost ,-----j $0,648 

Rate  per  thousand -^  -  -  " 

Average  production  per 

year,  units V-;;,: 

(c)  Internal    revenue    and    otni 
stamps: 

UniU 

Cost - ■ - 

Rate  per  thousand 

Average  production  per 

year,  units — - 

(d)  Food  coupons:  I  545  04) 

UniU -■-'         $11,734 

Cost ----- "  ■-  -' 

Rate  per  thousaiid 
Average  production  per 

year,  units .. 

(e)  Securities,  commissions,  certlh- 
cata.  etc: 
Securities: 
Units 

Cost - 

Rate  per  thousand 
Commissions,  certificates,  etc 
Units 

Cost 

Rate  per  thousand 
2   Cost  of  operation  and  mamtenance  ot 
;.,;„„.V;r    »nd    space    ut.laed    by 


Operating  income  or  loss  (— ): 

En^ving  and  printing:  ^  ^,5 

Revenue - -60,705 

Expense 


Vrating  and  maintenance  ot  mcinerator 
space  utilized  by  other  agencies. 

Revenue -   

Expense 

Net  operating  income  or  loss  (-).  op^ra- 
tion  and  maintenance  ot  incinerator 
and  space  utilized  by  other  agencies. .  - 

Other  direct  charges  tor  miscellaneous  services: 

Revenue 

Expense - 

Net  operating  income,  other  direct 
charga  for  miscellaneous  service...-- 
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Intragovernmental   funds — Continued 

Bureau  of  Engraving  and  Printing  Fund — Continued 

Object  Classification  (in  thousands  of  dollars) 

Identification  code  15-20-4502-0-4-904  1972  actuul      1973  est.         197 

Personnel  compensation: 

1 1.1         Permanent  positions 32,357 

11.3        Positions  other  than  permanent 60 

11.5        Other  personnel  compensation 8, 635 

11.8        Special  personal  services  payments.-  63 

Total  personnel  compensation 41,115 

1 2.  1     Personnel  benefits :  Civilian 3,  283 

1 3.  0    Benefits  for  former  personnel 

21.0    Travel  and  transportation  of  persons.-  94 

22.0    Transportation  of  things 285 

23. 0    Rent,  communications,  and  utilities...  1, 268 

24. 0    Printing  and  reproduction 4,  308 

25.0    Other  services 899 

26.0    Supplies  and  materials 10,540 

31.0    Equipment 3.559 

42.  0     Insurance  claims  and  indemnities 1 

99.0          Total  obligations 65,352         73,341         56,190 

Personnel  Summary 

Total  number  of  permanent  positions 3,  807 

Full-time  equivalent  of  other  positions 17 

Average  paid  employment 3, 453 

Average  GS  grade 6. 4 

Average  GS  salary $10,870 

Average  salary  of  ungraded  positions $9, 233 


36, 767 

34, 473 

61 

61 

6,004 

3,105 

42.832 

37,639 

3,647 

3,373 

31 

3 

98 

82 

368 

269 

1.481 

1.538 

7,551 

19 

1,199 

1,181 

11,961 

10,406 

4.173 

1,680 

4.078 

3,577 

17 

17 

3,665 

3,484 

6.3 

6.7 

$10,393 

$10,878 

$9,894 

$9,960 
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Mr.  Steed.  Mr.  Conlon,  we  are  very  grateful  to  you  for  your  appear- 
ance and  information  you  have  given  us.  It  is  always  a  pleasure  to  have 
you.  You  are  a  man  who  makes  problems  sound  optimistic,  and  it  is 
always  good  to  have  a  hard-driving  witness  such  as  yourself.  We  are 
very  proud  of  the  job  you  are  doing,  and  we  hope  you  continue  to  have 
success.  We  will  be  privileged  to  do  what  little  we  can  to  help  you  do 
a  very  important  job. 

Mr.  CoNLON.  Thank  you,  Mr.  Chairman.  We  appreciate  your  re- 
marks. 

Mr.  Steed.  The  committee  will  stand  adjourned  until  10  in  the 
morning  when  we  take  up  the  budget  request  for  the  Bureau  of  the 
Mint. 


Wednesday,  March  14,  1973. 
BUREAU  OF  THE  MINT 

Salaries  and  Expenses 

WITNESSES 

HON".  EDWARD  L.  MORGAN,  ASSISTANT  SECRETARY  FOR  ENFORCE- 
MENT,  TARIFF  AND  TRADE  AFFAIRS,  AND   OPERATIONS 
HON.   MARY   BROOKS,   DIRECTOR   OF   THE   MINT 
FRANK  H.    MacDONALD,   DEPUTY  DIRECTOR   OF  THE   MINT 
BEN  C.    HOLLYFIELD,   FINANCIAL  MANAGER 

GEORGE   G.   AMBROSE,   ASSISTANT   DIRECTOR   FOR  PRODUCTION 
SIDNEY  F.  CARWILE,  ASSISTANT  DIRECTOR  FOR  ADMINISTRATION 
ROY  C.   CAHOON,  ASSISTANT  DIRECTOR  FOR  PUBLIC  SERVICES 
J.    EUGENE   SPARKS,   ASSISTANT   FINANCIAL   MANAGER 
EDWARD    J.     WIDMAYER,    DIRECTOR,    OFFICE    OF    BUDGET    AND 
FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  today  for  the  further  consideration  of 
the  1974  fiscal  year  budget  request  of  the  Department  of  the  Treasury. 

Today  we  take  up  the  request  for  the  Bureau  of  the  Mint.  The 
appropriation  for  fiscal  year  1973  was  $24  million.  The  budget  esti- 
mate for  fiscal  1974  is  $24.5  million,  an  increase  over  1973  of  $500,000. 
New  positions  requested  are  46. 

We  are  pleased  to  have  our  friend,  Secretary  Morgan,  with  us  again 
this  morning  and  very  delighted  to  have  Hon.  Mary  Brooks,  the  head 
of  the  Mint  with  us.  It  is  always  a  special  pleasure  to  have  you  here. 

Mrs.  Brooks.  Thank  you. 

Mr.  Steed.  So.  Mr.  Secretary,  if  you  would  like  to  lead  off  with  a 
statement,  then  we  will  be  delighted  to  hear  from  Mrs.  Brooks. 

Statement  of  Assistant  Secretary  Morgan 

Mr.  Morgan.  Mr.  Chairman  and  members  of  the  Committee,  it  is  a 
great  pleasure  for  me  to  appear  before  your  distinguished  committee 
on  behalf  of  the  programs  of  the  Bureau  of  the  Mint.  First,  I  would 
like  to  introduce  the  witnesses  for  this  hearing:  Hon.  Mary 
Brooks,  Director  of  the  Mint  whom  you  all  know;  Frank  H.  Mac- 
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Donald,  Deputy  Director  of  the  Mint;  Ben  C.  Hollyfield,  Financial 
Manager;  George  G.  Ambrose,  Assistant  Director  for  Production; 
Sicbiey  F.  Carwile,  Assistant  Director  for  Administration;  Roy  C. 
Cahoon,  Assistant  Director  for  Public  Services;  J.  Eugene  Sparks, 
Assistant  Financial  Manager;  and  Edward  J.  Widmayer,  Director, 
Office  of  the  Budget  and  Finance. 

The  Mint  has  been  experiencing  growing  pains  over  the  last  few 
years,  but  we  feel  that  we  are  well  on  the  way  to  having  the  major 
problems  under  control. 

Activities  of  the  Mint  include:  the  manufacture  and  shipment  of 
coins;  various  deposit  transactions  including  inter-mint  transfers  of 
bullion ;  the  safeguarding  of  the  Government's  holdings  of  monetary 
metals  and  coins ;  and  the  refining  of  gold  and  silver  bullion.  The  Mint 
organization  consists  of  coinage  mints  located  at  Philadelphia  and 
Denver ;  assay  offices  at  San  Francisco  and  New  York ;  bullion  depos- 
itories at  Fort  Knox  and  West  Point ;  and  the  Washington  headquar- 
ters staff. 

DIRECT    PROGRAM 

As  you  indicated  we  are  asking  for  an  appropriation  of  $24,500,000 
for  salaries  and  expenses  for  the  year,  an  increase  of  $500,000  over  the 
total  of  $24  million  authorized  for  the  fiscal  year  1973.  We  will  be 
able  to  produce  477  million  more  coins  in  fiscal  year  1974  than  in  fiscal 
year  1973.  Also,  we  plan  to  increase' our  manufacture  of  coinage  strip 
in-house  to  the  extent  that  appropriated  funds  are  available. 

Although  our  appropriation  request  is  only  $24,500,000,  the  reve- 
nues of  the  Bureau  of  the  Mint  deposited  to  the  treasury  in  fiscal  year 
1974  are  projected  at  about  $540  million,  which  includes  seigniorage 
and  miscellaneous  revenues. 

Under  this  budget  we  estimate  that  we  can  coin  about  8.9  billion 
pieces  during  fiscal  year  1974,  including  301  million  50  cent  and  dol- 
lar coins,  at  a  cost  to  the  appropriation  of  $16,435,000,  as  compared 
with  8.4  billion  coins  in  the  current  year  at  $15,480,000. 

In  our  continuing  effort  to  improve  techniques  for  estimating  coin 
demand,  the  Mint  and  the  Federal  Reserve  Board  have  further  refined 
procedures  for  projecting  coin  needs  in  accordance  with  recommenda- 
tions proposed  by  the  Office  of  the  Secretary  in  its  internal  management 
study.  Our  coin  production  estimate  for  fiscal  year  1974  of  almost  8.9 
billion  coins  is  based  on  this  coin  forecasting  program. 

NUMISMATIC    AND    OTHER    REIMBURSARLE    OPERATIONS 

In  fiscal  year  1974  we  estimate  that  our  reimbursable  program  will 
cost  approximately  $43,386,000.  The  Mint's  reimbursable  programs 
continue  to  be  very  active.  We  are  currently  continuing  the  numis- 
matic programs  which  have  been  previously  reported  as  well  as  two 
programs  for  the  American  Revolution  Bicentennial  Commission.  We 
are  also  assisting  the  General  Services  Administration  in  sorting,  pack- 
aging, and  mailing  the  Carson  City  silver  dollars. 
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CONSTRUCTION   OF  MINT  FACILITIES 


A  major  concern  of  the  Department  is  that  we  have  sufficient  coin- 
ing facilities  to  meet  the  needs  of  the  economy  in  the  future.  As  you 
are  aware,  we  are  planning  a  new  Mint  in  Denver.  However,  as  a  re- 
sult of  delays  in  obtaining  a  site,  we  are  not  requesting  any  construc- 
tion funds  for  fiscal  year  1974.  The  Director  of  the  Mint  and  her  staff 
will  be  able  to  give  more  specific  details  as  to  the  present  status  of  this 
project. 

We  are  most  grateful  to  this  committee  for  its  past  assistance.  I  will 
now  turn  the  testimony  over  to  Mrs.  Brooks,  Director  of  the  Mint, 
but  will  be  available  for  further  participation. 

Mr.  Steed.  Fine. 

Mrs.  Brooks,  you  may  proceed. 

Introductory  Statement  of  Mrs.  Mary  Brooks,  Director  of  the 

Mint 

Mrs.  Brooks.  Mr.  Chairman  and  members  of  this  distinguished  com- 
mittee, I  am  pleased  to  be  here  today  to  present  the  1974  appropriation 
request  of  the  Bureau  of  the  Mint. 

coin  production 

As  Mr.  Morgan  has  just  told  you,  and  as  Secretary  Shultz  advised 
the  full  committee  on  last  Monday,  the  Mint  is  asking  for  $24,500,000 
in  fiscal  year  1974. 

This  includes  funds  for  the  production  of  8.9  billion  coins  during 
fiscal  1974,  and  will  require  the  mints  to  operate  multiple  shifts  and  to 
supplement  this  with  overtime  work  from  time  to  time.  Only  the  Phila- 
delphia and  Denver  Mints  will  be  used  for  domestic  coinage  in  fiscal 
year  1974. 

In  fiscal  year  1974,  the  San  Francisco  Assay  Office  will  be  engaged 
only  in  reimbursable  activities.  This  office  will  resume  domestic  coin- 
age activitiy  in  the  last  6  months  of  calendar  year  1974.  It  has  in  the 
past  several  years  been  invaluable  in  meeting  coin  demands  and  will 
continue  to  be  of  assistance  in  the  future  with  its  standby  coinage  ca- 
pacity until  the  new  Denver  Mint  is  in  full  operation. 

In  fiscal  year  1972,  a  total  of  8.2  billion  coins  were  produced  using 
$11,667,371  uf  appropriated  funds.  More  than  2.3  billion  coins  were 
manufactured  from  strip  produced  in  the  Philadelphia  and  Denver 
Mints.  Of  these,  155  million  dimes  and  17  million  quarters  were  the 
first  cupro-nickel  clad  coins  manufactured  from  mint-made  strip.  Sub- 
stantial cost  reductions  in  the  last  quarter  of  fiscal  year  1972,  as  com- 
pared to  initial  production  costs,  were  experienced  at  the  Philadelphia 
Mint  in  manufacturing  coinage  strip.  Also  during  fiscal  year  1972,  we 
began  a  quality  control  program  separate  from  production  responsi- 
bilities, and  we  expect  that  as  this  program  expands  it  will  greatly  in- 
crease the  efficiency  of  our  operations  in  future  years. 
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COIN  REQUIREMENTS 

As  Mr.  Morgan  indicated,  the  Federal  Reserve  Board,  which  is  the 
sole  customer  for  coins,  assumes  a  vital  role  in  estimating  coin  require- 
ments for  the  Federal  Reserve  System,  and  thereby  assures  itself  that 
sufficient  coins  will  be  available  for  distribution  in  each  of  its  38 
banks. 

The  Mint  and  the  Federal  Reserve  Board  have  long  desired  to  estab- 
lish and  maintain  sufficient  coin  inventories  to  preclude,  or  minimize 
the  possibility  of  another  shortage,  and  at  the  same  time  enable  the 
scheduling  of  production  on  a  more  prudent  and  economical  basis.  In 
our  opinion,  the  production  of  almost  8.9  billion  coins  will  meet  the 
demands  of  the  Nation's  commerce,  but  will  provide  little,  if  any, 
increase  in  the  Mint's  and  banks'  inventory  position. 

COINAGE  METAL  FUND 

The  Coinage  Metal  Fund  is  used  to  purchase  metal  for  coinage,  in- 
cluding cost  of  fabrication  of  coinage  strip  by  private  contractors.  A 
recent  decision  by  GSA  to  curtail  allocation  of  copper  from  the  na- 
tional stockpile  for  use  by  the  Mint  necessitated,  we  believe,  the  pur- 
chase of  metal — about  37,500  tons — to  have  available  for  coinage  in 
case  of  a  strike  in  the  refining  industry  or  other  emergency.  Imple- 
mentation of  this  action  has  resulted  in  plans  to  store  most  of  the  metal 
in  GSA  space  at  Belle  Mead,  N.J.  We  consider  that  the  cost  of  storage, 
including  temporary  storage  of  fabricated  strip  in  hands  of  private 
contractors,  and  transportation  costs  to  and  from  storage  are  nex^essary 
and  properly  payable  by  the  Coinage  Metal  Fund.  This  same  reason- 
ing also  applies  to  handling  of  the  metal  by  private  contractors,  and 
miscellaneous  maintenance  charges  related  to  the  space. 

DEPOSIT  ACTIVITY 

This  activity  includes  the  cost  of  preparing  and  loading  the  coins 
for  shipment  from  the  mints;  the  exchange  of  gold  and  silver  bullion ; 
shipping,  storing,  and  cerifying  bullion  and  coin.  This  activity  shows 
a  decrease  in  both  1973  and  1974  because  of  the  reduction  in  the  gold 
and  silver  deposit  activity  at  the  New  York  Assay  Office  and  a  reduc- 
tion in  the  shipping  of  coins  at  the  San  Francisco  Assay  Office. 

PROTECTION 

The  stock  of  gold  and  silver  bullion  for  Avhich  the  Mint  is  responsi- 
ble is  valued  at  about  $10  billion.  These  values  are  held  at  six  different 
mint  installations  and  require  protection  24  hours  per  day  throughout 
the  year.  In  sup])ort  of  our  guard  force,  which  includes  costs  of  salar- 
iCvS,  uniforms  and  various  police  equipment  and  supplies,  we  also  utilize 
metal  detection  devices. 

This  activity  shows  a  decrease  in  1974  because  the  full  cost  of  this 
activity  at  the  San  Francisco  Assay  Office  will  be  applied  to  reimburs- 
able work. 

REFINING 

We  plan  to  continue  operation  of  the  electrolytic  refinery  at  the  New 
York  Assay  Office  with  no  increase  in  personnel  and  at  about  the  same 
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production  level  as  in  fiscal  year  1973.  We  also  accept  scrap  containing 
silver  from  the  Navy,  refine  the  silver  extracted  and  return  to  them  the 
refined  silver.  We  charge  them  only  for  the  cost  of  the  work  which  is 
reimbursed  to  our  appropriation. 

EXECUTIVE  DIRECTION 

This  activity  covers  the  salaries  and  personnel  benefits  of  the  Direc- 
tor, Deputy  Director,  and  four  assistant  directors  of  the  Bureau  of  the 
Mint.  Because  of  a  change  in  the  number  of  officials  included  in  this 
activity  pursuant  to  a  reorganization  effected  during  fiscal  year  1972, 
there  are  increases  in  the  cost  of  this  activity  for  fiscal  years  1973  and 
1974. 

REIMBURSABLE  PROGRAMS 

The  reimbursable  program  of  the  Bureau  of  the  Mint  continues  at 
a  high  level  and  includes  uncirculated  and  proof  coin  sets  as  well  as 
Eisenhower  dollars,  medals  and  foreign  coinage. 

The  old  mint  in  San  Francisco,  which  is  a  national  and  historical 
site  at  5th  and  Mission  Streets,  is  being  renovated  to  house  the  Mint's 
computer  and  our  entire  numismatic  order  processing  activities.  The 
cost  of  the  restoration  of  the  old  mint,  including  computer  acquisition, 
will  be  initially  financed  by  reimbursements. 

The  manufacture  of  coins  for  friendly  foreign  governments,  as  per- 
sonnel and  facilities  can  be  made  available  without  hindrance  to  the 
fulfillment  of  domestic  coinage  needs,  is  also  an  important  part  of  the 
Mint's  reimbursable  program.  Foreign  coinage  activity  is  encouraged 
by,  and  negotiated  through,  the  Department  of  State. 

While  the  Mint  manufactures  foreign  coinage  at  cost,  there  is  a 
measure  of  benefit  because  the  reimbursement  of  such  cost  includes 
fixed  cost  elements  which  still  would  have  to  be  borne  if  the  reimburs- 
able work  were  not  performed.  This  program  has  also  contributed  sub- 
stantially to  the  favorable  side  of  our  balance  of  payments  in  past  fiscal 
years.  We  anticipate  that  the  foreign  countries  for  which  we  have  been 
providing  service  in  the  past  will  again  require  these  services  in  fiscal 
year  1974. 

Our  medal  program  has  expanded  and  is  expected  to  grow  even 
more  in  future  years.  This  includes  medals  made  for  sale  to  the  pub- 
lic, over  the  counter  as  well  as  through  the  mail,  and  those  for  various 
Government  agencies. 

Due  to  the  increased  number  of  visitors  at  the  mint  institutions, 
there  has  been  a  considerable  increase  in  the  activity  in  the  sales  areas 
and  this  should  substantially  increase  at  the  old  mint  in  San  Francisco 
once  the  museum  and  public  area  are  completed.  The  museum  is  also 
supported  out  of  numismatic  funds  which  are  totally  reimbursable. 

The  mint  youth  education  program  continues  to  grow  as  evidenced 
by  the  interest  in  the  items  sold  in  the  sales  areas.  We  also  hope  to 
increase  our  medal  sales  through  our  support  of  the  minority  business 
enterpi-ises  program. 

I  might  add  that  we  have  about  75  of  those  little  minority  businesses 
started  in  public  buildings  around  the  country. 

The  cost  of  the  reimbursable  work  is  paid  in  full  from  the  proceeds 
of  the  sale  of  the  various  products.  Xone  of  the  funds  requested  in 
this  budffet  are  for  reimbursable  work 
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Cost  of  operating  the  San  Francisco  Assay  Office  in  fiscal  year  1974 
are  to  be  paid  for  completely  from  reimbursements. 

CONSTRUCTION    OF    MINT    FACILITIES 

We  are  not  requesting  funds  for  the  construction  of  mint  facilities 
appropriation  in  fiscal  year  1974.  Due  to  the  delay  in  obtaining  a  site 
for  the  new  Denver  Mint,  we  have  programed  procurement  of  long 
leadtime  equipment  items  in  fiscal  year  1975. 

When  this  facility  is  in  full  operation,  the  combined  capacities  of 
the  Philadelphia  and  Denver  Mints  will  exceed  16  billion  pieces  per 
year  with  a  potential  of  over  20  billion,  which  will  adequately  satisfy 
the  projected  national  demands  through  the  1980's. 

MANAGEMENT    REVIEW    AND    IMPROVEMENT    PROGRAM 

The  Bureau  of  the  Mint  has  an  active  management  review  and 
improvement  program.  The  objectives  of  this  program  are  to  promote 
a  continuous  and  systematic  review  and  improvement  effort,  with  the 
active  involvement  of  all  levels  of  management,  toward  achieving  the 
Mint's  missions  in  the  most  efficient,  economical,  and  effective  man- 
ner while  mamtaining  a  high  quality  of  public  services. 

Several  illustrations  can  best  describe  how  we  have  accomplished 
our  objectives. 

(a)  The  J^Iint's  commitment  to  quality  coin  production  was  greatly 
increased  by  several  major  steps  including:  modem  statistical  sam- 
pling for  coin  inspection;  installation  of  a  high-speed  delamination 
test  machine;  more  effective  quality  control  at  various  production  lev- 
els ;  and  the  initiation  of  a  number  of  research  and  development-type 
projects  to  improve  procedures  or  alleviate  problems. 

(h)  A  revised  record  retention  plan  for  the  Bureau  of  the  Mint's 
field  offices  has  been  placed  in  operation.  This  plan  sets  forth  stand- 
ards that  have  been  established  for  selecting  the  permanently  valuable 
records  to  be  retained  by  the  National  Archives  and  Records  Service 
after  their  administrative  value  to  the  Mint  has  ceased.  It  will  also  be 
used  to  obtain  authority  to  dispose  of  other  records.  As  a  result  of 
the  revision,  898  cubic  feet  were  destroyed.  This  released  vitally  needed 
space  for  our  continually  increasing  records  requirements. 

(c)  A  production  program  has  been  introduced  whereby  each  of 
the  two  principal  mints  is  assigned  production  on  a  3-month  cycle. 
The  goal  of  this  system  is  to  reach  and  maintain  a  3-month  inventory— 
except  cents — at  the  end  of  each  cycle  at  each  facility. 

This  procedure  affords  the  concurrent  assignment  of  fewer  denomi- 
nations for  production  at  each  facility  and  results  in  increased  effi- 
ciency due  to  less  frequent  retooling  of  blanking  presses,  annealmg 
furnaces  and  coin  presses  for  alternate  denomination  coins  and  simpli- 
fication of  logistic  support  such  as  coinage  strip,  dies  and  collars. 

(d)  We  have  introduced  the  use  of  standard  pallets  for  m-plant 
handling  of  coins  into  and  out  of  storage  at  the  Philadelphia  Mint  and 
the  shipment  of  coins  to  Federal  Reserve  banks  has  reduced  handling 
time  on  coins  at  the  Mint  and  Federal  Reserve  banks.  It  has  signifi- 
cantly reduced  truck  loading  and  unloading  time,  and  has  resulted  in 
a  reduced  carrier  rate  for  transportation  of  coins.  Concurrently,  with 
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implementation  of  the  palletized  system,  shipments  of  1  cent  and  5 
cent  coins  have  been  increased  from  30,000  to  40,000  pomids  per  load 
at  the  Philadelphia  Mint  and  at  the  Denver  Mint,  resulting  in  a  sig- 
nificant saving  in  transportation  costs  and  an  increased  availability 
of  carrier  equipment. 

(e)  A  comprehensive  management  review  of  the  Cash  and  Deposits 
Division  was  conducted  at  four  field  offices.  The  recommendations  of 
the  survey  team  were  accepted,  resulting  in  a  streamlining  of  the 
organization  and  a  functional  realignment  of  the  divisions. 

ADMINISTRATIVE    DEVELOPMENTS 

To  help  insure  the  development  of  employees  in  their  chosen  field  to 
the  limit  of  their  capabilities,  a  new  plan  has  been  announced  to  es- 
tablish a  career  development  program.  Under  the  plan,  the  training 
and  experience  requirements  at  each  level  of  the  development  will  be 
clearly  set  forth  and  those  jobs  identified  as  stepping  stones  for  career 
promotions. 

The  objectives  of  the  career  program  are:  (a)  to  insure  Mint  em- 
ployees opportunities  for  growth;  (h)  to  provide  new  employees,  and 
employees  who  have  not  yet  reached  the  full  performance  level  of 
their  position,  complete  information  on  career  opportmiities  in  the 
Mint;  (c)  to  streamline  paperwork  related  to  the  administration  of 
the  Mint  promotion  plan;  (d)  to  reduce  the  number  of  reclassifica- 
tion actions;  (e)  to  provide  a  more  stable  base  for  making  average 
grade  determinations. 

In  order  to  obtain  better  understanding  of  labor-management  rela- 
tions on  the  part  of  all  levels  of  management,  supervisory  and  man- 
agement pei-somiel  attended  approximately  1,400  hours  of  labor  rela- 
tions courses,  given  both  in-house  and  through  interagency  sources. 
In  addition,  full-time  labor-management  relations  specialists  were 
hired  at  three  oifices ;  namely,  Office  of  the  Director,  the  Philadelphia 
Mint,  and  the  San  Francisco  Assay  Office. 

The  first  in  a  series  of  planned  financial  management  conferences 
was  held  in  Washington,  D.C.,  during  fiscal  year  1972  for  financial  and 
budget  persomiel  from  the  field  offices  and  Office  of  the  Director.  As  a 
result  of  this  conference,  financial  planning  areas  were  strengthened 
and  certain  cost  and  general  accounting  procedures  were  revised  to  meet 
the  growing  expansion  of  mint  activities  in  the  coinage  and  reimburs- 
able programs.  A  second  such  conference  was  held  at  the  Philadelphia 
Mint  during  December  1972. 

DATA  PROCESSING 

The  increased  volume  in  our  numismatic  operation  coupled  with  the 
need  for  timely  information  to  effectively  manage  an  operation  of  this 
magnitude  has  justified  our  acquiring  our  own  computer.  Tlie  com- 
puter was  acquired  according  to  established  Government  procure- 
ment procedures  with  a  planned  operational  date  of  March  15,  1973. 

I  might  digress  and  say  that  we  are  moving  the  computer  in  today 
or  tomorrow.  We  are  a  little  behind  this  March  15  date. 

Installation  of  a  computer  in  the  Mint  will  provide  more  timely  and 
personal  service  to  our  numismatic  customers  and  at  the  same  time  fa- 
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cilitate  development  of  such  automated  systems  as  inventory,  produc- 
tion, and  quality  control;  payroll  accounting;  bullion  accounting;  die 
accountability;  personnel;  and  allow  computer  monitoring  of  the 
progress  of  the  new  Denver  Mint. 

It  is  a  pleasure  to  appear  before  this  committee  to  present  our  pro- 
gram for  the  coming  year.  We  shall  be  happy  to  answer  any  questions. 

IMPACT  OF  PAY  INCREASES 

Mr.  Steed.  Have  you  had  any  pay  raises  for  your  work  force  during 
the  current  year? 

Mr.  MacDonald.  GS  people  all  received  the  pay  raise  effective  the 
first  of  January  or  thereabouts. 

Mr.  Steed.  Were  you  able  to  absorb  the  additional  impact  ? 

Mrs.  Brooks.  It  wasn't  easy,  but  we  were  able.  One  thing  we  did  was 
put  San  Francisco  all  on  reimbursable  programs  so  that  the  guard 
force — that  is  a  small  item,  but  it  is  one  way  we  could  do  it — the  guard 
force  could  be  charged  to  the  reimbursable  program. 

status  of  old  mint  building  in  SAN  FRANCISCO 

Mr.  Steed.  What  is  the  status  of  the  old  mint  in  San  Francisco  ?  Is 
the  work  under  contract  and  underway  ? 

Mrs.  Brooks.  Oh,  yes.  We  will  be  ready  to  have  it  dedicated,  I  hope, 
by  the  firet  of  June.  That  is  the  deadline  I  have  given  them.  We  are 
moving  in  our  business  office  soon. 

Mr.  Steed.  How  much  floor  space  will  you  acquire  when  you  have 
this  building  fully  occupied  ? 

Mr.  MacDonald.  About  50,000  square  feet. 

Mr.  Steed.  Other  than  what  you  have  already  referred  to  here,  the 
museum,  the  office,  et  cetera,  you  won't  have  any  production  capacity 
space  in  the  building,  will  you  ? 

Mrs.  Brooks.  We  won't  be  producing  coins;  no,  but  we  will  be 
handling  all  of  the  volume  of  mail  and  the  processing  of  millions  of 
orders,  and  so  forth. 

Mr.  Steed.  Will  moving  the  office  and  management  segments  of  your 
activity  from  the  present  Assay  Building  give  you  any  production 
space  in  the  Assay  Building  ? 

Mrs.  Brooks.  We  have  already  moved  out  of  the  Assay  Building  a 
great  deal  of  the  administration  and  the  files  of  the  names  and  all  of 
the  mail  order  receipts  and  that  sort  of  thing  from  the  old  assay  office 
to  50  Fell  Street  which  we  were  renting  from  GSA.  We  have  outgrown 
that  facility. 

site  of  new  DENVER  MINT 

Mr.  Steed.  Last  year  you  gave  us  some  information  including  some 
drawings  about  the  site  in  Denver  for  the  new  Mint.  Have  you  finalized 
your  site  acquisition  there  yet  ? 

Mrs.  Brooks.  Yes.  I  think  I  will  have  Frank,  my  Deputv,  talk  more 
about  this.  We  have  come  to  an  agreement  with  the  city  of  Denver  and 
we  have  finalized  it.  We  haven't  received  the  letter  vet  from  the  mayor 
transferring  the  land  over  to  us.  We  are  using  our  $1.5  million  that  we 
were  appropriated  for  site  acquisition.  It  is  going  to  take  quite  a  little 
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bit  more  than  that  for  the  site,  but  the  city  of  Denver  was  so  anxious  to 
have  us  stay  within  the  city  proper  that  they  are  helping  us  with  the 
acquisition  of  the  site. 

Mr.  MacDonald.  The  total  site  cost  is  going  to  be  in  excess  of  $6 
million  in  that  it  includes  the  cost  of  relocation  of  several  families  and 
businesses.  Our  $1.5  million  that  is  appropriated  is  going  to  be  our 
total  contribution. 

The  city  is  going  to  pick  up  the  rest  of  the  tab. 

Mr.  Steed.  Is  the  same  amount  of  land  area  involved,  or  have  you 
had  to  change  that  ? 

Mr.  MacDonaid.  We  are  acquiring  33  acres,  and  we  were  nominally 
looking  for  something  around  25. 

Mr.  Steed.  Is  it  that  same  plat  you  showed  us  down  by  the  railroad 
and  highway? 

Mr.  MacDonald.  Yes,  sir. 

plans  for  new  DENVER  MINT  BUILDING 

Mr.  Steed,  How  far  are  you  along  with  your  plan  for  the  building 
you  want  to  erect  on  it  ? 

Mr.  MacDonald.  The  criteria  for  design  has  been  completed,  and 
the  GSA  is  anxiously  awaiting  us  to  turn  it  over  to  them.  But  prior 
to  that  we  feel  like  we  need  to  know  that  we  have  the  concurrence  of 
the  criteria  from  0MB  and  the  money  is  being  released  to  us,  and 
that  site  conveyance  agreement  has  been  signed  by  the  city. 

Mr.  Steed.  Have  you  gotten  far  enough  into  your  studies  and  plan- 
ning phases  to  decide  whether  the  experience  with  the  Philadelphia 
Mint  is  going  to  help  you  in  planning  the  new  Denver  Mint  ? 

Mr.  MacDonald.  Even  at  this  stage  of  it  I  think  we  have  pretty  well 
dramatically  demonstrated  that,  in  that  we  prepared  the  criteria,  we 
presented  it  to  Treasury  to  make  sure  that  it  was  well  aired  there,  and 
we  went  to  0MB  and  presented  the  criteria  there,  answered  all  their 
questions. 

Recent  legislation  requires  an  impact  statement  which  has  gone 
through  with  flying  colors.  This  was  never  required  in  Philadelphia. 

We  have  developed  our  own  criteria  in  great  detail  which  we  can 
turn  over  to  an  architect-engineering  firm  for  design.  For  the  Phila- 
delphia Mint  both  the  criteria  and  design  were  done  by  the  A.  &  E. 
firm,  and  I  don't  consider  that  is  a  healthy  approach. 

We  have  a  check  and  balance  between  the  two  organizations  with 
the  GSA  as  our  agent  in  the  contract. 

Mr.  Steed.  Are  there  any  substantial  ideas  that  you  are  now  able  to 
include  in  the  Denver  Mint  as  a  result  of  your  experience  with  the 
Philadelphia  Mint  ? 

Mr.  MacDonald.  They  are  primarily  the  horizontal  flow  capability, 
the  25  acres  versus  5  acres  in  Philadelphia,  and  modular  expansion  de- 
sign, whereby  when  we  decide  to  increase  our  capacity  we  are  all  pre- 
pared. The  utilities  are  sized  accordingly. 

Mrs.  Brooks.  We  are  also  going  to  have  all  the  rolling,  melting,  in 
one  building  so  that  we  don't  have  the  awful  problem  of  the  soot 
l>ermeating  the  whole  building. 

Mr.  Steed.  As  a  layman,  it  would  seem  to  me  where  you  are  working 
on  a  product  as  heavy  as  the  metal  that  you  use  if  you  did  it  all  on  one 
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level  it  would  give  you  certain  advantages  because  it  always  costs  to 
lift  or  lower  anything  at  all,  especially  if  it  is  heavy. 
Mrs.  Brooks.  Absolutely. 

PRODUCTION   DATE  IN   NEW   DENVER   MINT 

Mr.  Steed.  "Wbat  do  you  visualize  now  as  the  date  that  you  will  be  in 
production  in  Denver  ? 

Mr.  MacDonald.  Our  most  critical  item  is  to  be  under  design  by  late 
June  or  July  of  this  year.  We  have  sufficient  design  and  specification 
writing  to  perform  during  fiscal  year  1974  and  we  will  be  in  good 
position  at  the  beginning  of  1975  to  start  procurement  of  long-lead 
items. 

On  this  schedule  we  expect  to  be  in  production  within  the  year  of 
1979.  We  hope  to  be  partially  operational  in  1978  and  allow  ourselves 
a  year  of  debugging. 

You  just  don't  start  from  the  very  beginning  with  a  bang  like  was 
hoped  for  in  Philadelphia.  We  are  going  to  phase  in. 

Mr.  Steed.  It  would  seem  to  me  just  from  casual  observation  that 
the  Denver  site  would  lend  itself  to  an  advantage  in  transportation,  in 
moving  the  materials  and  products  in  and  out  of  the  building  itself 
with  the  railroad  on  one  side  and  the  superhighway  on  the  other.  It 
ought  to  have  some  advantage. 

Mr.  MacDonaid.  I  think  if  you  could  just  see  the  problems  in 
Philadelphia  you  would  only  be  more  convinced  of  that. 

Mrs.  Brooks.  We  need  to  string  our  building  out. 

Mr.  Steed.  Does  the  fact  that  the  building  is  on  one  level  create  any 
security  problems? 

Mrs.  Brooks.  Oh,  I  don't  think  so. 

COSTS  AND  ADVANTAGES  OF  IN-HOTJSE  CLADDING 

Mr.  Steed.  In  regard  to  Philadelphia,  I  know  you  have  had  prob- 
lems in  your  operation.  Could  you  comment  on  how  you  have  been  able 
to  make  that  project  work  better? 

Mrs.  Brooks.  You  know,  we  had  a  study  made  by  Western  Electric 
of  our  furnaces  that  were  burning  up  and  our  transformers  that  were 
burning  up,  and  the  rolling  area.  We  implemented  almost  all  of  the 
suggestions  from  Western  Electric.  The  furnaces  are  running  beauti- 
fully. We  have  encapsulated  them. 

My  deputy  here  was  in  Philadelphia  at  the  time  and  he  helped  a 
great  deal  with  this  work.  The  strip  mill  that  we  have  is  working  very 
well  making  the  clad  laminated  material  and  we  have  our  costs  down 
we  think  almost  in  line  with  general  industry. 

The  advantage  of  our  having  the  capacity  to  make  some  strip  is  that 
we  do  not  become  totally  dejx'ndent  upon  industry.  There  are  only  two 
companies  that  bid  on  the  strip  and  occasionally  the  strip  that  is  sent 
in  to  us  we  find  is  of  poor  quality — it  bubbles,  it  separates.  I  am  not 
talking  like  a  metallurgist  because  I  am  not  a  metallurgist,  but  we  have 
had  to  return,  I  believe,  about  40  percent  of  the  materials. 

Mr.  MacDonald.  As  high  as  50  percent  in  some  denominations. 

Mrs.  Brooks.  From  private  sources.  So  we  feel  if  we  can  make  some 
of  our  strip  we  will  get  much  better  service  from  the  strip  that  we  have 
to  buy  outside. 
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Mr.  Steed.  Based  on  present  volume,  what  percent  of  your  metal  are 
you  now  processing  in-house  and  how  much  do  you  acquire  outside? 

Mr.  MacDonald.  With  the  clad  strip  at  our  present  rate,  I  think  we 
will  be  in  a  position  to  produce  about  25  percent  of  our  total  require- 
ments. Then  it  becomes  a  very  complex  determination  as  to  what  prod- 
uct mix  we  want,  but  we  could,  if  we  decided  to,  produce  all  of  our 
bronze  strip  at  the  sacrifice  of  less  clad  and  less  cupro  nickel. 

We  want  to  get  good  bronze  strip  cost  data  which  we  will  have  by 
the  end  of  this  fiscal  year  under  the  supervision  of  a  Treasury  team 
which  is  now  looking  at  our  cladding  operations. 

Mr.  Steed.  What  do  you  plan  or  hope  to  have  in  terms  of  in-house 
and  outside  supply  for  all  your  metal  when  you  have  the  new  Denver 
Mint  in  full  operation  ? 

Mr.  MacDonald.  It  will  still  be  pretty  much  the  same  ratio.  The  new 
Denver  Mint  will  not  have  a  cladding  mill  in  it  until  we  adequately 
satisfy  everybody's  curiosity  as  to  whether  we  can  truly  produce  eco- 
nomic material. 

explanation  of  cladding 

Mr.  Myers.  For  a  layman  like  me,  would  you  tell  me  what  we  are  talk- 
ing about?  What  is  a  cladding  mill  and  all  this  business? 

Mr.  MacDonald.  The  primary  product  we  make  is  bronze  for  pen- 
nies, about  75  percent  of  our  total  production.  That  is  just  a  single 
alloy.  The  other  25  or  20  percent  is  made  up  of  what  you  see  in  dimes 
and  quarters  and  half  dollars  which  are  of  laminated  material. 

Mr.  Myers.  Is  that  all  the  same  ? 

Mr.  MacDonald.  All  the  same  composition.  No  silver.  Cupro  nickel 
and  copper. 

Mr.  Myers.  We  would  still  call  it,  silver  ? 

Mr.  MacDonald.  Yes.  The  cladding  mill  we  are  talking  about  takes 
two  rolls  of  cupro  nickel  and  one  roll  of  copper  and  physically  bonds 
them  together. 

Mr.  Myers.  That  is  the  cladding  mill  ? 

Mr.  MacDonald.  Yes,  sir.  We  purchased  up  until  recently  probably 
99  percent  commercially,  and  now  we  are  developing  the  techniques  to 
our  own  satisfaction  that  we  will  probably  get  up  to  around  25  percent 
manufactured  in-house. 

Mr.  Myers.  Thank  you. 

Mr.  Steed.  They  make  a  sandwich  out  of  it. 

Mrs.  Brooks.  It  is  a  sandwiched  coin. 

Mr.  Myers.  Is  it  hot  when  pressed  together  ? 

Mr.  MacDonald.  No;  it  is  a  surface  preparation  process  which  is 
physically  forced  together  in  the  bonding  mill. 

Mr.  Myers.  Cold  roll  ? 

Mr.  MacDonald.  Yes,  sir.  That  one  mill,  I  guess,  does  80  percent  of 
the  bond  and  you  then  take  the  material  to  another  mill,  take  it  down 
to  the  final  gage  you  want,  and  that  makes  the  permanent  bond. 

Mr.  Steed.  Then  after  they  have  made  the  strip  they  have  to  take* 
the  doughnut  work  and  punch  out  the  blanks. 

Mrs.  Brooks.  Yes.  You  have  it  up  there  on  the  wall. 

Mr.  Myers.  That  is  the  old,  not  the  new. 

Mrs.  Brooks.  This  is  penny  over  here  and  I  believe  that  is  clad  over 
there,  isn't  it,  in  that  exhibit  [indicating]  ? 
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Mr.  Steed.  It  works  out  pretty  lyiuch  the  same. 

Mr.  Myers.  It  is  done  the  same  way  though  ? 

Mr.  MacDonald.  Yes. 

Mrs.  Brooks.  Cladding  material,  for  your  information  as  a  layman 
to  a  layman,  is  much  harder  to  work  with  because  it  is  apt  to  separate. 
It  bubbles. 

ADVANTAGE  OF  COLD  VERSUS  HOT  PROCESS 

Mr.  Myers.  If  the  chairman  will  continue  to  yield,  why  do  you  do  it 
that  way  ?  Is  there  some  advantage  using — I  will  call  a  cold  roll  which 
our  Hoosiers  know  more  about  than  clad.  We  are  clods,  but  not  clads. 

Mr.  MacDonald.  An  advantage  of  cold  versus  hot,  yes ;  I  think  in 
this  particular  situation  with  the  hot  process  which  we  do  use  in  break- 
ing down  the  first  ingots,  you  are  allowed  to  use  a  smaller  mill,  take  a 
bigger  bite,  and  it  works  easier,  but  when  we  get  into  the  cladding  op- 
eration— the  techniques  have  been  developed  by  Olin  Brass,  the  license 
of  which  we  presently  hold — we  don't  require  heating  furnaces  which 
would  take  up  additional  space.  It  is  simply  that  it  can  be  done  cold 
and,  being  done  cold,  it  eliminates  another  process. 

Mrs.  Brooks.  Mr.  Chairman,  when  I  came  in  as  director  the  decision 
had  already  been  made  to  use  this  sandwich  material.  There  was  a 
great  argument  and  fight  over  it  I  guess.  The  vending  machine  people, 
I  guess,  talked  us  into  using  this  type  of  material  so  it  would  work  in 
the  vending  machines. 

We  really  would  much  prefer  having  a  cupro  nickel  conglomerate, 
but  it  is  in  the  law  and  we  have  to  use  this  material. 

Mr.  Steed.  We  had — what  was  it  ?  Over  a  million  vending  machines 
in  the  country  that  had  to  have  electric  reaction,  and  if  we  made  a  coin 
that  didn't  activate  that  electric  part  of  the  vending  machine  you 
just  bankrupted  all  of  them. 

Mr.  Myers.  If  you  will  continue  to  yield  some  further,  again  as  a 
matter  of  curiosity  more  than  anything  else,  how  many  different  strips 
go  together  in  this  clad  ? 

Mr.  MacDonald.  Three.  Cupro  nickel  outside,  copper  core,  and  a 
cupro  nickel  outside  and  they  are  all  three  fed  in  simultaneosuly  from 
three  separate  rolls. 

Mr.  Myers.  Squeezed  together  then  ? 

Mr.  MacDonald.  Yes.  They  come  out  the  other  side  as  a  unit.  That 
is  what  we  call  "aping"  silver.  We  made  it  to  be  acceptable  to  vending 
machines. 

Mr.  Myers.  Thank  you. 

CONTINUING    rise    IN    COIN    DEMAND 

Mr.  Steed.  In  the  production  schedule  that  you  made  I  see  that  the 
demand  for  coin  is  continuing  to  rise.  What  do  your  studies  show  as 
basically  requiring  this?  I  know  that  one  time  when  we  had  a  severe 
coin  shortage  a  lot  of  it  was  created  by  vending  machines.  There  was 
a  sudden  and  widespread  increase  in  the  vending  machine  population. 
Is  the  commerce  of  the  country  on  an  upswing  which  will  make  many 
new  coins  necessaiy  ? 

Mrs.  Brooks.  Mr.  Chairman,  it  is  a  great  mystery  to  me  when  we 
pour  out  these  many  billions  of  coins  into  the  economy  every  year,  and 
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the  next  year  they  need  more  and  the  next  year  they  need  more.  Where 
do  they  go  ?  They  don't  wear  out.  But  it  is  actually  a  fact  that  Christ- 
mas time  is  our  peak  demand.  Just  before  Christmas  the  banks  all 
have  to  have  more  small  coins.  Then  after  Christmas  there  is  usually 
a  lElow  back  and  this  year  we  experienced  no  flowbacks.  This  last  month 
there  has  been  some  slight  flow  back  into  the  banks.  The  demand  on 
our  cents  is  picking  up  again  now.  But  it  is  a  phenomenon.  It  just 
keeps  growing.  I  don't  know  whether  it  is  population,  sales  taxes,  but 
it  is  certainly  a  sign  that  business  is  booming  around  the  country. 

Mr.  Steed.  I  remember  that  when  I  first  got  on  this  committee  I  used 
to  count  up  how  many  pennies  you  had  sold,  and  after  I  got  over  the 
60  billion  mark  I  quit  counting.  Since  World  War  II,  I  guess  we  are 
approaching  the  100  billion  mark  of  1-cent  pieces  that  you  have  made 
and  sold  to  the  American  people.  Does  the  spread  of  profit  still  hold, 
the  difference  between  cost  and  the  face  value  that  makes  us  not  really 
want  to  know  what  happens  to  them  ? 

SEIGNIORAGE 

Mrs.  Brooks.  The  seigniorage  of  course  adds. 

Mr.  Steed.  I  think  you  estimate  this  year  it  is  over  $500  million. 

Mrs.  Brooks.  Yes. 

Mr.  Steed.  I  remember  many  years  ago  when  we  were  highly  elated 
when  it  was  just  over  $300  million. 

Mrs.  Brooks.  That  is  right. 

Mr.  Steed.  I  know  you  heard  it  many  times,  but  it  is  always  inter- 
esting to  have  you  and  the  Bureau  of  Engraving  and  Printing  come 
here  and  tell  about  your  operations.  You  can  sum  it  up  in  one  way, 
you  still  make  money  making  money. 

Mr.  MacDonald.  I  might  add  along  these  lines  the  Federal  Reserve 
has  hired  an  economist  who  is  going  to  work  with  us  in  trying  to  im- 
prove these  forecasts.  To  date  the  Federal  Reserve  forecasts  have  been 
falling  short  of  the  actual  need. 

NO  after-christmas  flowback 

Mrs.  Brooks.  What  he  is  saying  is  the  demand  for  coins,  Mr.  Chair- 
man, since  Christmas  has  astonished  us  all.  We  expected  the  normal 
flowback,  and  we  didn't  get  it  so  we  have  been  making — it  is  18  mil- 
lion pennies,  cents,  a  day  in  Philadelphia  and  about  12  to  14  million 
a  day  in  Denver  and  they  have  been  shipped  out,  no  inventory  build- 
up at  all. 

Mr.  Steed.  Mr.  Myers. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

COIN    INVENTORIES 

Along  that  same  line,  I  thought  you  showed  an  inventory  some- 
place here.  You  say  you  have  no  inventory  at  all  of  coins,  or  just 
cents? 

Mrs.  Brooks.  That  isn't  what  I  meant.  We  are  shipping  out  every- 
thing we  are  making  right  at  the  moment  in  the  way  of  cents.  We 
have  built  up  a  small  inventory — I  believe  Mr.  Cahoon  would  have 
those  figures — in  the  Federal  Reserve  depositories,  but  it  is  not  a 
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significant  inventory.  They  would  like  to  be  sure  in  the  case  of  emer- 
gency they  would  have  a  years  supply  of  coins,  but  we  have  never 
been  able  to  get  to  that  point. 

Mr.  Cahoon.  We  can  give  you  a  table  of  the  Federal  Reserve  re- 
quirements, including  some  buildup  in  inventory,  but  could  we  submit 
that  to  you? 

Mr.  Myers.  Yes. 

[The  information  follows:] 

Projected  Federal  Reserve  bank  coin  requirements  fiscal  year  197^-80 

[BUUons  of  pieces] 

Fiscal  year : 

1974  9.2 

1975 10. 0 

1976  10. 9 

1977  11. 9 

1978 13.  0 

1979  14. 2 

1980  15. 4 

Note. — Bank  requirements  shown  in  the  above  table  are  based  on  normal  sea- 
sonal demand  for  coins  by  the  commercial  banking  sector.  Barring  any  unforeseen 
fluctuations  in  the  economy,  these  requirements  should  meet  this  demand  and 
the  bank  inventories  should  average  about  3.1  billion  coins  for  each  year. 

Office  of  Public  Services, 

Coin  Liaison  Division, 

March  1973. 

Mr.  Cahoon.  Their  estimates  so  far  do  not  include  any  substantial 
buildup  in  inventories  through  1980. 

Mr.  Myers.  Then  the  inventory  that  you  do  have  presently  is  held 
by  the  Federal  Reserve  System  rather  than  you  ? 

Mr.  Cahoon.  What  small  amount  that  we  have ;  yes.  The  Mint  has 
only  a  small  working  inventory  for  shipping  coins  on  a  daily  basis. 

Mr.  Myers.  To  your  knowledge,  has  the  Mint  ever  held  any  reserve 
at  all  in  inventory  ? 

Mr.  Cahoon.  Possibly  back  years  before  the  coin  shortage  they  did, 
but  not  since  then.  They  have  never  been  able  to  build  up  a  substantial 
inventory. 

Mr.  Myers.  Is  the  lack  of  inventory  today  planned  or  just  the  fact 
that  you  cannot  produce? 

Mr.  Cahoon.  It  is  due  to  the  increased  demand  and  the  fact  that  they 
haven't  been  able  to  produce  sufficiently  to  build  up  inventories. 

sufficient  minting  capacity  with  new  DENVER  MINT 

Mr.  Myers.  I  remember  discussing  it  before,  about  the  new  Denver 
Mint.  Since  there  is  going  to  be  a  greater  requirement,  is  the  Denver 
Mint  going  to  be  sufficient  ?  Are  you  going  to  be  able  to  handle  it  with 
the  new  Denver  Mint  ?  Will  the  demand  be  so  much  greater  then  that 
we  will  still  be  one  mint  behind  ? 

Mrs.  Brooks.  We  don't  think  so.  We  are  building  the  building  so  that 
we  will  have  space  for  more  presses  if  that  circumstance  happens.  If 
we  were  really  pressed  we  could  buy  blanks  to  make  coins.  We  hope 
that  we  are  building  a  big  enough  mint  to  accommodate  the  tremen- 
dous demand  of  the  lOSO's  and  1990's. 


225 

Then  we  also  have  the  San  Francisco  facility  which  makes  us  a  great 
deal  of  money  on  reimbursables,  but  it  can  make  coinage.  We  have 
always  that  ace  in  the  hole. 

ECONOMY  OF  CLADDING  STRIP  IN  HOUSE 

Mr.  Myers.  I  was  also  interested  in  your  response  to  the  chairman's 
question  about  the  new  strip  process  that  you  are  not  planning  to  really 
expand  the  percentage  of  strip  at  the  new  Denver  Mint,  and  yet  in  your 
testimony  you  say  how  effective  a  job  it  does,  how  much  cheaper. 

I  think  you  imply  it  is  cheaper.  Why  don't  we  plan  a  plant  to  pro- 
duce all  of  our  strip  ? 

Mr.  MacDonald.  We  haven't  convinced  ourselves  that  it  was  eco- 
nomical until  last  month,  to  economically  produce  clad  strip  in  Phila- 
delphia. We  went  into  a  major  program  up  there  as  we  have  had  to  do 
in  every  single  operation  as  it  comes  on  line. 

Now  we  can  forecast  that  the  costs  of  producing  in-house  are  going 
to  be  compatible  or  going  to  be  similar  or  less  than  purchased  strip,  but 
until  this  point  we  haven't  been  in  a  position  to  come  forward  and  ask 
for  funds  based  upon  our  past  experience. 

TREASURY  STUDY  OF  STRIP  OPERATIONS 

Mrs.  Brooks.  And  in  the  Treasury  we  are  having  a  group  devoted 
to  the  study  of  our  strip  operation  and  that  will  influence  what  we  put 
in  the  Denver  Mint,  what  they  decide.  They  are  going  to  do  quite  a 
study  on  our  strip  production. 

Mr.  Myers.  Then  I  understand  that  a  decision  has  not  been  made 
really  to  hold  the  Denver  Mint  to  25  percent,  about  what  you  are  pro- 
ducing now.  It  could  be  changed  from  that  from  the  study. 

Mrs.  Brooks.  That  is  correct. 

Mr.  Myers.  Will  your  study  be  completed  in  time  for  the  planning 
of  the  Denver  Mint? 

Mrs.  Brooks.  Oh,  yes. 

Mr.  MacDonald.  I  might  add  in  case  we  don't  get  back  to  it  here 
that  the  forecast  2  years  ago  when  the  original  criteria  for  the  Denver 
Mint  were  developed,  the  Federal  Keserve  forecast  for  1980  was  12.6 
billion  pieces. 

Their  own  estimate  has  changed  now  to  be  in  the  neighborhood  of 
16  billion,  just  within  2  years.  Our  commitment  is  that  a  year  and  a 
half  from  now  as  we  are  well  into  design  we  will  look  at  the  reality  of 
the  forecast,  and  at  that  time  we  can  alter  the  design  to  make  the  ex- 
pansion now  rather  than  waiting  until  later  so  that  we  will  be  able 
to  produce  the  coins  required. 

REFINING  GOLD  AND  SILVER  BULLION 

Mr.  Myers.  In  the  material  you  provided  here  you  combine  gold  and 
silver  bullion  as  far  as  refining  is  concerned  and  even  reserves.  Is  there 
some  reason  why  you  don't  want  to  disclose  how  much  silver  and  how 
much  gold  there  is? 

Mrs.  Brooks.  Bullion  is  mixed  and  we  have  to  separate  the  silver 
from  the  gold.  There  are  many  ores. 
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Much  of  our — what  do  we  call  it,  bullion,  unparted  bullion — has  to 
go  through  a  process.  So  you  see  it  is  quite  a  complicated  business  get- 
ting the  gold  and  the  silver  out  and  then  there  will  be  base  metals. 
There  will  also  be  platinum  in  the  ore  or  the  unparted  bullion  they 
call  it,  so  we  have  quite  a  stock  of  this  material. 

Mr.  Myers.  What  is  bullion  ? 

Mrs.  Brooks.  It  is  metal. 

Mr.  Myers.  In  what  form  is  the  metal,  the  bullion,  you  are  speaking 
about  here? 

Mr.  HoLLYFiELD.  It  is  actually  a  solid  metal  that  has  been  smelted, 
but  it  contains  gold  and  silver  and  base  metals.  Over  the  years  the  Mint 
has  by  law  purchased  gold  and  silver  from  the  public  and  most  of  this 
has  gold  and  silver  in  the  same  bar. 

Mr.  Myers.  Wliy  is  that  ?  Why  is  it  in  the  same  bar  ? 

Mr.  Hollyfield.  It  just  comes  out  of  the  mine  that  way.  It  has  to  be 
refined  before  it  is  really  separated  into  the  form  of  fine  silver  bars 
and  fine  gold  bars.  During  the  19f30's  when  the  Mint  was  taking  in  large 
quantities  of  this,  the  big  stock  of  unrefined  bullion  built  up,  and  we 
collected  fees  for  the  refining  charges  from  the  public  at  the  time  they 
brought  in  the  deposits.  But  it  has  not  been  necessary  for  us  to  refine 
it  at  a  very  rapid  rate  so  it  has  really  been  a  process  of  refining  what 
we  could  over  the  years  without  trying  to  expand  the  capacity. 

We  still  have  a  certain  amount  of  this  left  that  still  has  the  gold 
and  silver  in  the  same  bar.  It  goes  iiuto  the  electrolytic  refinery,  through 
the  silver  cells  first,  where  the  silver  is  removed  and  cast  into  fine  sil- 
ver bars. 

These  weigh  about  a  thousand  troy  ounces  and  they  are  standard 
commercial  size  bars.  The  gold  then  goes  later  through  the  gold  cells 
a  different  process,  and  we  cast  400  troy  ounce  fine  gold  bars,  which 
is  a  standard,  worldwide,  as  far  as  exchange  of  gold  is  concerned. 

Mr.  Myers.  That  process  is  now  being  done  at  Philadelphia  and  also 
at  Denver? 

Mr.  Hollyfield.  No,  sir ;  it  is  New  York  only. 

Mr.  Myers.  Oh,  New  York  ? 

Mr.  Hollyfield.  Yes,  sir. 

Mr.  Myers.  Are  you  going  to  provide  the  refining  service  at  the  new 
Denver  Mint  ? 

Mr.  Hollyfield.  No  ;  it  won't  be  needed  out  there. 

Mr.  MacDonald.  It  could  be  if  the  Director  chose. 

Mrs.  Brooks.  It  could  be  incorporated.  We  could  have  a  small 
refinery  in  Denver. 

Mr.  JHoLL-iTiELD.  We  are  not  purchasing  gold  and  silver  at  this  point. 
We  only  have  to  refine  what  we  have  on  hand. 

Mr.  MacDonaij).  In  one  of  the  Director's  statements  here,  to  make 
sure  that  this  is  clear,  her  statement  was  that  in  the  process  we  have 
deposited  $10  billion  in  gold  and  silver.  We  can  separate  those.  There 
is  no  problem  in  that,  if  you  want  to  separate  as  to  how  much  of  that 
is  gold  and  silver. 

Mr.  Myers.  But  that  is  unrefined  ? 

Mr.  MacDonald.  This  $10  billion  is  refined. 

Mr.  Myers.  Is  refined  ? 

Mr.  MacDonald.  Yes ;  this  is  just  sitting  in  the  vaults. 

Mr.  Myers.  In  your  vaults ;  it  is  not  at  Fort  Knox  ? 
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Mrs.  Brooks.  Yes,  Fort  Knox. 

Mr.  Myers.  Yes ;  but  it  is  held  in  your 

Mr.  MacDonald.  Rather  than  the  GSA,  it  is  held  within  the  Mint's 
custody. 

Mr.  HoLLYFiELD.  At  the  end  of  1971,  June  30,  we  had  a  total  of 
38,910,000  troy  ounces  of  gold  and  silver  in  these  unparted  bars,  and 
we  do  have  a  breakdown  we  could  supply  for  the  record  as  to  how 
much  of  each  there  is.  I  don't  have  it  with  me. 

[The  information  follows :] 

Stocks  of  gold  and  silver  contained  in  unrefined  bullion  as  of  June  30, 1972  were 
as  follows : 

Fine  troy  ounces 

Gold 23, 128,  714 

Silver    15,  781,  580 

Total   38,  910,  294 

COSTS    or    SAN    FRANCISCO    OLD   MINT   RESTORATION 

Mr.  Myers.  On  page  5,  Mrs.  Brooks,  of  your  testimony,  you  speak 
about  the  restoration  of  the  old  mint  in  San  Francisco,  and  you  say  it 
will  be  initially  financed  by  reimbursements. 

Does  the  word  "initially"  mean  anything  there?  Is  it  going  to  some- 
time later  be  picked  up  by  appropriated  funds? 

Mrs.  Brooks.  No,  I  don't  think  we  ever  intend  to  ask  for  appro- 
priated funds. 

Mr.  Myers.  The  word  "initially"  I  was  concerned  about. 

Mrs.  Brooks.  I  don't  know  why  it  was  put  in. 

Mr.  MacDonald.  It  was  put  in  because  the  computer  activities  will 
eventually  get  into  appropriated  programs  so  some  of  the  computer 
costs  will  then  be  charged  to  appropriations. 

Mr.  Myers.  Operational  then  ? 

Mr.  MacDonald.  Yes,  but  the  building  itself  and  all  its  activities 
anticipated  will  remain  reimbursable,  so  it  is  probably  a  small  amomit 
of  the  total  that  will  be  appropriated. 

Mr.  Myers.  That  is  all. 

Thank  you,  Mrs.  Brooks. 

Mr.  Steed.  Mr.  Bevill  ? 

Mr.  Bevill.  I  have  no  questions  at  this  time,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Miller? 

MINT  FUNDING   OF  COINAGE  COSTS 

Mr.  Miller.  Yes.  Director  Brooks,  I  notice  that  your  cost  for  the  2 
years  is  $16,435,000,  for  the  8.9  billion  coins,  and  $15,480,000  for  8.4  bil- 
lion coins  or  about  $1,850,000  per  billion  coins.  So  you  haven't  changed 
a  whole  lot  in  that  operation  and  apparently  inflation  didn't  catch  the 
money  market. 

You  mention  that  your  request  is  $24,500,000.  I  notice,  too,  that 
some  of  the  material  that  was  put  out  by  the  Treasury  Department 
indicated  that  there  are  other  accounts  that  you  draw  from  in  order 
to  cover  part  of  your  current  expense.  Two  of  those  that  I  noticed  are 
the  coinage  metal  fund  and  the  coinage  profit  fund  and  there  are 
many  costs  that  are  covered  apparently  by  those  two  funds. 
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Could  you  tell  us  first,  where  those  funds  come  from  and,  second, 
how  much  is  used  out  of  those  funds  each  year  to  cover  your  expense  ? 

Mrs.  Brooks.  It  is  a  strange  and  wondrous  way  the  Mint  has  been 
financed  forever,  I  guess.  We  have  the  coinage  metal  fund  where  we 
can  purchase  metal  strip,  and  as  I  said  in  my  statement,  the  storage 
and  transportation  of  such  from  this  coinage  metal  fund.  But  I  Iiad 
better  let  Mr.  HoUyfield  explain  these. 

It  is  very  difficult  to  understand  this  financing.  We  have  four  funds 
that  we  can  draw  from  besides  appropriated  funds. 

Mr.  Miller.  Being  a  new  member,  apparently  I  need  to  catch  up. 

COINAGE  METAL  FUND 

Mr.  HoLLYFiELD.  Sir,  we  have  a  table  which  we  could  insert  in  the 
record,  but  for  the  fiscal  year  1972,  when  we  are  talking  about  $12,891 
million  of  appropriated  money  that  went  into  the  cost  of  coin,  $59,020 
million  from  the  coinage  metal  fund,  and  the  coinage  profit  fund, 
$1,804  million. 

I  can  give  you  a  table  that  shows  this  for  the  3  years  concerned  here, 
1972, 1973,  and  1974,  if  you  would  like  to  have  it. 

In  1974,  the  budget  year,  it  is  $45,791  million  anticipated  from  the 
coinage  metal  fund  and  $2.5  million  from  the  coinage  profit  fund. 
The  coinage  metal  fund  is  in  reality  an  authorization  to  the  superin- 
tendents of  the  manufacturing  mints  to  draw  checks  on  the  general 
fund  of  the  Treasury.  This  is  authorized  at  31  U.S.C.  340,  which  states 
that  the  Secretary  of  the  Treasury  may  use  the  coinage  metal  fund  to 
acquire  metal  for  coinage.  This  authority  has  been  delegated  on  down 
to  the  superintendents. 

Upon  issuance  of  a  check  and  payment  for  the  metal,  the  metal  is 
carried  in  the  accounts  of  the  Treasury  as  cash  and  I  have  an  example. 
On  March  1  in  the  dailv  statement  of  the  Treasury,  there  were  included 
in  the  cash  balance  coinage  metals  amounting  to  $329  million  plus. 
Most  of  this  is  copper,  nickel  and  some  silver  in  the  Mint,  and  some 
zinc. 

COINAGE  PROFIT  FUND 

As  these  metals  are  manufactured  into  coins,  they  acquire  a  status 
of  face  value.  They  have  increased  in  value  from  the  purchase  price  to 
face  value,  and  the  difference  is  called  seigniorage.  This  is  part  of  the 
$540  million  in  revenue  we  anticipate  as  talked  about  earlier.  As  this 
seigniorage  accrues,  a  portion  of  it,  based  upon  an  approved  apportion- 
ment schedule,  by  OMB,  is  deposited  to  the  credit  of  the  coinage  profit 
fund.  This  fund  is  also  authorized  by  law.  It  covers  the  transportation 
of  coins  from  the  mints  to  the  Federal  Reserve  banks,  wastage  on  coin- 
age and  recoinage  losses ;  wastage  being  that  part  of  the  metal  that  goes 
up  the  chimney,  volatizes  when  you  are  in  the  process  of  manufactur- 
ing. As  to  recoinage  losses,  we  are  obliged  to  receive  back  from  the  pub- 
lic worn  and  mutilated  coins  and  issue  new  ones  in  their  stead. 

So  as  we  remanufacture  these  worn  coins  into  new  ones  there  is  an 
additional  amount  of  metal,  or  loss,  required  to  make  up  the  new  ones. 
This  difference  is  paid  from  the  coinage  profit  fimd. 

Mr.  Miller.  We  have  two  of  the  funds  explained ;  did  I  understand, 
Mrs.  Brooks,  that  you  have  two  more  funds  ? 
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BUIJJON  FUND 

Mr.  HoLLYFiELj).  We  have  a  bullion  fund  which  covers  all  of  our 
gold  and  silver.  We  do  not  currently  need  to  use  the  bullion  fund  to 
acquire  more  metal  because  we  have  not  purchased  those  metals  in  re- 
cent years,  but  we  still  have  the  bullion  fund  that  accounts  for  this  $10 
billion  worth  of  gold  and  the  balance  of  silver  that  we  have. 

SALARIES  AND  EXPENSES 

We  talked  about  the  appropriation  of  salaries  and  expenses,  the  one 
we  are  coming  to  talk  to  you  about  today.  The  bullion  fund  covers  the 
gold  and  silver.  "Salaries  and  Expenses"  covers  all  costs,  other  than 
the  metal  used,  in  the  manufacture  of  domestic  coins.  The  coinage 
metal  fund  covei-s  the  cost  of  the  metal.  A  fifth  one  is  reimbursements 
from  the  public,  also  authorized  by  law,  for  the  sale  of  numismatic 
items. 

APPROPRIATION  REIMBURSEMENT 

From  the  manufacture  of  foreign  coins  we  collect  reimbursements 
from  the  foreign  governments.  In  case  we  do  work  for  other  Govern- 
ment agencies,  we  are  reimbursed  by  them  for  what  we  do. 

Mr.  Miller.  Very  good. 

Do  you  have  that  covered  somewhere  in  the  Treasury  report  show- 
ing those  funds  and  the  total  costs  of  coinage  ? 

Mr.  HoLLYFiEiJ).  I  have  a  statement  which  I  can  give  you  for  the 
record  which  shows  the  total  amount  involved  in  coinage.  I  think  that 
is  the  one  we  are  concerned  with.  The  bullion  fund  does  not  enter  into 
it,  I  do  not  believe.  The  reimbursements  are  shown  in  the  schedule  in 
the  printed  budget  in  total. 

Mr.  Miller.  I  would  ask  unanimous  consent  that  we  have  this  partic- 
ular report  included  in  the  record. 

Mr.  Steed.  Yes. 

[The  report  follows:] 

TOTAL  COST  OF  COINAGE— 1974  BUDGET  ESTIMATE 
(In  thousands  of  dollars] 


1972  actual 

1973  estimate 

1974  estimate 

By  denomination: 

1  cent                                                 -  - 

33,937 

32,620 
7,029 
4,388 
6,720 
6,857 
8,412 
2,500 

68,  526 

31,351 

Scents                      .         .  - 

5,338 

7,844 

10  cents 

4,072 

5,787 

25  cents 

5,894 

9,161 

50  cents  (CuNi) 

9,732 

7,502 

$1                     .                

12,938 

1,871 

Transportation 

Total.  .- - 

1,804 

73,715 

2,500 
66, 016 

By  source  of  funds: 

Appropriation' 

Coinage  metal  fund 

12,891 

59,020 

16,  827 

49, 199 

2,500 

17, 725 
45,791 

Coinage  profit  fund 

1,804 

2,500 

Total                                                     .  . 

73,715 

68,  526 

66, 016 

Includes  depreciation. 
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LACK  OF  ACTIVITY  IN  BULLION  ACCOUNT 

Mr.  Miller.  When  you  speak  of  the  bullion  fund,  you  say  you  are 
not  buying  at  the  present  time.  Are  you  able  to  refine  from  time  to 
time  a  certain  amount  without  actually  upping  coin  production.  I 
would  have  to  assume  that  is  what  you  are  trying  to  do. 

Mr.  HoLLYi^iELD.  No ;  the  fact  that  we  are  not  buying  gold  and  silver 
is  because  we  are  not  using  silver  in  coinage,  and  we  have  no  require- 
mnt  by  law  to  purchase  from  the  public.  This  was  changed  I  believe 
in  1965  to — there  was  a  change,  I  guess  I  will  have  to  say  we  are  re- 
quired by  the  Coinage  Act  of  1965  to  purchase  silver  at  a  price  of  $1.25 
per  fine  troy  ounce,  if  it  is  brought  to  us,  newly  mined  domestic  silver. 

The  current  market  price  is  about  $2.30  and  there  is  no  likelihood 
that  any  will  be  brought  in  to  us  for  $1.25. 

Gold,  I  think  in  1969,  the  whole  gold  policy  as  it  relates  to  the  mone- 
tary system  was  changed  and  we  have  not  been  purchasing  gold  from 
the  public  since  that  time. 

We  also  do  not  sell  it.  We  do  not  have  any  impact  on  the  market. 

Our  only  activity  in  gold  is  some  transactions  with  foreign  govern- 
ments. These  are  handled  between  the  New  York  Assay  Office  and  the 
New  York  Federal  Reserve  bank. 

Mr.  Miller.  So  the  fine  silver  and  fine  gold  is  not  put  on  the  market 
here  in  the  country.  Is  that  what  we  are  saying? 

SILVER  IN  EISENHOWER  DOLLARS 

Mr  HoLLYFiELD.  This  is  correct.  The  only  silver  we  are  using  is  in 
these  Eisenhower  dollars.  There  were  150  million  of  those  authorized  to 
be  produced,  that  required  a  total  of  47.4  million  fine  ounces  of  silver. 

Mr.  Miller.  They  were  not  clad  ? 

Mr.  Hollytield.  They  are. 

Mrs.  Brooks.  Forty  percent  silver. 

Mr.  Miller.  Very  good. 

QUALITY  CONTROL  PROGRAM 

Could  I  jump  to  another  point  here,  Director  Brooks? 

You  had  mentioned,  and  I  read  several  places  in  the  report  about 
the  Treasury  Department  quality  control  program.  You  expect  this  to 
increase  the  efficiency  and,  therefore,  I  would  have  to  assume  cut  op- 
erating costs  or  cut  costs. 

Could  you  give  us  a  little  more  information  on  the  quality  control 
program  that  you  are  speaking  about. 

Mrs.  Brooks.  Well,  it  goes  from  inspecting  the  strip  that  we  get  in 
from  private  refineries,  it  includes  inspecting  our  own  strip  as  to  the 
thickness  and  the  width  and  so  forth.  It  goes  through  the  inspection  of 
the  blanks  as  we  blank  them  out  of  the  strip  you  see  up  there  in  the 
case. 

With  this  laminated  strip  it  is  very  difficult.  And  with  our  tremend- 
ously big  production,  we  find  that  there  are  bad  coins  that  get  out  to 
the  public.  We  do  not  like  it.  The  coin  collectors  love  it.  But  we  are  try- 
ing to,  in  many  ways,  inspect  samples  of  coins  from  various  dies.  We 
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are  working  quite  hard  on  this  particular  problem,  quality  control.  It 
goes  all  the  way  through  the  whole  production  cycle. 
Mr.  Miller.  I  see. 

OPERATION  OF  ELECTROLYTIC  REFINERY 

On  refining,  to  jump  to  page  4,  you  plan  to  continue  operation  of  the 
electrolytic  refinery.  Apparently  that  would  be  the  bullion  refinery  we 
were  talking  about. 

Mrs.  Brooks.  That  is  in  New  York  Citj^,  U.S.  Assay  Office. 

Mr.  Miller.  To  come  up  with  fine  silver  and  fine  gold  bars.  We 
talk  about  the  production  for  fiscal  years  1973  at  about  5  million  fine 
troy  ounces.  Now  that  seems  to  be  quite  a  bit  if  it  is  not  being  used, 
other  than  what  was  used  in  the  Eisenhower  dollars.  Is  that  what  is 
required  for  foreign  coins  or  foreign  exchange  ? 

REFINERY   OUTPUT   USED   IN   EISENHOWER   DOLLARS 

Mr.  HoLLYFiELD.  That  part  of  the  silver  which  is  in  that  refinery 
output,  I  might  say  at  the  beginning  we  had  51  million  ounces  of 
silver  in  the  Mint  to  use  for  this  47.4  million  requirement  for  the 
Eisenhower  dollar.  Part  of  that  Had  to  be  refined  and  it  is  still  in  this 
38  million  fine  troy  ounces  of  unrefined  bullion  figure  we  are  talking 
about. 

So  we  will  need  the  silver  in  the  production  of  the  Eisenhower  dol- 
lars. The  gold,  we  do  not  really  need  in  fine  bars  unless  we  need  it  for 
some  foreign  exchange  transaction. 

OTHER    ADVANTAGES    OF    REFINING 

There  is  another  factor,  several  other  factors,  I  think,  that  the 
metal  as  it  is  refined,  you  eliminate  the  base  metal  from  it,  it  takes  up 
less  space  for  storage.  It  is  also  a  further  check  on  the  activities  of 
purchasing  this  gold  and  silver,  back  when  it  came  in. 

We  have  a  more  accurate  determination  of  the  exact  amount  con- 
tained in  it. 

Usually  as  it  is  refined,  there  is  a  little  bit  of  a  gain,  not  very  much, 
because  the  assay  and  weighing  activities  were  accurate  when  it  came 
in,  but  on  a  tremendous  quantity  of  this  we  usually  pick  up  a  fraction 
of  a  point  in  the  assay,  maybe  a  fraction  of  an  ounce  on  weight  in  a 
large  quantity.  In  a  year's  time  this  adds  up  to  several  ounces  of  gold 
and  silver  as  surplus  for  the  Treasury.  We  get  credit  for  those. 

As  Mrs.  Brooks  indicated,  there  are  some  byproducts  that  we  did 
not  pay  for.  These  came  out  of  such  things  as  dental  scrap  that  has 
been  sold  to  the  Mint,  platinum  and  platinum  gi'oup  metals,  which 
represent  vitally  needed  materials.  We  turn  them  over  to  GSA  at  no 
charge  and  they  in  turn  to  the  Department  of  Defense  for  use  for 
strategic  purposes. 

Mr.  Miller.  Platinum  primarily  ? 

Mr.  Hollyfield.  Yes,  platinum,  iridium,  palladium,  things  of  that 
type. 

Mr.  Miller.  I  see. 
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AIR    POLLUTION    AT    NEW    YORK    REFINERY 

Did  you  find  that  you  needed  to  make  quite  an  expenditure  on  the 
electrolytic  refinery  in  New  York  in  order  to  stop  air  pollution? 

It  is  an  allied  question  in  that  we  are  into  this  in  the  environmental 
problem  at  the  present  time.  Did  you  have  quite  a  problem  there  in 
order  to  stop  the  pollutants  commg  from  the  stack '? 

You  have  a  refinery  that  could  put  pollutants  into  the  air.  I  am 
not  sure  whether  you  have  that  large  an  operation  that  would  require 
great  expenditures  for  electrostatic  precipitators  and  the  like. 

Mrs.  Brooks.  I  believe  I  will  have  my  deputy  answer  that.  I  believe 
we  are  in  compliance  with  New  York  City's  standards. 

Mr.  MacDonald.  We  do  have  electrostatic  precipitators  that  have 
been  there  for  years.  It  is  quite  old  and  efficient.  We  do  have  a  minor 
problem  taking  in  photographic  film  material,  which  has  to  be  incin- 
erated. We  have  a  minor  problem  there  that  is  being  looked  into 
right  now. 

NAVY    silver    refining 

Mr.  Miller.  You  say  you  also  accept  scrap  containing  silver  from 
the  Navy  and  extract  the  silver  and  return  to  them  the  refined  silver. 
You  will  have  to  excuse  me,  being  a  new  member,  but  I  am  not  sure 
why  you  would  be  refining  for  the  Navy. 

Mrs.  Brooks.  It  is  a  service.  They  ask  us  to  do  it.  They  feel  that 
they  get  everything  back.  We  are  not  a  profitmaking  organization,  in 
this  type  of  operation. 

They  have  a  great  many  things  that  do  have  silver  in  them.  My 
metallurgists  tell  me  that  we  neecl  the  silver,  and  I  do  not  understand 
this  either,  I  will  have  to  have  someone  else  explain  this;  we  need  the 
pure  silver  in  order  to  get  the  other  silver  away  from  these  baser 
metals.  This  is  a  part  of  metallurgy  that  I  do  not  quite  undei-stand. 

Mr.  Carwile.  It  is  a  question  of  blending  gold  and  silver  to  go  into 
the  refinery.  If  we  do  not  have  the  silver  coming  in  with  a  high  enough 
silver  content,  we  have  to  put  back  into  the  operation  our  own  fine 
silver. 

Most  of  the  Navy's  silver  that  is  coming  in,  which  is  contained  in  sub- 
marine batteries  and  other  batteries,  primarily,  plus  the  film,  from 
X-ray  films,  is  of  a  high  enough  fineness  that  we  can  use  this  in  our 
blending  operation,  which  saves  us  from  putting  back  in  our  own 
fine  silver,  which  really  helps  our  total  refining  operation. 

CARSON  CITY  SILVER  DOLLARS 

Mr.  Miller.  One  other  question  if  I  might,  Mr.  Chairman,  concern- 
ing the  Carson  City  silver  dollar  sale.  I  am  sure  there  was  some  infor- 
mation in  here  concerning  that.  As  I  recall,  there  was  a  cost  of  some 
$30  or  at  least  the  minimum  bid  could  be  $30.  Is  that  going  well? 
Will  they  be  disposed  of  at  $30  ? 

Mrs.  Brooks.  That  is  handled  by  GSA.  That  is  not  a  job  that  they 
assigned  to  the  Mint.  We  have  done  the  sorting  up  at  West  Point.  We 
have  a  silver  depository  at  West  Point.  We  have  done  the  sorting  and 
the  labeling  and  the  packaging  for  GSA  as  the  orders  come  in.  I  do 
not  have  the  information  to  speak  for  how  the  sale  is  going. 
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Mr.  MiLLJER.  So  yours  is  a  handling  operation  ? 

Mrs.  Brooks.  We  are  merely  doing  them  a  service  and  they  are 
paying  us  for  it. 
Mr.  Miller.  I  see. 

COMPUTER  INSTALLATION  AT  SAN  FRANCISCO 

If  I  may,  Mr.  Chairman,  one  more  question,  because  I  do  recall  you 
saying  you  had  a  computer  that  ^Tould  be  moved  in  today  or  tomorrow. 

Mrs.  Brooks.  Yes. 

Mr.  Miller.  Will  this  affect  the  personnel  ? 

You  had  mentioned  that  it  would  undoubtedly  keep  track  of  inven- 
tory, processing  personnel,  and  wages.  Are  we  talking  about  a  com- 
puter that  will  replace  many  people  ? 

Mr.  Brooks.  Eventually  that  should  be  the  end  result.  It  will  take 
quite  a  little  time  for  us  to  get  everything  programed. 

Our  initial  need  for  it  is  to  get  our  very  valuable  mint  list  of  cus- 
tomers on  one  single  computer  where  we  can  control  it. 

At  the  present  time  we  are  renting  computer  space  from  several  gov- 
ernment agencies.  Is  that  not  true  ? 

Mr.  HOLLYTIELD.  YcS. 

Mrs.  Brooks.  We  did  use  Internal  Eevenue  and  the  Bureau  of  Ac- 
counts' computer.  It  is  not  a  very  satisfactory  way  to  handle  our  iin- 
mense  reimbursable  program.  When  people  order  their  coins  or  their 
coin  sets,  sometimes  we  will  not  get  the  labels,  and  we  would  be  held 
up  in  mailing. 

Having  your  lists  spread  out  on  three  different  computers  is  not  very 
efficient  either.  We  have  over  3  million  names  on  our  list.  We  will  be 
able  to  do  a  much  better  service  to  the  general  public.  That  is  the  pri- 
mary reason. 

Of  course  it  was  expensive  paying  for  computer  time  and  for  the 
people  in  these  other  Government  agencies. 

Then  as  we  crank  in  these  other  programs  on  to  the  computer,  I 
would  hope  we  could  eliminate  some  positions. 

Mr.  Miller.  Thank  you,  Director  Brooks. 

Thank  you,  Mr.  Chairman. 

silver  situation 

Mr.  Steed.  Going  back  to  the  silver  situation,  I  remember  during 
the  time  they  were  considering  the  discontinuance  of  silver  coinage  we 
had  a  lot  of  discussion  about  the  silver  situation  generally. 

If  my  memory  serves  me  right,  it  worked  out  that  the  world  demand 
for  silver,  especially  in  industrial  fields,  was  running  about  400  million 
ounces  a  year.  The  world  production  of  silver,  new  silver  was  about 
200  million. 

Do  you  have  any  way  of  keeping  up  with  that  type  of  situation  in 
terms  of  what  it  is  like  today  ? 

Mrs.  Brooks.  No,  I  do  not  think  we  do.  We  were  caught  in  the 
middle  of  that  fight  between  the  silver  users  and  the  silver  miners 
over  the  use  of  silver. 

I  have  been  watching  the  price  of  silver  creep  up.  Of  course,  I  come 
from  a  big  silver  State.  But  I  do  know  that  there  is  a  tremendous 
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use  of  silver,  industrially,  and  in  our  sophisticated  electronic  world ; 
there  is  a  great  deal  of  use  of  silver  because  it  is  a  great  conducter  of 
electricity,  used  in  kodak  films,  X-ray  films,  that  sort  of  thing. 

I  have  to  commend  the  Navy  for  trying  to  reclaim  a  lot  of  silver 
that  is  in  their  equipment.  I  think  this  is  commendable. 

Mr.  Steed.  How  do  you  measure  your  gold  and  silver  metals,  by 
ounces  or  pounds  or  tons  ? 

Mrs.  Brooks.  Yes. 

Mr.  Steed.  But  you  refer  to  them,  to  us,  with  their  dollar  value. 
With  the  price  situation  being  what  it  is,  how  has — I  know  the  amount 
of  ounces  has  not  changed,  how  has  the  dollar  value  changed  ? 

REVALUATION    OF    GOLD 

Mrs.  Brooks.  Well,  that  $10  billion  of  gold,  that  is  primarily  gold 
that  we  hold,  and  primarily  most  of  that  is  down  at  Fort  Knox.  We 
have  not  upgraded  it  according  to  the  increase  in  price.  I  believe 
there  is  a  bill  up  here  to  raise  the  price  of  our  gold  to  $42.  That  has  not 
passed  yet.  I  do  not  know.  We  would  have  to  recalculate  the  value  of 
those  bars  we  have  in  storage. 

Mr.  Steed.  Do  you  have  reason  to  believe  if  you  were  to  put  it  on  the 
market  today,  that  you  would  get  a  little  bit  more  than  you  are  say- 
ing it  is  worth  on  your  books  ? 

Mrs.  Brooks.  I  would  think  that  would  be  a  reasonable  assumption. 

Mr.  Steed.  Mr.  Roybal,  do  you  have  any  questions  ? 

Mr.  RoYBAL.  I  do  not  have  any  questions.  I  would  like  to  make  an 
observation. 

EMPLOYMENT    OF    THE    SPANISH-SPEAKING 

During  last  year,  and  dunng  this  year,  I  have  been  talking  to  the 
various  departments  about  what  I  believe  to  be  a  discriminatory 
practice  against  the  Spanish-speaking.  I  tried  to  point  out  to  the  vari- 
ous organizations  that  they  have  been  delinquent  in  their  effort  to  do 
something  about  the  problem. 

I  must  infoi-m  our  chairman  that  I  cannot  make  that  complaint 
about  the  Bureau  of  the  Mint.  I  just  received  figures  this  morning.  I 
am  happy  to  see  that  you  are  doing  quite  well.  You  are  the  only  bureau 
of  the  Treasury  that  one  can  make  that  remark  about. 

There  is  one  particular  category,  however,  and  that  is  in  GS  levels 
of  13  to  18,  where  there  is  not  a  single  Spanish-speaking  person  em- 
ployed. 

May  I  just  say  that  I  sincerely  hope  that  next  year  when  we  meet 
again,  that  some  correction  is  made  in  that  particular  category,  and 
that  at  least  one  or  two  people  are  employed. 

Mrs.  Brooks.  We  are  making  quite  an  effort  along  these  lines. 

Mr.  RoYBAL.  I  would  like  to  congratulate  you  and  the  Department 
for  this  effort. 

MINORITY-GROUP    EMPLOYMENT 

Mrs.  Brooks.  Thank  you  I  wish  we  had  more  American  Indians 
also. 

Mr.  Roybal.  Yes.  We  do  not  seem  to  have  enough  in  that  category. 
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My  biggest  complaint  is  that  a  minority  to  too  many  people  in 
Washington  seems  to  be  only,  one  particular  ethnic  group.  My  con- 
tention is  that  minority  groups  consist  of  many  groups,  and  that  equal- 
ity must  be  applied  equally  to  all  these  groups  and  not  just  single  out 
just  one  particular  group  for  employment  and  advancement. 

Mrs.  Brooks.  We  are  very  conscious  of  this.  We  have  some  very 
fine  oriental  people  in  San  Francisco  because  that  is  where  the  bulk  of 
them  live. 

Our  supervisor,  our  officer  in  charge  in  San  Francisco,  who  would 
be  superintendent  if  we  could  ever  get  the  name  changed  of  the  Assay 
Office  out  there,  is  a  black  man,  a  very  bright,  fine  man. 

Mr.  RoYBAL.  Yes.  I  also  have  those  figures,  the  Asians  that  you  have 
in  the  Department. 

Mrs.  Brooks.  If  you  consider  women  as  a  minority  group,  we  are 
only  50  percent. 

Mr.  Myers.  Never.  Never. 

Mr.  Miller.  Will  the  gentleman  yield  ? 

I  understood  you  to  mention  that  the  Mint  was  doing  very  well. 
How  well  are  they  doing  ? 

Mr.  RoYBAL.  For  example,  positions,  from  1969  to  1972,  amounted 
to  773  new  positions.  Of  those,  72  were  given  to  the  Spanish-speaking. 
In  previous  figures  which  I  quoted  yesterday,  where  there  have  been 
increases  of  up  to  2,000  new  positions  only  one  was  given  to  a  Spanish- 
surnamed  person.  So  taking  that  ratio  of  almost  9  percent,  I  would 
say  it  is  a  good  record. 

Mr.  Miller.  Thank  you. 

Mrs.  Brooks.  We  have  it  by  percentages  if  you  would  like  to  have 
our  total. 

Mr.  Miller.  I  would  indeed. 

Mrs.  Brooks.  Our  total  of  the  minority  groups  would  be  43.6  per- 
cent; 30.6  would  be  black,  8.5  would  be  Spanish  speaking,  Oriental 
would  be  4.5,  and  the  poor  American  Indian,  we  have  2. 

Mr.  Myers.  Two  percent  of  two  people  ? 

Mrs.  Brooks.  No,  it  is  8/100  of  1  percent.  We  only  have  two  Ameri- 
can Indians.  I  do  not  understand  this. 

Mr.  Myers.  You  have  to  move  the  men  up  to  Wounded  Knee  ?  - 

Mr.  Steed.  Any  further  questions  ? 

APPROPRIATION  INCREASE 

Mr.  Bevill.  Let  me  ask  one  if  I  may  here. 

Your  total  request  is  $24.5  million  ? 

Mrs.  Brooks.  Yes,  sir. 

Mr.  Bevill.  That  is  $500,000  more  than  last  year,  in  round  figures,  I 
believe. 

Mrs.  Brooks.  More  than  last  year. 

Mr.  Bevill.  Does  this  half-million  dollars  represent  additional  per- 
sonnel or  is  this  just  an  increase  in  salaries  inflation  ? 

Mrs.  Brooks.  We  had  to  absorb  a  salary  increase  and  our  request  is 
just  a  half-mililon  dollars  more  than  it  was  last  year. 

We  are  prepared  to  make  a  great  many  more  coins.  So  we  really  are 
not  talking  about  an  expensive  operation.  Part  of  this,  I  can  explain 
to  you.  We  have  a  big  order  for  Philippine  coins  which  we  are  doing 
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in  Denver.  This  is  one  advantage  of  the  way  we  are  financed.  These  are 
reimbursable  items.  When  we  make  a  big  foreign  order  coin,  certain 
of  our  fixed  costs  can  be  applied  to  foreign  coinage,  you  see  which  is 
reimbursable. 

Mr.  Be\t[ll.  In  those  items  ? 

Mrs.  Brooks.  Yes,  electricity,  all  that.  That  helps  us. 

Mr.  Bevill.  That  helps? 

Mrs.  Brooks.  That  is  why  we  did  not  come  in  and  ask  for  a  great 
deal  more  money. 

Mr.  Beviijl.  Did  you  ask  for  more  personnel  ? 

Mrs.  Brooks.  Forty-one,  I  believe. 

Mr.  Bevill.  Forty-one? 

Mrs.  Brooks.  Yes. 

Mr.  Myers.  I  have  one  question,  Mr.  Chairman. 

UNIT  costs  of  coins 

Relating  to  the  unit  cost  per  thousand  pieces,  I  notice  there  has  been 
a  dramatic  increase  from  the  1970  actual  to  the  estimate  for  1974, 
not  so  much  in  the  cents,  it  has  only  been  a  10-percent  increase,  but  for 
5  cents  it  has  been  50  percent ;  for  10  cents,  it  has  been  over  100  percent ; 
quarters,  over  100  percent;  50-cent  pieces,  more  than  300-percent  in- 
crease just  in  4  years.  At  the  same  time,  in  3  years  it  has  gone  down 
for  the  dollar. 

Mr.  MacDonald.  The  primary  cause.  Congressman,  is  that  in  those 
earlier  years  we  were  procuring,  if  I  may,  from  the  coinage  metal  fund 
the  material  ready  for  blanking.  So  the  costs  did  not  come  out  of  ap- 
propriations. But  the  cost  to  the  public  was,  in  fact,  higher  than  it  is 
now.  .  . 

Unfortunately,  you  are  here  looking  at  appropriated  fund  utiliza- 
tion per  piece.  When  we  melt  and  cast  in-house,  then  it  comes  from  ap- 
propriated funds.  So  the  true  cost  to  the  public  is  not  represented  in 
this  presentation. 

PRESENTATION  OF  COMPLETE  COINAGE  COSTS 

Mr.  Myers.  You  mean  this  is  not  all  the  costs  then  ? 

Could  you  give  us  all  the  costs  then,  what  it  actually  does  cost  ? 

Mr.  MacDonald.  Yes. 

Mr.  Myers.  I  would  like  to  know  the  actual  record.  This  is  the  thing 
that  disturbs  me,  why  in  the  world  you  come  in  here  and  give  us  some- 
thing that  is  not  right.  We  are  big  boys  and  girls.  Tell  us  what  it  really 
costs. 

We  are  appropriating  just  so  much  money,  but  it  costs  a  lot  more. 
As  far  as  I  am  concerned  I  am  being  misled. 

Mr.  MacDonald.  We  went  to  0MB  and  said,  now  hear  us  out  on  this, 
and  they  did. 

In  my  short  duration  here  I  have  been  told  repeatedly  we  are  pre- 
senting this  the  way  it  has  been  asked  for  in  the  past. 

Mr.  Myers.  I  know.  We  have  run  into  this  in  other  committees  too. 
The  problem  is  0MB. 

I  have  a  different  pique  with  0MB  than  Mr.  Addabbo  has. 

Mr.  MacDonald.  Would  you  like  to  peruse  this  before  we  submit  it? 


237 


Mr.  Myers.  I  would. 

Mr.  MacDonald.  It  does  show  the  continuing  decline  in  costs. 

Mr.  Myers.  Now  this  is  everything,  this  is  what  actually  goes  into 
the  production  of  a  1-cent  or  a  50-cent  piece? 

Mr.  HoLLYiTELD.  Yes. 

Mr.  Myers.  Divided  by  the  number  of  coins  ? 

Mr,  HoLLYTiELD.  Yes,  per  thousand  coins  is  how  it  is  stated. 

Mr.  Myers.  Thank  you.  I  will  give  this  to  you  after  I  figure  it  out, 
which  may  be  next  Tuesday. 

[The  information  appears  at  p.  229.] 

Mr.  Miller.  Speaking  of  costs,  we  have  an  appropriation  cost  of 
$24.5  million. 

Mrs.  Brooks,  is  there  a  total  cost  for  the  Mint  that  you  could  give  us  ? 
It  would  include  the  coinage  metal  fund,  the  coinage  profit  fund,  and 
all  of  the  other  funds  that  we  spoke  of.  Wliat  would  be  the  total  cost 
to  operate  the  Mint  for  1  year  ? 

Mrs.  Brooks.  I  am  sure  we  can  get  that  for  you.  We  have  to  go  over 
to  0MB  and  ask  for  permission  to  reimburse  ourselves  out  of  the  re- 
imbursable money  we  turn  back  to  the  Treasury  for  that  operation.  I 
do  not  know  whether  Mr.  Hollyfield  has  that  all  with  him  today  or 
not,  but  we  can  certainly  get  it. 

Mr.  Hollyfield.  I  believe  I  have  a  statement,  Mrs.  Brooks,  for  the 
fiscal  year  1972,  if  you  care  to  look  at  it.  It  shows  total  income,  ex- 
penses, and  what  happened  to  the  income. 

Mr.  Miller.  It  would  take  a  little  time  to  break  this  cost  down,  but  we 
do  not  have  the  cost.  Apparently  it  is  $1.5  billion. 

Mr.  MacDonald.  No  ;  the  $1.5  billion  was  our  total  income  in  fiscal 
1972,  $115.6  million  should  be  our  total  cost  for  fiscal  1973  and  antici- 
pated cost  for  1974  is  $116.1  million. 

Mr.  Miller.  The  $1.5  billion  is  income  ? 

Mr.  MacDonald.  Income,  including  seigniorage,  yes,  sir. 

Mr.  Miller.  The  cost  of  operations  is  $115  million  ? 

Mr.  Hollyfield.  Sir,  you  are  looking  at  fiscal  1972,  at  a  cost  of  $106 
million.  You  have  1974  for  $115  million. 

Mr.  MacDonald.  Anticipated  1974  is  about  $115  million,  that  is  cost. 
"We  will  include  for  the  record  a  table  showing  our  income  and  costs 
of  operation. 

Mr.  Miller.  I  see.  Very  well. 

Income,  Expenses,  and  Application  of  Funds  of  the  Bubeau  of  the  Mint — 

FiscAi.  Yeab  1972 

income 

Thoittanda 

1.  Coins  naanufactured  (face  value) $670,575 

2.  Appropriation 24,495 

3.  Special  mint  coin  reimbursements 20,016 

4.  Medal   sales 648 

5.  Foreign  coinage  orders 732 

6.  Charges  collected  on  deposits,  etc - 61 

7.  Revaluation  of  gold 801,032 

8.  Sales  of  miscellaneous  products 39,  889 

9.  Sales  of  Government  property,  etc 16 

10.  Miscellaneous  reimbursements 853 

11.  Miscellaneous  revenues 14 

Total  income 1,  558,  331 
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COST  OF  OPERATIONS 

1.  Accrued  cost  of  operations  (includes  depreciation)  : 

(a)  Coinage    (domestic) 12,891 

(b)  Deposits 1.  726 

(c)  Protection 3,033 

(d)  Refining 1,  675 

(e)  Executive  Direction 165 

Total  operation  cost 19,  490 

2.  Cost  of  metal  used  in  domestic  coinage 64,  077 

3.  Distribution  of  domestic  coinage 1,  804 

4.  Cost  of  manufacturing  special  Mint  coins 20,  016 

5.  Cost  of  manufacturing  medals 573 

6.  Cost  of  manufacturing  foreign  coinage 639 

7.  Cost  of  processing  miscellaneous  services 853 

8.  Less  depreciation  (included  in  cost  of  operations) —1,371 

9.  Administrative  costs  applied  to  reimbursables —498 

Total  cost  of  operations 105,  583 

Excess  of  income  over  cost 1,  452,  748 

APPLICATION  OF  NET  INCOME 

1.  Deposits  to  the  General  Fund  of  the  Treasury 1,  446,  038 

2.  Expired    appropriation 79 

3.  Inventory  changes 6,  297 

4.  Net  increase  in  "Profit  Funds" 334 

Total  funds  applied 1,  452,  748 

1.  The  Mint  draws  funds  from  the  f ollovs^ing  accounts,  excluding  the  appropria- 
tion bill : 

(a)  Coinage  metal  fund:  This  fund  consists  of  an  authorization  to  draw 
checks  on  the  General  Fund  of  the  Treasury  in  payment  for  metal  purchased 
for  U.S.  coins.  The  metal  purchased  for  coinage  is  considered  a  cash  asset  by  the 
Treasury  ;  thus,  the  issuance  of  a  Coinage  Metal  Fund  check  does  not  reduce  the 
cash  balance  of  the  Treasury — it  is  considered  as  the  exchange  of  one  cash  asset 
for  another. 

(&)  Coinage  profit  fund :  This  fund  is  derived  by  reserving  part  of  the  seignior- 
age from  the  manufacture  of  coins  to  pay  for  the  cost  of  (1)  distributing  coins, 
(2)  metal  wastage  in  manufacture,  (3)  losses  resulting  from  recoinage,  and 
(4)  the  sale  of  metal  from  uncurrent  coin.  The  funds  available  in  this  no-year 
account  are  apportioned  annually  by  the  Office  of  Management  and  Budget. 

(c)  The  bullion  fund:  This  fund  is  composed  of  the  gold  and  silver  bullion 
held  by  the  Mint.  In  addition,  it  includes  all  coin  in  the  mints  and  any  currency 
on  hand  for  transacting  business.  These  are  assets  of  the  Treasurer  of  the 
United  States  in  the  custody  of  the  Mint.  The  face  value  of  all  coin  produced  is 
added  to  the  Bullion  Fund,  and  this  fund  is  reduced  by  the  face  value  of  coin 
shipped  to  the  Federal  Reserve  banks. 

id)  Reimbursements:  The  Mint  is  authorized  by  law  to  reimburse  its  appro- 
priation for  (1)  amounts  received  from  the  manufacture  and  distribution  of 
numismatic  items  sold  to  the  public,  (2)  co.sts  of  manufacturing  foreign  coinage, 
and  (3)   services  performed  for  other  Government  agencies. 

2.  In  fiscal  year  1972  funds  drawn  by  the  issuance  of  coinage  metal  fund 
checks  amounted  to  $44.7  million :  funds  apportioned  by  the  OMB  for  the  coin- 
age profit  fund  were  $3.5  million;  and  reimbursements  to  the  appropriation 
were' $22.2  million. 

3.  In  fiscal  year  1972.  total  cost  of  producing  U.S.  Coins  amounted  to  $73,- 
715,000  as  follows: 

Appropriation   (including  depreciation) $12,891,000 

Coinage  metal   fund '^J' S?"  !S!1 

Coinage   profit   fund 1,  804.  OOP 

Total   73,  715,  000 
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4.  During  the  period  fiscal  years  1970-73,  foreign  governments  paid  the 
mint  $6.1  million  for  the  cost  of  manufacturing  foreign  coins,  and  purchased 
metal  for  this  coinage  from  other  sources  in  the  amount  of  $9.9  million,  for  a 
total  of  $16  million  contributed  to  the  balance  of  payments. 

5.  Total  cost  of  mint  operations  in  fiscal  year  1972  was  $105.6  million,  includ- 
ing cost  of  metal  used  in  coinage  and  reimbursable  costs  incurred. 

6.  The  following  is  the  total  cost  per  coin  in  fiscal  year  1972,  including  appro- 
priated funds,  coinage  metal  fund  payments,  and  depreciation  : 

Penny,  $0,005  ;  nickel,  $0,012  ;  dime,  $0,007  ;  quarter,  $0.014 ;  half  dollar,  $0,028  ; 
dollar,  $0,056. 

BUREAU  OF  THE  MINT,  TOTAL  COST  OF  MINT  OPERATIONS 

[In  thousands  of  dollars] 

Fiscal  year— 


1972  1973  1974 

actual         estimated  estimated 


Direct  cost  from  appropriated  funds 19,490             23,976               24,500 

Coinage  metal  fund 64,077              49,199               45,791 

Coinage  profit  fund 1,804                2,500                 2,500 

Net  cost  of  reimbursements 21,583             39,964               43,386 

Unfunded  cost 1,371 

Total ---  105,583            115,639              116,177 


FOREIGN    COINAGE 

Now  you  mentioned  the  program  which  will  let  you  manufacture 
foreign  coinage.  It  contributed  substantially  to  the  favorable  side  of 
our  balance  of  payments  in  past  fiscal  years. 

Do  you  have  some  figures  to  show  it?  This  would  show  also  the 
volume  of  work  you  do.  Can  you  show  us  approximately  how  much 
this  would  contribute  to  our  balance  of  payments. 

Mrs.  Brooks.  We  can  get  that  for  you  for  the  past  few  years. 

Mr.  MacDonald.  I  thmk  if  I  am  correct  here,  for  the  fiscal  year 
1973,  the  estimated  cost  of  foreign  coinage  or  what  the  foreign  gov- 
ernments are  expected  to  reimburse  us  was  $4.2  million. 

Mr.  HoLLYFiELD.  That  is  right.  But  in  addition  to  that,  when  we  are 
talking  about  balance  of  payments,  you  have  to  consider  what  they 
paid  for  metal  to  private  concerns  in  this  country.  We  would  have  to 
obtain  that.  They  bought  their  own  metal  and  we  made  the  coins. 

Mr.  Miller.  If  we  could  have  that  information  for  the  record,  Mr. 
Chairman,  I  would  appreciate  it. 

Mr.  Steed.  It  may  be  furnished. 

[The  information  follows :] 

EFFECT  ON  FOREIGN  COINAGE  ACTIVITIES  ON  THE  BALANCE  OF  PAYMENTS,  SUMMARY  BY  FISCAL  YEAR  1970-73 

Manufacturing  Metal 

cost '  cost '  Total 

1970                                                                                                  -  .  51,496,244  $3,248,515  $4,744,759 

1971 " ' " 1,664,041  2,354,065  4,018,106 

1972 " ""  732,390  1,461,113  2,193,503 

1973Ye's>imVtV)"!I^''I."".'".'I!I""I!""!""."-.'-'---- -  2,177,000  2,907,969  5,084.969 

Total 6,069,675         9,971,662         16,041,337 

'  Reimbursements  to  appropriation,  salaries  and  expenses. 
>  Payments  to  others. 


93-674   O  -  73  -  16 
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Mr.  Myers.  Mr.  Chairman,  I  have  two  or  three  more  observa- 
tions  

Mr.  Steed.  All  right. 

CX)INAGE  COSTS 

Mr.  Myers.  I  wonder  if  you  could  not  provide  us  with  a  little  more 
detail  than  you  have  here.  You  show  total  costs  here.  I  am  assuming 
this  is  total  cost  in  what  you  presented  here. 

As  an  example,  the  1-cent  piece,  appropriated  would  be  $1.24.  Then 
other  sources  would  be  $3.75  for  a  total  cost  for  the  1-cent  strip  for 
1,000  would  be  $4.99.  Am  I  correct  on  that? 

Mr.  HoLLYFEELD.  I  believe  that  is  right.  I  gave  you  the  only  copy 
that  I  have.  But  that  is  right. 

This  other  source 

Mr.  Myers.  It  cost  half  a  cent  to  produce  a  penny  ? 

Mr.  HOLLYTTELD.  YcS. 

Mrs.  Brooks.  Yes,  that  would  be  right. 

Mr.  Myers.  The  thing  I  do  not  understand  is  why  it  costs  more  to 
produce  a  dime  than  it  does  a  penny.  The  10  cents  has  less  metal  in  it. 

Mr.  MacDonald.  It  is  more  expensive  because  it  is  a  clad  strip. 

Mrs.  Brooks.  Nickel  is  very  expensive. 

Mr.  Myers.  Could  you  provide  for  the  committee  a  table  showing 
the  source  of  the  money  for  that  total  cost  ? 

Mr.  MacDonald.  Yes,  sir? 

Mr.  Myers.  For  each  of  the  coins. 

Mr.  Hollyfield.  I  thought  we  had  that  in  that  statement  we  gave  to 
you.  It  is  the  one  I  handed  you  for  the  record. 

Mr.  Myers.  You  just  show  total  cost,  not  where  it  came  from. 

Mr.  Hollyfield.  Very  well. 

[The  information  follows:] 
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USE  OF  METALS  FROM  GSA  STCKJKPILE 


Mrs.  Brooks.  In  the  past  we  have  also  helped  the  budget  quite  a  bit 
by  taking  metal  from  the  stockpile  and  paying  for  it  by  a  transfer  of 
funds  to  GSA.  We  have  bought  hundreds  of  millions  of  dollars  worth 
of  metal  from  the  GSA  stockpile. 

Mr.  Myers.  That  37,500  tons  of  metal  that  you  now  have  in  the  stock- 
pile, do  you  carry  that  as  an  inventory,  are  you  responsible  for  it  or  is 
GSA? 

Mrs.  Brooks.  No,  we  are  responsible  for  it. 

Mr.  Ambrose.  We  do  not  have  this  amount  in  the  stockpile  presently, 
however,  it  is  our  objective.  We  currently  have  something  in  the  order 
of  18  million  pounds  of  copper.  This  is  not  GSA  copper,  it  is  mint- 
purchased  copper. 

Mr.  Myers.  At  page  3  you  show  37,500  tons. 

Mr.  Ambrose.  As  an  objective. 

Mr.  Myers.  That  is  all. 

Mr.  Steed.  Mrs.  Brooks  and  Secretary  Morgan,  on  behalf  of  the 
Committee  I  would  like  to  express  our  appreciation  for  your  appear- 
ance and  your  mformation.  It  has  been  a  very  interesting  and  very 
enjoyable  session. 

Mrs.  Brooks.  Thank  you  very  much. 

Mr.  Steed.  We  will  insert  the  justification  material  in  the  record 
and  then  take  up  the  Bureau  of  Accounts. 
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BUREAU  OF  THE  MINT 

Federal  Funds 

General  and  special  funds: 

Salaries  and  Expenses 

For  necessary  expenses  of  the  Bureau  of  the  Mint,  including 
purchase  of  one  passenger  motor  vehicle  for  replacement  only;  and 
not  to  exceed  $2,500  for  the  expenses  of  the  annual  assay  commis- 
sion; [$24,000,0001  $24,600,000.  {31  U.S.C.  261-287;  84  Stat. 
1769;  Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 
Identification  code  15-25-1616-0-1-904  1972  actual      1973  est.        1974  est. 

Program  by  activities: 

Direct  program : 

1 .  M  inuf acture  of  coins  (domestic) ...  1 2, 89 1  1 6, 827  1 7.  725 

2.  Processing   deposits   and  issues  of 

monetary  metals  and  coins 1,726  1,340  1,265 

3.  Protection  of  monetary  metals  and 

coins 3.033  3.104  2.633 

4.  Refining  gold  and  silver  bullion 1 .  675  1 ,  631  1 .  675 

5.  Executive  direction 165  194  212 

Total  direct  program... 19.490         23.096         23.510 

Reimbursable  progreun: 

6 .  Manufacture  of  coins  and  medals. . .  20. 665  38. 4 1 4         42, 7 1 1 

7.  Miscellaneous    services    to    other 

accounts 1.585  1.550  675 

Total  reimbursable  program...  22.250  39.964         43.386 

Total  operating  costs 41,740         63.060         66.896 

Unfunded  adjustments  to  total  operating 
costs: 
Depreciation  included  above —1,371         —1,520        —1.410 
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Property  transferred  in  withou  t  charge.  —80 1 


ToUl  operating  costs,  funded 39,568         61.540         65,486 


CapiUl  outlay 3,690  2,400  2.400 


Total  program  costs,  funded 43, 258         63, 940         67, 886 

Change  in  selected  resources  ' 3,408    


10  Total  obligations 46.666  63.940  67.886 

Financing: 

Receipts  and  reimbursements  from: 

11  Federal  funds -712  -7,450  -6,025 

14       Non-Federal  sources 2 -21,538  -32,514  -37,361 

25     Unobligated  balance  lapsing 79     


Budget  authority 24,495  23,976  24,500 

Budget  authority: 

40  Appropriation 25,000  24,000  24,500 

41  Transferred  to  other  accounts —505  —24    


24,416 

23,976 

24,500 

8,373 

3,567 

2,900 

-3,567 

-2,900 

-3,400 

53  . 

43  Appropriation  (adjusted) 24,495         23,976         24,500 

Relation  of  obligations  to  outlays: 

7 1  Obligations  incurred,  net 

72  Obligated  balance,  start  of  year 

74    Obligated  balance,  end  of  year 

77    Adjustments  in  expired  accounts 

90  Outlays -         29,275         24.643         24,000 

>  Selected  resources  as  of  June   30   are   as  follows: 

1972 
adjust- 

Direct  program:                            '^71          menls  1972  1973  1974 

Stores 1,548          ..  2,239  2,239  2.239 

Medals  and  proof  coins              356          ..  580  580  580 

Work  in  process 1,812          ..  4,297  4,297  4,297 

Undelivered  orders 4,018          79  5,047  5,047  5,047 

Accrued  annual  leave..       -1,486          ..  -1,802  -1,802  -1,802 

Total     selected     re- 
sources...   6,248         79  10,361        10,361        10,361 

Reimbursable  program: 

Undelivered  orders 626  ..  

2  Reimbursements  from  non-Federal  sources  above  are  receipts  from  foreign 
coinage  (31  U.S.C.  367)  (Jan.  29.  1874,  Stat.  6);  and  proceeds  from  sale  of  medals 
and  proof  coins,  and  uncirculated  coin  (31  U.S.C.  369)  (as  amended  Sept.  5. 
1962.   76  Stat.  440). 
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The  Bureau  of  the  Mint  manufactures  coins,  receives 
deposits  of  gold  and  silver  bullion,  safeguards  the  Govern- 
ment's holdings  of  monetary  metals,  and  refines  gold 
and  silver  bullion  (see  miscellaneous  permanent 
appropriations) . 

1.  Manufacture  gJ  coins  (domestic). — Production  of 
coins  is  the  major  Mint  activity.  Funds  requested  for  1974i 
will  permit  production  of  approximately  8.9  billion  coins. 

DOMESTIC    COINAGE    WORKLOAD 

|In    million*   of   pieces] 

1971  1972  1973  1974 

Denomination:  actual  actual        estimate       estimate 

1  cent.... 5.304  6,201  6.289  6.313 

Scents 591  440  579  664 

10  cents.. 788  608  695  %1 

25  cents 540  413  454  647 

50  cents 281  352  232  264 

1  dollar 233  160  37 

Total 7.504       8.247       8.409       8.886 

UNIT    COSTS— PER    1.000— BY    DENOMINATION! 
(Funded  by  appropriations) 

1971  1972  1973  1974 

Denomination:  actual  actual        estimate       estimate 

1  cent... $1.36  $1.20  $1.29  $1.33 

Scents 1.53  1.49  2.54  2.26 

lOcents.. 1.04  2.44  2.38  2.21 

25  cents 1.64  2.11  4.86  4.50 

SO  cents 2.93  2.87  9.97  9.99 

1  dollar 6.10  6.54  4.51 

'  Includes  depreciation. 
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TOTAL  COST  BY   DENOMINATION! 

(Funded   by    appropriations) 

[In   thousands   of   dollars) 

797/            19T2  1973  1974 

Denomination*                                                                 actual          actual  estimate  estimate 

Icent .'. 7.230        7.448  8.135  8,385 

5  cents 907           654  1.473  1.500 

10  cents 823        1.484  1.653  2.123 

25  cents 889           870  2.206  2.912 

SOcents  823        1.012  2.314  2.638 

Idollar 1.423  1.046  167 


Total... 10.672      12.891      16.827      17.725 

'  Includes  depreciation. 

2.  Processing  deposits  and  issues  of  monetary  metals  and 
coins. — This  activity  includes  receipt  of  gold  and  silver 
bullion  for  exchange  and  settlement  of  international 
balances;  disbursements  of  coins;  moving,  shipping, 
storing,  and  verifying  bulUon  and  coin;  and  counting  and 
classifying  uncurrent  coins  returned  to  the  Mints  for 
recoinage. 

SELECTED   STATISTICS    REGARDING    DEPOSIT    ACTIVITY 
[In  thousands) 
Description  1972  actual     1973  estimate      1974  estimate 

Gold     receipts     and     disbursements 

(value) 1.451.699  1.000.000        1.000.000 

Silver  receipts  and  disbursements  (fine 

ounces) 19.213        

Total  coins  shipped  (pieces).... 7.737.660  8.250,000       8.756.000 

Uncurrent  coins  received  (pieces) 4. 4 1 9. 800  5. 000. 000        6. 000. 000 

3.  Protection  of  monetary  metals  and  coins. — Protection 
of  the  Government's  holdings  of  gold  and  silver  bullion 
and  coin  is  maintained  by  armed  guards  and  modem 
protection  devices. 

4.  Refining  gold  and  silver  bullion. — Gold  and  silver 
bulUon  are  refmed  in  order  to  facilitate  accountability, 
protection,  and  storage,  and  to  bring  the  bullion  up  to  a 
degree  of  purity  suitable  for  use  in  the  world  markets. 
Charges  are  made  against  depositors  of  gold  and  silver  for 
refinery  services,  but  receipts  are  not  available  for  payment 
of  refining  costs.  These  are  deposited  to  miscellaneous 
receipts. 

5.  Executive  direction. — This  provides  for  the  overall 
management  of  the  Bureau  of  the  Mint. 
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Object  Classification  (in  thousemds  of  dollars) 


Identification  code  15-25-161 6-0-1-904  1972  actual      1973  est.         1974  est. 

Personnel  compensation: 
11.1         Permanent  positions 

11.3        Positions  other  than  permanent 

11.5         Other  personnel  compensation 

Total  personnel  compensation.  . 

Direct  obligations: 

Personnel  compensation 

1 2. 1     Personnel  benefits :  Civilian 

21.0    Travel  and  transportation  of  persons. 

22. 0    Transportation  of  things 

23. 0    Rent,  communications,  and  utilities_ 

24.  0    Printing  and  reproduction 

25. 0    Other  services 

26. 0    Supplies  and  materials 

31.0    Equipment 

42.0  Insurcince  claims  and  indemnities 

Total  direct  obligations 

Reimbursable  obligations: 
Personnel  compensation 

12.1  Personnel  benefits :  Civilian , . 

21.0    Travel  and  transportation  of  persons. 

22. 0    Transportation  of  things 

23. 0    Rent,  communications,  and  utilities.. 

24. 0    Printing  and  reproduction 

25.0    Other  services 

26. 0    Supplies  and  materials 

31.0    Equipment 

Total  reimbursable  obligations. . 

99.0  Total  obligations 46.666         63,940         67.886 

Personnel  Summary 

Direct: 

Total  number  of  permanent  positions 1.751  1.736  1.782 

Full-time  equivalent  of  other  positions 29  30  30 

Average  paid  employment 1.458  1.513  1.554 

Average  GS  grade 6.4  6.5  6.5 

Average  GS  salary .-. $10,639  $10,775  $10,911 

Average  salary  of  ungraded  positions $9,691  $10,224  $10,442 


21.997 

27, 729 

29.407 

180 

100 

100 

1,726 

2.000 

1.000 

23.903 

29. 829 

30.507 

16,921 

16,996 

17.342 

1.417 

1,464 

1.623 

132 

125 

125 

59 

85 

85 

1.553 

1.726 

1.725 

33 

40 

40 

298 

200 

150 

1.114 

910 

980 

2,860 

2.400 

2.400 

29 

30 

30 

24,416 

23,976 

24,500 

6.982 

12.833 

13. 165 

640 

1.181 

1.227 

70 

150 

200 

7.393 

7,915 

7.920 

892 

1,475 

1.505 

298 

450 

450 

2,099 

7,730 

7.700 

3.737 

8.050 

8.179 

139 

180 

3,040 

22. 250 

39.964 

43.386 

Reimbursable: 

Total  numbe- of  permanent  positions 779  1,100  1.224 

Average  paid  employment 760  926  1,031 

Average  GS  grade 6.4  6.5  6.5 

Average  GS  salary $10,639  $10,775  $10,911 

Average  salary  of  ungraded  positions $9,691  $10,224  $10,442 
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This  appropriation  provides  funds  to  acquire  suitable 
sites,  design,  and  construction  of  buildings,  furnishings, 
and  equipment  necessary  for  operations  of  the  Bureau 
of  the  Mint  as  authorized  by  77  Stat.  129  and  amended 
by  79  Stat.  256.  In  1972  an  appropriation  of  $1,500 
thousand  was  made  for  the  purchase  of  a  suitable  site  for 
the  Denver  Mint.  The  selection  and  purchase  of  this  site 
are  in  process.  The  $2,000  thousand  appropriated  for 
1973  covers  some  of  the  costs  of  architect-engineer  design 
and  drawings. 

Object  Classification  (in  thousands  of  dollars) 

Identification  code  15-25-1617-0-1-904  1972  actual      1973  est.        1974  est. 

25.0    Other  services 31  3.731 

31.0    Equipment 2  438    


99.0  Total  obligations 33  4.169 


258 


3  5 


tH 

^ 

r/5 

g 

< 

J 

U 

<; 

CS 

o 

H 

tn 

M 

^  "(O 

X 
H 

§1 

O 

j" 

H 

w-s 

Z 

>  ^ 

H 

w^ 

?• 

J   c 

H 

»^ 

n  m 

2 

<D 

5h 

Q 

o 

O  c 
H 

3 

ID 

< 

b 

3 

O 

>   in 


PS 

W 


^ 

o 

0 

£ 

o 

0 

,    "> 

< 

o 

0 

)^,  "" 

n' 

c<r 

5i    tyo 

3  x: 

J5 

o 

1 

1 

1                      1 

1 

O 

> 

] 

; 

;       ; 

[ 

TT 

^ 

1 

1 

1              1 

t 

_ 

»— 1 

w 

.)_> 

o 

0) 

bp 

c 

g 

1 

-7 

O 

B 
< 

1 

' 

'       ' 

1 

~3) 

CO 

c 

0) 

bD 

in 

o 

OJ 

O 

Ph 

[ 

[ 

[       [ 

j 

73 

> 

' 

' 

'       ' 

' 

:-. 

< 

O 
<fl 

en 

^ 

rt 

0; 

5 

o 

0 

Oi 

is, 

o 

o 

1       1 

0 

L^ 

c 

S 

o 

[ 

0 

c 

J2 

< 

csT 

cvT 

" 

rj) 

1 

"rt 

CO 

o 

o 

H 

> 

< 

' 

i 

I       ; 

j 

Z 

c 

o 

3 

1 

O 

< 

S 

< 

' 

i 

1       1 

1 

5  ;j 
§2 

a: 

&( 

CO 

o 

^ 

> 

1 

1 

1       1 

1 

< 

c 

z 

o 

3 

o 

0 

o 

0 

E 

o 

' 

1       1 

0 

< 

<: 

csT 

' 

'       ' 

n' 

S?2 

&l    05 

o  - 

CO 

q; 

o 

(1. 

p< 

, 

, 

1      1 

, 

^ 

> 

' 

' 

'      ' 

' 

o 

0 

z 

o 

0 

o 

g 

1 

m 

1      1 

H 

£ 

1 

rH 

1       1 

r-« 

< 

< 

S  M 

a.  c- 

o2 

10 

K 

o 

1 

1 

1       1 

1 

a< 

(X 

' 

Cl, 

j; 

' 

< 

:i 

c 

T3 

0 

2* 

'3 

(3" 

.2 

_  p 

C4-«          1 

a 

Q,    <U 

d 

o    c 

0  -^ 

u    bp 

3  .5 

a   ^ 
O    bo 

o  U 

0    (D 

as 

3    CO 
CO    3    C 

0  !:; 

■5  W 

<  ffl 

H   ° 

'" 

eg  CO 

■*' 

259 


H 

^ 

V, 

u 

llH 

% 

a: 

H 

o 

% 

u. 

IX 

w 

U 

n 

■c 

S 

j= 

0 

a: 

z 

H 

3 

0 

1— 1 

<U 

H 

< 

CQ 

i^ 

►J 

a> 

P< 

X 

^c 


Q.  0) 


W)03 


c  rt 
H   o 


c  S  5 

o  6  B 

o  i;  ui 

^  §•  & 


£5 

Si; 

E  2 

"  o 
-J-  £ 

"  s- 

"  2 

"  0< 


«  'H 


rt 


260 


"    u    ^ 

c  it  <u 


^  c  5 


2?       o' 


a> 


5  <u 


"■"■a 

^  s| 

o   S   >< 
3  3-°  8 

S  is  '"'  ^ 

3*2   oi   °* 
■o  c  -a  5 

0)    O    3  t! 

tn  -^  5  *-> 

,S    ""  -n    <" 
OQ  ■— *  ^    oj 

<U    O    c, 
u  c  c 

c  g  o 


i2£  2 


(U    g    0) 


S5  ^  c  3  M 

9,  o  <u  K  <u 

o  (u  g  en 

3  '2  -S-  d  s 

■g    o  3    O  _ 

„,   rt  1)  3  D 

■w    c  c    >= 

*j   O  rt  CO  1* 


c  S  .2 


s^ 


"*    ^    M    rr 


U    01  1-1 


■c  c  i=  iS  .S 


5     !h     Q, 


a  ^  o  ^  en 


c  o  a,  c  •" 


q  ^  0)  oi  .y  _ 

<  5  i*  -s  "i 

rt  ^  c  oi  tn 

>i  S  o  .2  £ 


U,  o  o 


t-c    3    o 
rt   tj   o 


2  2- 


■50    c 


H   ? 


1  ■«     Q,^ 


5-   rt   S        .2   "1   '^ 
g<  t,  £    •  5  <u  <u 


(-.    T3 


OS 


o  -S  ii  "3  -S  xi"  >,  o 


o  ^ 


.9S 


;  -a  iS 


— '    bu  !- 
>>'tn 


a  bO 


1.2  "§2 

'    tJ     (h     3 


-   ^   -H  <^ 


^2 


Q,T3 


o  •"  -e 


C    (D    C 
«-    bC  o 


rt-ao 


g 

S. 

10 

^ 

0. 

1 

0 

tn 

1 

to 

£ 

* 

be 

^ 

c 

'? 

C 

o> 

s 

53^ 

.§ 

1" 

!2 

0) 

c 

CO 

•0 

>■ 

0 

'> 

<u 

■3 

3 

^ 

0 

"n 

■"    S    3    <« 

o  5   e  c- 
I-  ■-  fc,  S  d 


03  c;  o*  ti  — 
_i  D  a;  a  o 


13^  G 


0)  13 
-SB 

g     ^     ^     0) 

u  o  3  £ 


261 

Wednesday,  March  14,  1973. 
BUREAU  OF  ACCOUNTS 

WITNESSES 

DAVID  MOSSO,   COMMISSIONER  OF  ACCOUNTS 

GEORGE  McCONVILLE,  EXECUTIVE  ASSISTANT  TO  COMMISSIONER 

JAMES  C.   ABBOTT,  CHIEF  DISBURSING  OFFICER 

STEVE  L.   COMINGS,    COMPTROLLER 

SEBASTIAN  FAMA,  DIRECTOR — DIVISION  OF  CASH  MANAGEMENT 

GERALD  MURPHY,  DIRECTOR — DIVISION  OF  GOVERNMENT  FINAN- 
CIAL  OPERATIONS 

JAMES  C.  NEELY,  ASSISTANT  COMPTROLLER,  FINANCE  AND  MAN- 
AGEMENT  INFORMATION  STAFF    (BUDGET   OFFICER) 

EDWARD  J,  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND 
FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  to  take  up  the  1974  budget  request  for 
the  Bureau  of  Accounts,  Department  of  Treasury ;  appropriations  for 
1973  were  $63,341  million;  the  budget  request  for  1974  is  $71.1  million, 
an  increase  of  $7,759  million,  and  a  request  for  139  new  positions. 

"We  are  very  pleased  to  have  Commissioner  Mosso  and  his  staff  here. 

Commissioner,  if  you  would  like  to  introduce  your  associates  for  the 
record,  we  would  be  pleased  to  have  your  statement. 

Mr.  Mosso.  Thank  you,  Mr.  Chairman. 

Here  at  the  table  is  James  Neely,  the  Assistant  Comptroller,  Budget 
Officer.  In  the  back  George  McConville,  Executive  Assistant  to  the 
Commissioner :  Gerald  Murphy,  Director  of  our  Division  of  Govern- 
ment Financial  Operations;  James  Abbott,  Chief  Disbursing  Officer; 
Sebastian  Fama,  Director,  Division  of  Cash  Management,  and  Steve 
Comings,  the  Comptroller. 

Mr.  Steed.  If  you  have  new  people,  we  will  be  glad  to  take  the  bi- 
ographies for  the  record. 

Mr.  Mosso.  Fine. 

Mr.  Steed.  Now  we  would  be  pleased  to  have  your  statement. 

Mr.  Mosso.  Thank  you,  Mr.  Chairman. 

statement  of  COMMISSIOISTER 

It  is  again  a  pleasure  to  appear  before  this  committee  to  discuss  the 
programs  of  the  Bureau  of  Accounts. 

The  basic  functions  of  the  Bureau  have  not  changed  since  last  year, 
but  our  workload  continues  to  grow.  In  1974  our  workload  will  in- 
crease by  12  percent,  the  largest  increase  in  many  years.  Most  of 
this  is  accounted  for  by  45  million  new  payments  under  the  Social 
Security  Amendments  of  1972.  In  total,  we  will  need  $71,100,000  for 
"Salaries  and  Expenses,  Bureau  of  Accounts".  That  is  $7,759,000  above 
the  $63,341,000  needed  for  1973. 

A  summary  breakdown  of  our  1974  funding  requirements  is  dis- 
played in  a  chart,  Mr.  Chairman,  which  with  your  permission  I  would 
like  to  introduce  for  the  record  as  Exhibit  A. 

We  would  be  happy  to  make  it  a  part  of  the  record  at  this  point. 

[The  chart  follows:] 
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Exhibit   A 


DEPARTMENT  OF  THE  TREASURY 
FISCAL  SERVICE  -  BUREAU  OF  ACCOUNTS 

1974  APPROPRIATION  REQUEST  ....  $71,100,000 


PRODUCTS  AND 
SERVICES 


CENTRAL  DISBURSING  OPERATIONS 

(Activity  No.  1) 
$62,819,000 

FEDERAL  TAX  DEPOSIT  OPERATIONS 
(Activity  No.  2) 
$3,257,000 

FINANCIAL  REPORTING  AND  MAINTENANCE 
OF  THE  GOVERNMENT'S  CENTRAL 
ACCOUNTS 
(Activity  No.  3) 
$3,076,000 

OTHER  CENTRAL  FISCAL  OPERATIONS 

(Activity  No.  4) 
$1,763,000 


'executive  DIRECTION 
(Activity  No.  5) 
$185,000 


NET  CHANGE  FROM  F.Y.   1973 


Activity  No. 
Activity  No. 
Activity  No. 
Activity  No. 
Activity  No. 


^7,694,000 

-0- 

+49,000 

+10,  000 

+1,000 

47,759  00(J 


RESOURCES 


NET  CHANGE  FROM  F.  Y 


Postage 

Employee  Services 
Capital  equipment 
Raw  materials 
All  other 

Reimtnirsements  to 
Federal  Reserve 
Banks 


+$4, 664,  (WO 
954,000 
■  894, 000 
-795,000 
-452,000 


+$7,7S9,000 


Reimbursements  to  the  Federal 
Reserve  Banks 
$1,584,000 
2.5% 

Capital  Equipment 
$1,094,000 
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DEPARTMENT  OF  THE  TREASURY 
FISCAL  SERVICE  -  BUREAU  OF  ACCOUNTS 


Exhibit  A 


1974  APPROPRIATION  REQUEST  ....  $71,100,000 


PRODUCTS  AND 
SERVICES 


CENTRAL  DISBURSING  OPERATIONS 

(Activity  No.  1) 
$62,819,000 

FEDERAL  TAX  DEPOSIT  OPERATIONS 
(Activity  No.  2) 
$3,257,000 

FINANCIAL  REPORTING  AND  MAINTENANCE 
OF  THE  GOVERNMENT'S  CENTRAL 
ACCOUNTS 
(Activity  No.  3) 
$3,076,000 

OTHER  CENTRAL  FISCAL  OPERATIONS 
(Activity  No.  4) 
$1,763,000 


EXECUTIVE  DIRECTION 
(Activity  No.  5) 
$185,000 


NET  CHANGE  FROM  F.  Y 
Activity  No.  1 
Activity  No.  2 
Activity  No.  3 
Activity  No.  4 
Activity  No.  5 


1973 
t«7,S89,0(iO 


^49,000 

+10,  000 

+1,  000 

*«7,755  000 


RESOURCES 


NET  CHANGE  FROM  F.Y.   1973 
44,664,000 


Postage 
Employee  Services 
Capital  equipment 
Raw  materials 
AU  other 

Reimbxirsements  to 
Federal  Reserve 


+  954,000 
+894,000 
+795,000 
+  452,000 


+  $7,755,000 


Reimbursements  to  the  Federal 
Reserve  Banks 
$1,584,000 
2.5% 


Capital  Equipment 

$1,094,000 

1.5% 
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Mr.  Mosso.  For  convenience,  I  would  like  also  to  introduce  at  this 
point  four  other  exhibits,  B  through  E,  which  illustrate  some  basic 
points  discussed  later  in  the  text  of  my  statement. 

Mr.  Steed.  Without  objection,  they  will  be  made  part  of  the  record. 

[The  exhibits  follow :] 
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Exhibit   C 


CENTRAL  DISBURSING  OPERATIONS 
Workload  and  Employee-Years 


3000 


2500 
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DfUCrVEE-YEARS 

Left  Scale 


^^>' 
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Documents  PRaEssED 

(in  millions) 
I       R  GHT  Scale 


600 


500 


400 


300 


200 


100 


1956  58  60  62  64  68  68  70  72  74 

Average  Production  per  Employee -Year  (Productivity) 

and 

Unit  Cost  of  Operations 


.06 


.05 


Total  Unit  Cost 


.03 


.02 


.01 


'•:.        ...•♦7"""<.i 


^>< 


Proxjctivity 

(in  thxjsands) 

Right  Scale 
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FEDERAL  TAX  DEPOSIT  SYSTEM 

FOR  COLLECTION  OF  TAXES 
(called  depositary  receipt  system 
prior  to  January  1,   1968) 

DOCUMENTS  PROCESSED  AND 
UNIT  COST  PER  DOCUMENT  PROCESSED 


Exhibit   E 
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Exhibit  C 


CENTRAL  DISBURSING  OPERATIONS 
Workload  and  Employee -Years 
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FEDERAL  TAX  DEPOSIT  SYSTEM 

FOR  COLLECTION  OF  TAXES 
(called  depositary  receipt  system 
prior  to  January  1,  1968) 


Ejchiblt  E 


DOCUMENTS  PROCESSED  AND 
UNIT  COST  PER  DOCUMENT  PROCESSED 
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Mr.  Mosso.  From  exhibit  A,  you  can  see  that  in  terms  of  products 
and  services,  most  of  the  appropriation,  $62,819,000  out  of  $71,100,000, 
and  all  but  $60,000  of  the  $7,759,000  of  new  funding  needs,  is  for  ac- 
tivity No.  1,  central  disbursing  operations — issuing  checks.  We  expect 
our  tax  deposit  operations,  activity  No.  2,  to  run  at  the  same  level  as  in 
1973,  $3,257,000.  The  small  funding  increases  for  activities  Nos.  3,  4, 
and  5 — financial  reporting  and  central  accounting,  other  central  fi- 
nancial operations  and  executive  direction — are  to  cover  wage  and 
price  increases.  Actually,  there  is  some  workload  increase  in  activities 
Nos.  3  and  4,  but  we  are  able  to  handle  it  without  increasing  the  work 
force  and  with  only  a  $60,000  increase,  to  an  aggregate  level  of 
$5,024,000. 

RESOURCES  NEEDED 

In  terms  of  resources,  the  great  bulk  of  our  funding  needs  is  for  post- 
age to  deliver  the  checks,  not  for  the  operating  expenses  to  produce 
them ;  $45  million  or  63  percent  of  our  request  is  for  postage.  That  is 
$4.7  million  more  than  in  1973. 

Of  the  remaining  37  percent,  the  biggest  slice  is  for  employee  serv- 
ices, $15.9  million  for  1,540  employee-years.  That  is  up  $954,000  and 
113  employee-years  over  1973,  entirely  for  the  new  social  security 
work.  We  will  absorb  the  labor  cost  of  all  other  workload  increases 
through  productivity  improvements. 

Our  capital  equipment  needs  amount  to  a  net  increase  of  $894,000 
over  1973.  This  amount  is  essential  for  processing  our  existing  check 
volume  as  well  as  new  payments.  Of  this  net  increase  almost  85  percent 
is  for  checkwrapping  equipment  to  prepare  checks  for  mailing. 

We  have  additional  equipment  money  in  the  category  labeled  "all 
other"  on  the  pie  chart.  That  category  includes  equipment  rental  and 
maintenance  expense  and  there  is  $500,000  of  new  money  for  leasing 
additional  computers  to  give  us  the  capacity  to  handle  the  growing 
check  volume. 

We  are  projectine:  reimbursements  to  the  Federal  Reserve  banks  for 
processing  Federal  tax  deposit  forms  to  be  at  the  same  level  of  1974  as 
in  1973.  Raw  material  costs,  basically  check  and  envelope  stock  for 
the  increased  workload,  will  increase  by  $795,000. 

Before  getting  at  some  of  the  details  underlying  our  request,  I  would 
like  to  explain  a  feature  of  our  total  financing  that  has  occasionally 
caused  ?ome  confusion.  That  is  the  reimbursements  which  we  get  from 
certain  agencies  for  work  we  do  for  them.  For  the  first  time  the 
Bureau's  program  and  financing  schedule  in  the  1974  Budget  Docu- 
ment combines  our  direct  and  reimbursable  operations.  The  combined 
schedule  shows  that  our  total  program  requirements  for  1974  add  up 
to  $73,421,000.  Of  that  total,  $2,321,000  is  to  be  financed  by  reimburse- 
ments from  other  agencies,  out  of  money  appropriated  to  them,  leav- 
ing the  $71,100,000  that  we  are  asking  for  in  the  form  of  an  appro- 
priation direct  to  the  Bureau  of  Accounts. 

Our  major  customer  for  reimbursable  service  is  the  Railroad  Retire- 
ment Board — $1,216,000  for  issuing  annuity  checks.  They  pay  us  and 
we  use  the  money  to  cover  the  operating  expenses  associated  with  their 
program.  The  Social  Security  Administration  on  the  other  hand  also 
pays  us  for  issuing  annuity  checks,  but  we  do  not  spend  their  money 
($31,219,000  in  1974) ;  we  put  it  in  general  fund  receipts  and  use  the 
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money  appropriated  by  this  committee  instead.  Most  other  agencies  do 
not  pay  for  disbursing  service  at  all ;  they  receive  it  free  as  a  central 
service.  The  different  ways  of  financing  all  conform  to  existing  law. 

DISBURSING  OPERATIONS 

Turning  now  to  some  supporting  data,  in  our  disbursing  operations 
we  have  projected  the  volume  of  payments — checks  issued  primarily — 
at  599  million  in  1974.  We  will  be  reimbursed  for  18  million  items,  leav- 
ing 581  million  to  be  financed  by  direct  appropriation.  That  is  61  mil- 
lion over  1973,  an  increase  of  12  percent.  Of  this  61  million,  16  million 
is  attributable  to  normal  net  growth  in  existing  programs  and  45  mil- 
lion is  for  the  new  program  of  payments  to  the  aged,  blind,  and  dis- 
abled beginning  in  January  1974  pursuant  to  the  Social  Security 
Amendments  of  1972,  Public  Law  92-603.  The  fact  that  the  new  pro- 
gram is  starting  in  midyear  obscures  its  full  impact ;  90  million  pay- 
ments a  year,  a  21-percent  increase  in  our  check  volume.  That  is  the 
most  dramatic  increase  in  28  years.  This  new  work  will  generate  costs 
of  $1.5  million  (including  113  employee-years)  in  fiscal  1974.  Of  this 
amount,  $199,000  (22  employee-years)  is  for  nonrecurring  startup 
costs,  and  $1.3  million  (91  employee-years)  is  for  processing  costs. 

The  regular  workload  increase  of  16  million  items,  net,  would  re- 
quire an  additional  35  employee-years  at  the  1972  productivity  rate, 
but  we  expect  to  fully  absorb  all  operating  expenses  on  this  workload 
through  increased  productivity. 

The  postage  outlook  is  again  rigid.  We  need  $4.7  million  at  8  cents 
an  item  on  the  workload  increment  of  61  million  checks.  The  committee 
might  be  interested  in  the  chart  labeled  exhibit  B.  Mr.  Chairman, 
which  compares  percentage  of  operating  cost  per  check  with  percentage 
of  postage  cost  per  check  from  1955  through  1974.  Note  that  in  1955, 
operating  costs,  the  gray  bars,  accounted  for  almost  two-thirds  of  total 
costs.  Postage,  the  black  bars,  accounted  for  37  percent.  In  1974,  op- 
erating costs  will  be  29  percent,  postage  71  percent,  a  complete  re- 
versal of  positions — and  then  some. 

Another  set  of  charts,  exhibit  C,  puts  the  disbursing  operations  in 
perspective.  The  top  box  shows  workload  and  employment  trends  in 
the  disbursing  operation  over  a  20-year  period.  The  bottom  box  shows 
two  related  performance  indicators  over  the  same  20-year  period :  unit 
cost  and  productivity.  At  a  glance,  you  can  see  how  steadily  the  work- 
load has  trended  upward  while  employment  has  trended  downward ; 
and,  essentially  the  same  thing  in  different  terms,  how  productivity 
has  trended  upward  and  unit  costs  downward.  You  can  also  see  that 
the  employment  line  in  the  top  chart,  has  flattened  oyer  the  last  few 
years.  That  is  because  we  have  reached  a  mature  stage  in  our  computer 
usage  program.  Workload  is  now  98-percent  computerized.  Our  goals 
envision  continuing  productivity  increases  of  substantial  proportions ; 
however,  until  we  hit  upon  the  next  major  technological  breakthrough, 
future  rates  of  productivity  increase  cannot  possibly  be  as  high  as 
during  the  early  years  of  computerization. 

The  unit  cost  line  in  the  bottom  chart  highlights  another  factor  that 
we  have  to  cope  with.  Unit  cost  has  been  creeping  up  since  1969,  after 
a  long  decline.  That  is  because  even  though  productivity  has  been  in- 
creasing at  a  healthy  rate,  prices  of  our  resources  have  increased  faster. 
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For  example,  it  is  necessary  to  include  in  our  1974  request  $198,000 
for  price  increases  on  raw  materials.  Those  are  not  conjectural ;  they 
are  prices  already  in  effect  in  1973  and  being  absorbed  in  the  1973 
appropriation. 

To  give  you  some  idea  of  how  the  unit  cost  picture  would  look  if  we 
had  had  constant  prices,  we  recomputed  unit  costs  for  prior  years,  using 
1973  salary  rates.  Although  other  prices  have  changed,  too,  the  salary 
component  has  been  the  prime  mover  in  our  case.  Thus,  the  chart  in 
exhibit  D  gives  a  reasonable  approximation  of  a  constant-cost  environ- 
ment. Note  how  much  more  sharply  this  line  slopes  downward  than 
the  cost  line  on  the  preceding  chart.  And  in  particular,  note  that  this 
line  does  not  turn  up  for  the  recent  years,  thus  demonstrating  that  the 
real  trend,  with  inflation  largely  squeezed  out,  continues  to  be  down- 
ward. 

Our  hope  in  coping  with  inflationary  forces  and  expanding  work- 
loads is  innovation.  To  give  one  current  example,  we  are  now  testing  a 
prototype  check- wrapping  machine,  developed  at  the  initiative  of  our 
disbursing  organization.  This  machine,  in  effect,  manufactures  an  en- 
velope around  the  check  instead  of  inserting  the  check  in  a  premade, 
preprinted  envelope.  If  it  works  as  well  in  operation  as  it  has  in  test 
runs,  we  expect  to  save  up  to  25  percent  on  manpower,  15  percent  on 
space,  and  40  percent  on  raw  materials  as  compared  with  existing  in- 
serting operations.  When  fully  operational,  in  fiscal  1977,  we  hope  to 
get  annual  savings  of  three  quarters  of  a  million  dollars  or  more. 

FEDERAL  TAX  DEPOSIT  OPERATIONS 

The  next  activity  in  order  of  magnitude  is  our  Federal  tax  deposit 
operations,  the  system  for  handling  deposits  by  taxpayers  at  their 
local  banks  for  credit  to  a  Treasury  account.  This  activity  will  re- 
quire $3,257,000  for  1974,  the  same  level  as  authorized  for  1973.  This  is 
based  on  a  forecast  of  36  million  deposit  items  to  be  processed  by  the 
Federal  Reserve  Banks,  the  same  volume  at  the  same  unit  cost  as  our 
current  1973  estimate. 

Mr.  Chairman,  our  last  exhibit,  E,  is  a  pair  of  charts  on  this  activity. 
The  first  portrays  the  trends  of  volume  and  cost  per  deposit  over  the 
years,  while  the  second  one  reflects  the  amount  of  taxes  collected 
through  the  system  in  relation  to  the  cost  per  thousand  dollars  col- 
lected. Unit  costs  of  9  cents  per  deposit  and  1.6  cents  per  thousand  dol- 
lars collected  are  expected  for  both  1973  and  1974. 

These  charts  convey  somewhat  the  same  picture  as  the  disbursing 
charts.  However,  these  charts  include  postage  in  the  unit  cost  total, 
and,  in  this  system,  we  have  been  able  to  cut  something  from  the  post- 
age bill.  First,  the  systems  change  made  in  1968,  which  we  discussed 
with  this  committee  at  that  time,  gave  us  a  3-year  downtrend  in  post- 
age cost  per  deposit  and  dampened  the  effect  of  the  postage  increase  in 
1971.  Second,  in  June  1972,  we  negotiated  with  the  Postal  Service  for 
a  3-cent  reduction  in  the  postage  rate.  If  we  had  not  made  these 
changes,  the  postage  portion  of  total  unit  cost  would  be  5  cents  higher, 
making  total  cost  a  minimum  of  14  cents  per  deposit  instead  of  9 
cents.  The  total  dollar  effect  of  these  two  changes  amount  to  a  reduc- 
tion of  about  $2  million  annually. 
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OTHER  ACTIVITIES 

The  remaining  three  activities  are  "Financial  reporting  and  main- 
tenance of  the  Government's  central  accounts,-'  "Other  central  fiscal 
operations,"  and  "Executive  direction."  The  changes  in  resource  re- 
quirements of  these  activities  are  minor.  The  sum  of  the  funds  required 
for  all  three  activities  for  1974  is  $5,02-1:,000,  compared  with  $4,964,000 
for  1973,  an  increase  of  $60,000.  This  is  the  sum  of  two  items:  First, 
$34,000  for  additional  requirements  for  printing  Treasury  statements; 
second,  $26,000  for  within-grade  salary  increases.  Although  we  expect 
no  developments  in  these  activities  that  will  require  an  increase  in  fund- 
ing levels  in  1974,  there  are  some  things  going  on  which  I  believe 
the  committee  would  be  interested  in,  all  of  which  have  long-range 
significance. 

LETTERS    or   CREDIT 

One  of  our  major  efforts  in  the  past  few  years  has  been  the  develop- 
ment of  the  letter-of-credit  system,  which  replaced  the  practice  of 
advancing  funds  to  grantees  by  check.  This  system  is  designed  to  per- 
mit grantees  of  Federal  programs  to  draw  money  from  the  Treasury 
precisely  when  they  need  funds  for  disbureement  purposes,  thus  re- 
ducing excess  cash  in  hands  of  grantees.  The  use  of  this  procedure  has 
expanded  from  $1.5  billion  of  drawdowns  when  the  system  was  in- 
itiated in  fiscal  1965,  to  $34.6  billion  during  fiscal  1972. 

The  letter-of-credit  system  has  already  saved  the  Government  mil- 
lions of  dollars  in  interest  costs,  but  we  are  striving  for  further  im- 
provement. We  hope  to  further  reduce  the  idle  excess  cash  balances 
in  hands  of  grantees.  One  of  the  most  promising  ideas  in  this  area  is 
the  single  letter-of-credit  concept.  This  is  basically  the  replacement 
of  numerous  letters- of -credit  held  by  a  recipient  organization  with 
one  administered  centrally.  It  provides  the  mechanics  for  a  single  flow 
of  funds  between  the  Federal  Government  and  the  particular  recipient 
organization  thereby  simplifying  the  administration  of  the  letter-of- 
credit  system  and  further  reducing  the  excess  cash  balances  held  by 
grantees. 

DIRECT   DEPOSITS 

"We  have  continued  to  make  progress  in  our  direct-deposit  program 
whereby  payments  are  made  by  credit  to  a  payee's  bank  account  rather 
than  by  delivering  a  check  to  the  payee.  The  objectives  of  this  pro- 
gram are  to  prevent  forgery,  to  guarantee  timely  payment,  to  provide 
optimum  convenience  for  payees  and,  through  composite  payments,  to 
reduce  the  volume  of  individual  checks.  In  the  Treasury  disbursing 
area  as  of  December  31,  1972,  98,000  individuals  were  being  paid  by 
13,000  composite  checks  sent  direct  to  banks,  a  ratio  of  over  7.5  pay- 
ments per  composite  check  and  an  annual  avoidance  of  over  2.2  million 
individual  checks.  This  is  more  than  a  twofold  increase  in  participation 
over  December  1971.  We  do  not  have  comparable  data  for  the  Defense 
Department  available  at  this  time,  but  we  know  that  they  are  making 
excellent  progress. 

The  Bureau  of  Accounts  continues  to  be  the  focal  point  for  co- 
ordinating the  program  Governmentwide  and  for  contacting  financial 
organizations.  Last  year,  we  published  a  Financial  Organization  Di- 
rectory of  some  11,000  financial  organizations  which  particiapte  m 
the  program.  This  list  grows  daily. 
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We  are  concentrating  a  good  deal  of  effort  on  direct  deposits  outside 
the  Federal  salary  area.  This  past  August,  enactment  of  Public  Law 
92-366  cleared  the  way  for  extension  of  the  direct-deposit  technique 
to  other  classes  of  recurring  payments  by  authorizing  such  payments 
to  be  drawn  in  favor  of  financial  organizations.  We  are  also  studying 
methods,  with  the  Federal  Reserve  System,  Government  agencies,  and 
banks,  looking  to  utilizing  electronic  transmissions,  eliminating  even 
the  composite  check ;  but  all  this  is  a  bit  down  the  road  yet. 

Mr.  Chairman,  that  about  concludes  our  prepared  statement.  It 
looks  like  1974  will  be  a  busy  year  for  us  and  we  are  pleased  to  be  here 
to  give  you  this  preview.  Our  appropriation  request  is  based  on  a 
continuation  of  increasing  productivity  and  tight  cost  control.  We  have 
always  had  strong  support  from  this  committee  in  pursuing  our  cost 
and  productivity  goals,  not  just  financial  support,  but  advice  and  en- 
couragement. We  appreciate  that  and  we  are  determined  to  conduct 
our  business  in  a  way  that  continues  to  earn  your  support.  Thank  you. 

Mr.  Steed.  Thank  you  very  much.  Commissioner. 

Since  the  House  is  in  session,  we  will  take  a  recess  now  until  2  o'clock, 
when  we  will  have  some  questions  for  you. 

UNCONTROLLABLE   EXPENSES 

Mr.  Steed.  The  committee  is  in  session  for  further  consideration 
of  the  budget  request  for  the  Bureau  of  Accounts. 

Mr.  Mosso,  maybe  we  ought  to  have  a  little  more  detail  of  the 
increase  you  are  asking  for  with  the  emphasis  on  the  part  that  you 
consider  the  uncontrollable  phase  of  it. 

Your  postage,  for  instance,  is  a  prime,  major  factor,  isn't  it  ? 

Mr.  Mosso.  Yes. 

Actually  everything  that  we  are  asking  for  is  virtually  uncontrollable 
because  we  are  absorbing  most  of  the  operating  costs  on  the  regular 
workload  increase,  and  the  only  cost  we  have  that  is  really  controllable 
is  manpower.  That  is  almost  all  of  it  of  any  consequence.  The  postage  is 
uncontrollable.  The  raw  materials  are  uncontrollable.  Manpower  we 
have  a  little  bit  of  control  over,  and  a  little  bit  over  equipment. 

composite  checks 

Mr.  Steed.  You  made  some  reference  to  your  hope  that  in  the  future 
you  may  reduce  the  workload  to  some  extent  by  the  mass  mailing  of 
checks  for  employees  that  are  paid  on  a  regular  basis  and  by  a  com- 
puter system  whereby  you  could  transmit  funds. 

Is  there  really  anything  in  the  picture  that  would  indicate  this 
could  go  much  beyond  its  present  development  ?  I  know  you  have  had 
some  gain  in  it,  but  with  the  volume  of  your  total  work  it  actually  is  a 
very  small  part  of  it. 

Mr.  Mosso.  Yes.  Right  now  it  is  limited,  first  of  all,  to  the  employees' 
payrolls,  employees'  salaries.  There  is  roughly  10  percent  of  the  Fed- 
eral civilian  employees  who  have  their  checks  sent  directly  to  banks. 
That  is  about  300,000  people. 

That  is  not  a  very  big  percentage  and  I  think  that  percentage  will 
gradually  increase  over  the  years.  But  the  bigger  hope  in  terms  of  sub- 
stantially cutting  workload  in  the  form  of  checks  would  be  if  we  could 
get  some  application  in  the  social  security  rolls,  the  veterans'  pay- 
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ments,  civil  service  retirement.  That  is  what  accounts  for  most  of  our 
volume. 

We  are  working  primarily  with  the  Social  Security  Administration 
studying  that  possibility  right  now  and  it  looks  favorable,  but  not  for 
an  immediate  application.  It  will  be  long  range  because  even  after 
all  of  the  systems  have  been  developed  it  will  be  some  time  before  you 
get  general  public  acceptance. 

It  is  something  that  is  a  matter  of  years  in  the  future.  We  can't  plan 
on  any  dramatic  decrease. 

Mr.  Steed.  For  all  practical  purposes,  you  are  going  to  be  in  the 
foreseeable  future  faced  with  mostly  the  workload  volume  you  now 
are  coping  with  ? 

Mr.  Mosso.  Yes. 

Mr.  Steed.  With  the  upward  trend  that  that  type  of  volume  has  a 
habit  of  taking. 

Mr.  Mosso.  So  3,  4,  or  5  percent  a  year  is  normal.  This  year  was 
abnormal  because  of  the  new  program,  but  even  when  we  have  no 
new  programs  we  run  around  4-  or  5-percent  increase  a  year. 

REVENUE  SHARING 

Mr.  Steed.  One  new  program  imposed  on  you  this  year  was  revenue 
sharing.  I  imagine,  even  though  the  raw  materials  and  the  postage 
and  the  other  costs  were  normal  compared  to  your  major  functions, 
that  it  still  did  make  some  impact  on  you,  didn't  it  ? 

Mr.  Mosso.  Very  insignificant  as  far  as  the  check  volume  is  con- 
cerned. That  is  only  about  35,000  payments  once  a  quarter.  That  is 
not  the  kind  of  thing  we  even  add  into  the  increase.  That  is  just  normal 
fluctuation. 

Mr.  Steed.  Will  there  be  additional  workloads  involved  if  these 
other  proposed  special  revenue-sharing  ideas  are  adopted  ?  You  finally 
could  get  enough  of  them  so  it  would  be  a  sizable  impact,  wouldn't 
it? 

letters  of  credit 

Mr.  Mosso.  Could  be,  but  on  the  special  revenue  sharing  we  would 
hope  that  those  payments  would  be  made  primarily  under  the  letter 
of  credit  system,  and  when  that  happens  we  don't  have  significant 
work  volume  ourselves.  We  monitor  that  system  and  we  place  the 
letters  of  credit  with  the  Federal  Reserve  Banks,  but  the  actual  paper- 
work for  the  payments  flows  from  the  grantee,  who  draws  the  pay- 
ment voucher,  through  the  banking  system  to  the  Federal  Reserve 
Banks,  and  we  don't  have  a  significant  handling  cost. 

AUTOMATION 

Mr.  Steed.  AVhat  is  your  automation  situation  now  ?  You  are  auto- 
mated generally  speaking  for  most  of  your  workload,  aren't  you? 

Mr.  Moss.  Yes,  sir ;  98  percent  of  the  check  volume  is  done  on  compu- 
ters. What  we  have  been  doing  as  the  work  volume  increases,  and  we 
reach  a  maximum  capacity  on  existing  computers,  is  then  we  have  been 
adding  computers  slowly.  Each  time  we  do  that  we  shift  them  around 
to  get  the  optimum  mix  of  computer  capacity  at  each  office. 
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Mr.  Steed.  Are  you  planning  any  additional  computer  acquisition 
in  the  coming  year? 

Mr.  Mosso.  In  1974,  yes,  we  expect  to  acquire  some  additional  equip- 
ment and  that  is  essential  because  of  the  new  program,  the  Social 
Security  Amendments  of  1972. 

PAY   INCREASE 

Mr.  Steed.  Did  I  remember  hearing  you  say  that  the  1973  fiscal  year 
pay  increase  was  absorbed? 

Mr.  Mosso.  Yes. 

Mr.  Steed.  You  are  not  going  to  have  a  supplemental? 

Mr.  Mosso.  Not  for  the  pay  increase;  no,  sir.  We  will  be  coming  up 
Friday,  I  guess  it  is,  for  a  million  dollars  of  essentially  postage  money, 
but  that  is  on  work  volume  that  we  did  not  anticipate  in  1973.  We  will 
be  able  to  absorb  the  pay  raise  provided  we  get  the  supplemental  for 
postage. 

Mr.  Steed.  I  wonder  if  you  could  furnish  for  the  record  the  dollar 
amount  of  the  pay  increase  impact  on  the  1973  budget  and  what  you 
think  it  will  be  annualized  into  the  1974  budget  ? 

Mr.  Mosso.  Yes,  sir. 

Mr.  Neely.  $357,000  in  1973,  and  1974  amounts  to  $819,000. 

Mr.  Steed.  Well,  will  the  additional  need  for  1974,  since  your  budget 
as  it  now  stands  before  the  committee  was  made  before  the  pay  raise 
went  into  effect,  will  that  variation  be  covered  by  a  supplemental 
request  prior  to  the  time  this  bill  moves,  or  will  you  just  let  it 
ride  and  try  to  pick  it  up  later  on  during  the  next  fiscal  year  in  some 
supplemental  ? 

Mr.  Mosso.  You  are  talking  about  1974  now? 

Mr.  Steed.  Yes;  the  1974  part. 

Mr.  Mosso.  That  comes  later  in  a  Government- wide  appropriation 
request,  I  believe. 

Mr.  Widmayer.  Yes,  Mr.  Chairman,  and  we  are  still  waiting  for 
some  direction  now  from  the  Office  of  Management  and  Budget.  At 
this  point  in  time  they  haven't  agreed  that  they  are  going  to  submit  a 
budget  amendment. 

Mr.  Steed.  If  there  is  going  to  be  any  adjustment  in  the  1974  budget 
request  because  of  the  pay  raise,  it  would  seem  to  us  to  be  only  good 
business  for  that  amount  to  come  up  in  an  amendment  to  the  budget 
so  we  could  handle  it  in  the  regular  bill.  It  also  would  save  all  the 
headache  and  paperwork  that  would  be  involved  if  you  had  to  have  a 
supplemental  later  on. 

Mr.  Widmayer.  Yes,  sir,  we  agree  and  we  certainly  can't  plan  unless 
we  know  whether  we  are  going  to  get  the  money.  It  will  be  very  diffi- 
cult for  us. 

Mr.  Mosso.  The  annualization  is  $819,000  for  us,  which,  of  course,  is 
a  sizable  chunk  of  money. 

INCREASING    WORKLOADS 

Mr.  Steed.  If  you  have  an  increasing  workload  and  you  have  the 
problem  of  recruiting  another  139  people,  you  will  be  doing  a  lot  of 
absorbing  if  you  swallow  that  amount. 
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Mr.  Mosso.  That  is  right.  It  is  almost  more  than  we  can  swallow. 
The  problem  we  have  had  in  the  last  few  years  is  our  workloads  even 
exceed  the  ones  that  we  come  up  here  with. 

As  hard  as  we  try  to  estimate  them  accurately,  it  seems  like  some- 
thing always  turns  up  that  we  have  been  short. 


CANCELED    CHECKS 


Mr.  Steed.  There  is  something  that  has  been  puzzling  me.  You  issue 
these  checks  and  the  recipients  cash  them;  they  come  back  and  you 
charge  them  off  against  the  account,  and  then  they  become  canceled 
checks.  It  is  my  understanding  at  the  end  of  the  fiscal  year  you  turn 
those  over  to  GSA  and  they  are  stored,  or  do  you  store  them  ? 

Mr.  Mosso.  They  go  back  to  the  Treasurer's  office  and  not  to  the 
Bureau  of  Accounts,  but  they  are  turned  over  to  GSA  and  GSA 
stores  them. 

That  is  in  Mechanicsburg,  Pa.,  where  they  have  a  big  warehouse 
where  all  the  checks  are  stored. 

Mr.  Steed.  What  happens  if  somebody  doesn't  cash  his  check?  Does 
that  create  any  problems?  I  know  that  you  have  a  certain  timelag, 
but  suppose  somebody  held  a  check  out  for  a  year  or  two  ? 

Mr.  Mosso.  No;  it  doesn't  make  any  difference.  We  have  a  record  of 
all  the  issues  and  as  they  are  paid  we  mark  them  off.  The  outstanding 
checks  are  retained  in  a  computer  record  and  that  is  retained  as  long 
as  the  check  is  outstanding. 

Mr.  Steed.  How  many  checks  a  year  on  the  average  are  not  paid  off  ? 

Mr.  Mosso.  I  don't  know  for  sure  what  the  average  is. 

Mr.  Steed.  Is  it  a  sizable  amount  ? 

Mr.  Mosso.  Yes,  sir ;  it  is  a  sizable  amount  outstanding.  As  I  recall, 
$4  or  $5  billion  worth  of  checks  are  outstanding  at  the  end  of  any  given 
fiscal  year.  I  think  it  may  have  run  as  high  as  $9  billion. 

Mr.  Steed.  But  this  is  mostly  a  delayed  cashing  rather  than  no 
cashing  at  all  ? 

Mr.  Mosso.  That  is  right 

Mr.  Steed.  That  doesn't  shake  the  Earth,  but  I  had  just  always  been 
curious. 

Mr.  Mosso.  Checks  are  payable  forever.  There  is  no  limitation  of 
time  on  them,  and  as  long  as  it  stays  outstanding  it  can  come  in  with 
a  proper  endorsement  and  be  paid. 

Mr.  Steed.  Mr.  Robison. 

Mr.  RoBTSON.  Commissioner  Mosso,  I  would  like  to  congratulate 
you,  and  the  people  who  work  in  your  Bureau,  for  the  fine  work  that 
you  continue  to  do,  all  of  you.  A  couple  of  years  ago  you  were  handed 
some  pretty  large  shoes  to  fill  when  our  old  friend  Sidney  Sokol  re- 
tired, but  I  think  you  fill  them  very  well.  He  didn't  at  that  time  really 
retire ;  he  moved  upstairs  first ;  but  now  he  is  retired,  and  if  you  have 
a  chance  to  see  him  we  would  like  to  have  you  extend  our  best  wishes 
to  him  in  his  retirement  years. 

Mr.  Mosso.  Thank  you  very  much.  I  appreciate  that,  and  he  will 
very  much. 

PRODUCTIVITY 

Mr.  KoBisoN.  He  laid  some  foundations,  I  suppose,  or  at  least  we 
felt  he  did,  to  promote  this  office's  productivity  through  the  years 
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when  he  was  heading  this  bureau,  and  you  have  built,  as  I  said,  well 
on  those  foundations,  and  it  is  truly  remarkable,  your  productivity 
record. 

If  everybody  throughout  the  Federal  Establishment  could  produce 
the  same  sort  of  a  record  we  wouldn't  be  having  all  the  troubles  we 
are ;  although  I  understand,  of  course,  that  yours  is  a  mechanical  sort 
of  procedure  and  that  much  of  our  other  budgetary  problems  and  di- 
lemmas stem  from  programs  other  than  mechanical  operations  like 
yours. 

Mr.  Mosso.  That  is  true,  but  it  still  takes  work  to  keep  the  cost  down 
and  the  productivity  up.  It  doesn't  happen  automatically. 

WORKLOAD    INCREASE 

Mr.  RoBisoN.  I  would  like  to  direct  your  attention  to  page  4  of  your 
statement,  wherein  you  tell  us  that  your  workload  volume  is  projected 
at  599  million  pieces  in  fiscal  1974,  which  is  61  million  pieces  over  1973. 
an  increase  of  12  percent. 

Further,  you  tell  us  that,  of  this  61  million,  16  million  can  be  at- 
tributed to  normal  net  growth  in  existing  programs,  but  that  45  mil- 
lion is  for  the  new  program  of  payments  to  the  aged,  blind,  and  dis- 
abled that  will  begin  on  January  1,  next,  pursuant  to  the  Social  Se- 
curity Amendments  of  1972. 

This,  you  tell  us,  is  the  most  dramatic  increase  the  Bureau  has  faced 
in  28  years? 

Mr.  Mosso.  Twenty-eight  years ;  that  is  right,  sir. 

Mr.  RoBisoN.  In  one  fell  swoop,  so  to  speak ;  right  ? 

Mr.  Mosso.  Yes,  sir. 

Mr.  RoBisoN.  What  you  are  projecting  here  is  a  half-year  pickup 
of  this  additional  responsibility  on  the  part  of  your  Bureau.  For  a  full 
year,  it  would  involve  some  90  million  payments ;  is  that  correct  ? 

Mr.  Mosso.  That  is  right,  90  million. 

Mr.  RoBisoN,  As  compared  to  the  45  million  you  project  for  the  last 
half  of  1974. 

Now,  can  you  give  us  a  rough  idea.  Commissioner  Mosso,  as  to  what 
this  additional  workload — ^these  45  million  checks — might  be  costing 
the  Bureau  of  Accounts  ? 

Mr.  Mosso.  The  operating  costs,  excluding  postage,  will  cost  us  in 
1974,  $1.5  million,  and  of  that  $1.5  million,  $200,000  is  one-time  cost. 
That  is  the  startup  cost  for  developing  the  programs,  training  the 
staff,  and  getting  the  relationship  established  with  the  Social  Security 
Administration,  and  91  man-years  and  $1.3  million  will  be  of  a  re- 
curring cost  nature.  That  is  for  the  half  of  1974  that  we  have  in  this 
appropriation. 

Mr.  RoBisoN.  Right;  then,  for  the  same  half  of  1974  the  Federal 
Government  will  be  picking  up  the  postage  charge  on  the  mailing  of 
these  checks  ? 

Mr.  Mosso.  That  is  right. 

Mr.  RoBisoN.  Whatever  that  might  work  out  to  in  dollars.  What  I 
am  trying  to  establish  here,  Mr.  Chairman,  would  be  the  fact  that  the 
Federal  Government  is,  in  this  context,  taking  over  from  State  and 
local  governments  a  rather  substantial  cost  burden  that  they  have  had, 
or  will  have  had,  up  to  January  1 ;  so  that,  in  effect,  we  have  to  a  certain 
extent  "federalized"  this  portion  of  the  welfare  payment  system,  and 
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we  have  relieved  State  and  local  taxpayers  a  bit  of  the  burden  of  wel- 
fare costs  of  which  they  so  frequently,  and  in  many  cases  so  right- 
fully, complain. 

That  is  correct,  isn't  it  ? 

Mr.  Mosso.  Yes,  sir ;  that  is  correct. 


POSTAGE 


Mr.  RoBisoN.  Tvooking  at  your  postage  outlook,  you  tell  us  that  the 
picture  is  "rigid"  and  that  you  need  $4.7  million  at  8  cents  an  item  on 
your  workload  increment  of  61  million  checks,  alone.  I  am  looking  at 
table — I  am  not  sure  which  one  it  is,  and  I  don't  see  where  the  black 
line  for  postage  has  crawled  up  a  bit  from  1973  to  1974.  It  seems  to  me 
it  should  have ;  that  is,  if  it  were  going  to  reflect  this  increase,  overall. 

Mr.  Mosso.  That  is  the  same  percentage  of  cost.  The  postage 

Mr.  RoBisoN.  I  see,  now. 

Mr.  Mosso  [continuing].  The  actual,  absolute  cost  went  up  by 
the  $4.7  million,  but  the  percentage  of  our  total  cost  did  not  change 
between  1973  and  1974. 

Mr.  RoBisoN.  I  understand.  I  was  interpreting  the  chart  wrong. 
It  deals  in  percentage  of  operating  cost  vis-a-vis  postage  cost,  and 
does  not  refer  to  the  actual  dollars  of  expense, 

Mr.  Mosso.  That  is  right. 

Mr.  RoBisoN.  But,  your  overall  postage  cost  is  how  much  for  fiscal 
1974,  in  dollars? 

Mr.  Mosso.  $45,335,000. 

Mr.  RoBisoN.  So  your  Bureau  has  a  fairly  substantial  interest,  does 
it  not,  in  Postmaster  General  Klassen's  hopes  and  ambitions  to  hold 
the  ])Ostal  rate  for  first-class  mail  at  its  present  level '? 

Mr.  Mosso.  Yes,  sir;  I  think  we  are  certainly  one  of  his  best  cus- 
tomers, if  not  the  biggest.  I  am  not  sure  about  that. 

Mr.  RoBisox.  If  postal  mail  rates  for  first-class  mail  did  go  up  a 
penny,  can  you  give  us,  supplying  it  for  the  record  if  you  want,  what 
this  would  mean  with  respect  to  your  budgetaiy  needs  ? 

Mr.  Mosso.  It  would  increase  it,  well,  almost  $6  million. 

CHECK    ISSUANCE   UNIT    COSTS 

Mr.  RoBisoN.  I  would  like  to  have  you  talk  to  me  just  a  minute,  if 
you  would,  about  the  final  chart  in  the  "selection  of  information"  given 
us. 

Mr.  Mosso.  The  tax  deposit  ? 

Mr.  RoBisoN.  No ;  I  am  sorry.  It  isn't  the  final  one.  It  is  the  one  en- 
titled "Check  Issuance  Unit  Costs,"  where  you  attempt  to  show  what 
your  cost  and,  therefore,  your  rate  of  productivity  is  if  one  considers 
the  constant  dollar  approach  to  trying  to  determine  this  sort  of  analysis. 

What  does  this  show  us  here  ? 

Mr.  Mosso.  We  have  taken  our  actual  unit  cost  computed  year  by 
year  as  we  went  along  at  the  actual  prices  paid— it  is  the  line  that 
shows  up  in  the  preceding  exhibit  in  the  bottom  chart.  That  is  the  unit 
cost  that  was  computed  on  an  actual  cost  basis  year  by  year,  and  in 
this  chart  you  are  asking  about  we  have  gone  back  and  converted 
those  prior'year  unit  costs  to  the  basis  of  1973  salary  rates. 
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In  other  words,  if  we  had  had  the  same  salary  rates  in  those  prior 
years  that  we  had  in  1973,  then  in  1955  our  unit  cost  would  have  been 
almost  11  cents.  We  have  done  that  in  order  to  try  to  deflate  it,  to  take 
out  the  effect  of  inflation  over  the  yeare,  and  to  demonstrate  that  in 
terms  of  real  productivity  the  unit  cost  has  continued  and  continues 
to  go  down. 

Mr.  RoBisoN.  So  the  chart  demonstrates,  most  dramatically  then, 
the  fact  that  your  actual  experience  with  productivity  is  such  that, 
with  inflation  squeezed  out  of  these  figures,  the  unit  cost  still  continues 
to  go  down  ? 

Mr.  Mosso.  Yes,  sir. 

Mr.  RoBisON.  That,  again  I  think,  is  a  remarkable  achievement. 

Mr.  Mosso.  It  would  probably  be  even  a  little  better  picture  if  we 
had  deflated  for  material  prices  and  other  prices,  but  we  didn't  have 
that  kind  of  data  readily  available,  and  since  the  salary  component 
is  the  most  volatile  we  just  deflated  for  the  salary  component. 

CHECK-WRAPPING    MACHINE 

Mr.  RoBisoN.  Do  you  have  now  your  own,  in-house  people,  so  to 
speak,  working  in  the  areas  of  research  and  development  for  innova- 
tive, new  machines  such  as  this  prototype  check-wrapping  machine 
you  describe? 

Mr.  Mosso.  We  don't  have  a  research  and  development  group  in 
the  engineering  sense.  We  have  systems  analysts  whose  job  it  is  to 
improve  systems  in  all  respects.  The  check- wrapping  equipment  was 
their  idea.  Then  they  went  to  various  manufacturers  to  see  if  the  manu- 
facturers could  develop  the  idea,  and  it  was  through  interchange 
between  our  systems  specialists  and  the  equipment  manufacturers  that 
we  finally  came  up  with  the  final  product.  We  didn't  do  the  engineer- 
ing, but  we  did  the  basic  conceptual  work. 

Mr.  RoBisoN.  And  the  machine  you  have  in  mind  will  actually  manu- 
facture an  envelope  around  the  check,  instead  of  putting  a  check  in  a 
premade,  preprinted  envelope  ? 

Mr.  Mosso.  Yes,  sir ;  that  machine  went  on  line  yesterday  in  Phila- 
delphia, was  installed,  and  began  to  operate  yesterday  morning  in  our 
office.  The  prototype  machine. 

Mr.  RoBisox.  What  is  the  cost,  if  this  machine  should  prove  to  be 
successful,  in  converting  over  at  least  this  portion  of  your  operation 
to  this  kind  of  a  procedure  for  wrapping  envelopes  around  checks 
rather  than  inserting  checks  in  envelopes  ? 

Mr.  Mosso.  Well,  when  we  have  them  fully  installed  by  1977  we  will 
have  a  total  investment  of  about  $2.2  million,  but  that  is  not  just  a  new 
outlay.  We  are  really  substituting  these  machines  for  the  older  type  of 
inserting  and  sealing  machine  tHat  we  are  now  using,  and  which  we 
continually  add  to,  so  that  this  will  not  really  be  a  new  outlay.  It  will 
just  be  substituting  for  older  equipment. 

Mr.  RoBisoN.  And  your  annual  savings  from  having  these  machines 
in  full  operation  would  be  how  much  a  year  ? 

Mr.  Mosso.  Close  to  a  million  dollars. 

Mr.  RoBisoN.  Each  year  ? 

Mr.  Mosso.  Each  year. 
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Mr.  RoBisoN.  Mr.  Chairman,  I  have  to  go  elsewhere  and  vote  on 
closing  some  hearings.  I  will  be  right  back,  so  if  you  want  to  go  ahead 
with  Mr.  Myers,  I  will  pick  up  my  questions  later. 

Mr.  Steed.  Mr.  Myers. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

DISBURSING   SERVICES 

I  only  have  really  one  question.  I  think  most  of  it  has  been  covered 
pretty  well  already. 

As  I  recall  from  your  testimony  last  year,  you  write  a  high  percent- 
age of  all  Federal  checks  with  the  exception  of  one  or  two  agencies. 

Mr.  Mosso.  Yes,  sir. 

Mr.  Myers.  Is  it  Agriculture  that  you  do  not  write  ? 

Mr.  Mosso.  No;  the  Defense  Department  and  the  Postal  Service 
and  a  small  agency  or  two,  three  or  four  Government  corporations, 
Commodity  Credit  Corporation  in  Agriculture,  Export-Import  Bank, 
but  there  is  no  substantial  volume  there.  It  is  primarily  Postal  Serv- 
ice and  Defense  Department  that  do  their  own  disbui-sing  and  we  do 
the  rest. 

Mr.  Myers.  As  I  recall  also  last  year,  I  believe  you  said  there  were 
some  studies  going  on  about  your  accepting  one  or  two  more  of  these. 
Am  I  wrong  in  recalling  that  ? 

Mr.  Mosso.  Over  the  years  we  have  had  various  studies  about  taking 
on  the  disbursing  for  certain  other  agencies.  Nothing  has  happened 
in  the  last  year.  Outside  of  our  area  since  it  is  designated  by  Execu- 
tive order,  we  do  the  disbursing  for  the  District  of  Columbia. 

We  do  payrolling  for  the  Comptroller  of  the  Currency.  There  are, 
I  guess,  half  a  dozen  agencies,  would  you  say,  Jim? 

Mr.  Abbott.  The  courts. 

Mr.  Mosso.  Yes,  the  courts. 

Mr.  Myers.  But  you  have  not  assumed  any  new  responsibilities  in 
the  past  year  ? 

Mr.  Mosso.  No,  sir. 

Mr.  Myers.  You  don't  see  where  you  are  going  to  in  the  next  year 
either  ? 

Mr.  Mosso.  No,  sir. 

Mr.  Myers.  Last  year  I  think  you  had  98  percent  of  your  checks  on 
computers  and  that  has  remained  pretty  well  stabilized  then? 

Mr.  Mosso.  That  is  fairly  stable.  We  have  some  developments  under 
way  that  may  up  that  percentage  a  little  bit  more,  optical  character 
recofjnition  specifically. 

Mr.  Myers.  The  Post  Office  is  using  that  now. 

Mr.  Mosso.  Yes,  I  think  they  are  to  some  extent. 

Mr.  Myers.  That  is  all  I  have,  Mr.  Chairman. 

PAYMENT  OF  GOVERNMENT  LOSSES  IN  SHIPMENT 

Mr.  Steed.  Mr.  Mosso,  vou  have,  I  believe,  a  statement  on  the  fiscal 
service  function.  We  would  be  pleased  to  have  that  now. 
Mr.  Mosso.  Yes,  sir. 
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GENERAii  Statement 

Mr.  Chairman,  we  are  requesting  $800,000  for  the  Government  losses 
in  shipment  fund.  This  fund  is  a  Government  self -insurance  operation 
for  ( 1 )  losses  in  shipments  of  valuables,  such  as  money  and  securities ; 
(2)  losses  of  the  U.S.  Postal  Service  while  acting  as  agent  of  the 
Treasury;  and,  (3)  losses  from  the  erroneous  redemption  of  U.S.  Sav- 
ings Bonds,  where  the  paying  agent  is  without  fault  or  negligence. 

Net  charges  to  this  account  over  the  last  35  years  total  $3.9  million, 
$3.3  million  of  which  was  for  losses  in  connection  with  erroneous  re- 
demptions of  savings  bonds.  Before  this  fund  was  established  in  1938, 
the  losses  were  generally  covered  by  commercial  insurance  for  which 
the  Government  paid  premiums.  Thus,  on  a  comparative  basis,  prem- 
ium rates  for  commercial  insurance  of  well  over  $110  million  have 
been  avoided. 

Based  on  the  rate  of  claims  charged  to  the  fund,  an  appropriation  of 
$800,000  will  provide  funds  for  the  settlement  of  claims  through  fiscal 
1974. 

That  concludes  our  prepared  statement,  Mr.  Chairman. 

Mr.  Steed.  This  $800,000  is  a  much  higher  request  than  has  been 
made  heretofore.  Could  you  give  us  a  little  more  discussion  on  why  this 
is  such  a  high  amount  for  this  year  ? 

TYPES    OF   CLAIMS 

Mr.  Mosso.  Yes,  sir. 

The  level  of  forged  savings  bonds  redemptions  has  been  fairly  high 
and  rising  the  last  few  years.  As  it  happens,  for  the  present  fiscal  year 
of  1973  we  are  going  to  charge  off  $344,000,  but  that  isn't  the  whole 
story.  We  are  going  to  carry  over  about  $200,000  or  $250,000  of  un- 
settled claims  because  we  won't  have  the  money  for  them,  so  what  we 
are  asking  for  in  1974  is  about  $250,000  to  clean  up  the  backlog  in  1973 
plus  another  $500,000  to  cover  the  estimate  for  1974. 

Mr.  Steed.  Then  you  are  confronted  with  a  depleted  fund  that  will 
require  some  new  revenue  put  in  it? 

Mr.  Mosso.  Yes,  sir,  that  is  right.  Before  the  end  of  the  year  we  will 
be  depleted. 

Mr.  Steed.  Has  there  been  any  reason  for  this  particular  impact? 
You  have  had  savings  bonds  a  long,  long  time  and  we  didnt  have  this 
problem  to  a  very  large  extent. 

Mr.  Mosso.  It  actually  began  in  1969,  which  was  the  first  year  in 
which  there  was  a  very  sharp  rise.  It  went  from  $61,000  to  $263,000, 
and  I  believe  that  was  the  beginning  of  the  present  severe  crime  prob- 
lem and  the  rates  have  been  running  high  ever  since  then. 

Mr.  Hintgen,  Commissioner  of  Public  Debt,  who  will  be  up  before 
you  in  a  day  or  two,  may  be  able  to  deal  a  little  more  definitively  with 
that  than  I,  but  I  think  that  savings  bonds  are  particularly  suspectible 
to  mass  theft  or  to  theft  of  the  blank  stock  because,  as  you  know,  it  is 
scattered  throughout  the  country  with  thousands  of  issuing  agents.  If  a 
block  of  blank  stock  is  stolen,  then  professional  thieves  can  take  their 
time  al30ut  filling  it  in,  forge  identification,  and  cash  the  bonds. 

I  think  that  is  basically  what  accounts  for  it. 
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Mr.  Steed.  What  would  be  a  typical  situation  where  you  would  have 
a  reimbursement  problem  with  the  Postal  Service  ? 

Mr.  Mosso.  The  Post  Office  for  years  acted  as  agent  for  the  Treasury 
in  a  number  of  different  areas.  They  sold  documentary  stamps  for  the 
Internal  Revenue  Service.  They  sold  savings  stamps  for  the  Bureau  of 
Public  Debt.  I  guess  those  were  the  primary  functions. 

In  the  process  they  would  sell  the  stamps  and  take  in  cash.  Then  if 
a  post  office  was  robbed,  that  cash  loss  was  covered  by  Government 
losses  in  shipment. 

Now,  they  no  longer  are  acting  as  agent  in  any  of  these  capacities, 
but  we  still  have  some  claims  that  are  coming  from  prior  years.  We  had 
one  just  the  other  day  for  about  $30,000  where  it  was  a  loss  of  the  cash 
that  had  been  taken  in  from  the  sale  of  savings  stamps. 

MANPOWER   REQUIREMENTS 

Mr.  Steed.  How  many  of  your  people  would  be  involved  in  this 
particular  function?  Does  it  really  require  much  manpower? 

Mr.  Mosso.  No,  sir,  it  is  just  a  part-time  activity.  We  don't  have 
anybody  that  is  fully  involved  in  it  100  percent  of  their  time.  There 
would  be  one  secretary  who  does  that  in  addition  to  other  duties,  plus 
involvement  of  our  accounting  officer  and  comptroller  from  time  to 
time  when  a  claim  will  come  up,  but  it  is  strictly  a  part-time  activity, 
and  we  don't  devote  even  9  full  man-year  to  it, 

RECOVERIES 

Mr.  Steed.  In  case  of  a  stolen  bond  that  has  been  cashed  by  some 
institution  and  you  reimburse  them  for  it,  the  thief  was  apprehended 
and  restitution  was  obtained,  do  you  have  to  process  the  return  of  this 
money  to  the  fund  ? 

Mr.  Mosso.  Yes,  sir.  Any  money  recovered  would  go  back  to  the  fund. 

Mr.  Steed.  Is  that  very  frequent  ? 

Mr.  Mosso.  Not  too  frequent.  The  biggest  year  I  guess  we  had  Avas 
1972,  the  last  full  year.  We  got  about  $55,000  in  recoveries,  but  prior 
to  that  it  ran  from  $1,000  to  $3,000,  $4,000  a  year. 

Mr.  Steed.  Does  this  require  you  to  have  some  liaison  with  the  Secret 
Service  when  they  get  on  the  trail  of  these  forgers  ?  They  'are  involved 
in  a  lot  of  forgery  business  and  I  imagine  that  some  of  your  claims  are 
in  that  area. 

Mr.  Mosso.  That  is  true,  although  the  Bureau  of  Public  Debt  handles 
those.  We  just  settle  the  claim  once  it  has  been  wrapped  up  and  the 
Bureau  of  Public  Debt  would  have  the  relationship  with  the  Secret 
Service. 

Mr.  Steed.  Yours  is  just  a  paying  function  then  rather  than  a 
decisionmaking  type  of  thing  ? 

Mr.  Mosso.  By  and  large  that  is  correct.  We  make  the  decision  on 
the  type  of  claim  that  comes  from  the  Post  Office  or  for  other  agencies 
where  they  are  shipping  valuables.  Those  claims  come  into  us  and  we 
adjudicate  them  in  the  Bureau  of  Accounts.  But  on  the  savings  bond 
claim  we  allot  the  money  from  this  fund  to  the  Bureau  of  Public  Debt 
and  then  they  administer  it  independently. 
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TYPES   OF   COVERAGE 

Mr.  Myers.  Mr.  Chairman,  I  remember  last  year  I  had  a  lot  of  ques- 
tions about  this,  but  you  kind  of  confused  me.  You  say  you  have  only 
the  U.S.  Postal  Service  where  you  have  any  decision  whether  to  pay 
or  not  pay  it? 

Mr.  Mosso.  Any  agency  of  the  Government  that  ships  valuables  is 
covered  by  this  fund.  There  are  three  classes  of  claims.  One  is  for 
shipment  of  valuables  by  any  agency  of  the  Government ;  two  are  these 
special  cases  where  the  Post  Office  is  acting  as  agent  of  the  Treasury ; 
and  three  are  the  savings  bonds. 

We  adjudicate  the  first  two,  the  shipment  of  valuables  and  the  Post 
Office  claims.  The  Bureau  of  Public  Debt  by  allotment  from  us,  adjudi- 
cates those  dealing  with  savings  bond  redemptions. 

Mr.  Myers.  But  the  U.S.  Treasury  does  not  insure  with  the  U.S. 
Postal  Service  bonds — negotiables  I  guess  you  are  primarily  speaking 
about  here — when  they  ship  them  through  the  mail ;  is  that  right  ? 

Mr.  Mosso.  Well,  that  is  right,  and  it  is  not  just  through  the  mails, 
but  any  kind  of  valuable  that  is  shipped  by  any  means. 

For  example,  the  Library  of  Congress  insures  a  lot  of  items  with 
us  in  a  sense.  There  is  no  great  formality  about  this. 

Mr.  Myers.  But  they  pay  you  no  premium  for  them  ? 

Mr.  Mosso.  That  is  right.  They  ship  works  of  arts,  rare  books,  and 
that  kind  of  thing.  Tlie  Bureau  of  Public  Debt  ships  securities  all 
the  time. 

Mr.  Myers.  Is  it  blanket  coverage  then,  or  do  they  have  to  insure 
certain  items  ? 

Mr.  Mosso.  No ;  it  is  blanket  coverage.  They  don't  even  have  to  come 
to  us  in  advance  unless  they  want  to  be  sure  they  comply  with  all  of  the 
rules.  They  have  to  have  a  record  of  the  shipment  and  certain  quali- 
fying data  to  prove  a  claim,  but  it  is  automatically  covered  without 
their  coming  to  us. 

If  a  loss  occurs  then  they  come  in  to  us  with  a  claim. 

Mr.  Myers.  Do  you  have  something  included  here  as  to  the  losses  in 
the  past  year,  whether  they  be  U.S.  Postal  Service,  whether  they  be 
the  Library,  or  in  bond  redemptions,  and  so  forth  ? 

Mr.  Mosso.  Yes,  sir.  In  1973,  $197,000  was  for  redemption  of  savings 
bonds,  $85,000  for  claims  by  the  Post  Office  acting  as  agent,  and  $40,0.00 
for  losses  of  valuables.  There  is  an  attachment  to  the  justification 
material,  I  believe,  that  gives  those  figures. 

In  fact,  it  gives  those  figures  for  about  the  last  10  years.  It  is  in  the 
white  sheets  attached  to  the  justification  material  you  have. 

check  forgery  insurance  fund 

Mr.  Myers.  I  never  have  figured  out  why  we  have  two  books.  We 
have  another  account  for  insurance  for  forgery  of  U.S.  Treasury 
checks. 

Mr.  Mosso.  Yes ;  the  check  forgery  insurance  fund. 

Mr.  Myers.  You  don't  administer  that  ? 

Mr.  Mosso.  No,  sir. 

Mr.  Myers.  WTiy  don't  we  put  the  two  together  ?  Aren't  they  kind 
of  allied  ? 


93-674  O  -  73  -  19 


288 

Mr.  Mosso.  Yes.  They  are  very  close  in  terms  of  their  function  and 
we  have  thought  that  sometime  they  might  be  better  merged.  They  both 
deal  with  the  same  type  of  activity.  One  is  forged  checks  and  the  other 
with  forged  savings  bonds. 

Mr.  Myers.  Once  a  payment  is  made  then  are  you  responsible,  or  do 
you  follow  up  on  these  losses  to  ascertain  if  an  arrest  can  be  made, 
and  some  recovery  might  be  made  ? 

Mr.  Mosso.  The  Bureau  of  Public  Debt  does  it  for  the  savings  bonds 
and  the  Treasurer's  Office  does  it  for  the  checks  out  of  the  check 
forgery  insurance  fund. 

Mr.  Myers.  You  have  nothing  whatsoever  to  do  with  that  ? 

Mr.  Mosso.  No,  sir. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Robison. 

Mr.  RoBisoN.  Mr.  Mosso,  last  year  I  asked,  for  the  purpose  of  the 
better  understanding  of  this  record,  a  number  of  questions  about  both 
the  letter-of -credit  procedure,  as  you  refer  to  it,  and  the  composite- 
check  procedure  or  the  so-called  direct-deposit  procedures.  Would  you, 
at  this  point  in  the  record,  provide  in  supplemental  fashion  some  ex- 
planation of  both  of  these  processes,  and,  of  their  value,  and  the  savings 
involved  to  the  Government  by  your  encouraging  their  use? 

letter  or  CREDIT 

Mr.  Mosso.  Yes,  sir.  The  letter  of  credit,  to  take  that  first,  is  a  sub- 
stitute for  the  old  system  of  advancing  money  to  grantees  by  check. 
What  happened  under  the  old  system  was,  to  be  sure  that  grantees  had 
enough  money  to  operate  on.  A  program  agency  would  advance  at  least 
quarterly  and  the  usual  advance  would  be  about  one  quarter's  worth 
of  cash  needs.  But  the  fact  was  that  they  would  usually  have  about  a 
quarter's  worth  on  hand  so  you  would  end  up  maybe  with  a  6-month 
supply  of  cash  in  the  grantee's  hands  that  he  didn't  really  need 
immediately. 

When  we  substituted  the  letter  of  credit  we  no  longer  make  an  ad- 
vance per  se.  We  place  a  letter  of  credit  at  the  Federal  Reserve  bank 
and  we  give  the  grantee  a  blank  check  in  effect,  but  they  are  called 
payment  vouchers.  Then  as  he  needs  cash  he  draws  a  payment  voucher 
and  processes  it  through  his  bank  to  the  Federal  Reserve  bank,  and 
gets  the  Federal  money  as  he  needs  it. 

The  saving  in  that  system  is  the  difference  between  the  amount  that 
was  advanced— in  the  cash  balance  that  he  had  of  the  Federal  fund 
as  compared  with  the  cash  balance  that  he  now  requires,  which  is 
substantially  less— and  the  saving  is  in  the  interest  cost  of  financing 
those  cash  balances.  We  can't  measure  that  precisely.  We  have  had 
estimates  in  the  past  made  by  study  teams  that  came  up  with  a  mini- 
mum of  $20  million  savings  a  year  in  interest  costs,  and  I  think  that  is 
probably  a  conservative  figure  as  compared  with  the  old  system. 

COMPOSITE   CHECK 

Mr.  RoBisoN.  On  the  direct-deposit  procedure  now  ?  ,    ,    ,  • 

Mr.  Mosso.  On  the  direct-deposit  procedure,  the  essence  of  that  is 
that  instead  of  sending  a  check  or  handing  a  check  to  an  individual, 
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we  make  the  check  payable  to  a  bank,  to  the  individual's  bank,  for 
credit  to  his  account.  Then  the  check. is  mailed  directly  to  the  bank. 

The  saving  in  that  procedure  comes  from  the  fact  that  where  we 
have  two  or  more  payments  to  the  same  bank,  not  to  the  same  in- 
dividual but  to  the  same  bank,  then  we  can  combine  the  payments  into 
a  single  payment  and  we  send  the  bank  one  check  and  a  listing  of  all  of 
the  accounts  that  are  to  be  credited. 

The  biggest  advantage  to  it,  however,  is  not  the  savings.  It  is  the 
fact  that  the  check  can't  be  forged  because  it  is  made  payable  to  a 
bank  rather  than  to  an  individual,  and  it  just  virtually  precludes 
forgery  of  the  check.  There  are  some  other  advantages  to  it  as  well,  but 
a  further  future  advantage  is  that  it  is  a  first  step  toward  eliminating 
the  check  entirely  and  merely  substituting  either  a  magnetic  tape  or, 
even  more  sophisticated,  just  passing  credit  through  the  wire  trans- 
fer system  of  the  Federal  Reserve  banks  and  the  commercial  banking 
system. 

Mr.  EoBisoN.  The  Department  of  Defense  makes  its  own  payrnents  ? 

Mr.  Mosso.  Yes,  sir. 

Mr.  RoBisoN.  You  do  not  make  them  for  them,  but  they  are  following 
along  down  this  same  road? 

Mr.  Mosso.  Yes.  We  have  issued  regulations  on  this  that  govern 
their  operations  and  they  conform  to  the  regulations  and  make  their 
payments  in  the  same  formats  that  we  do,  so  that  to  the  banking  sys- 
tem it  doesn't  make  any  difference  where  the  check  originates.  It  is  all 
in  one  uniform  system. 

Mr.  RoBisoN.  The  individuals  we  are  talking  about  here  are  Federal 
employees  ? 

Mr.  Mosso.  Federal  employees  at  the  present  time.  We  arei;  working 
on  expanding  it  to  benefit-type  payments,  but  naturally  that  takes  a 
lot  of  spade  work. 

Mr.  RoBisoN.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Gentlemen,  on  behalf  of  the  subcommittee  I  would  like  to 
express  our  thanks  and  our  appreciation  to  you  for  your  appearance 
and  for  your  very  fine  presentation.  We  are  pleased  to  have  it  and  we 
are  grateful  to  you. 

Mr.  Mosso.  Mr.  Chairman,  I  thank  you  and  I  would  be  happy  to  have 
you  or  any  of  the  committee,  or  committee  staff,  visit  our  Philadelphia 
office  and  see  this  new  check-wrapping  equipment.  It  is  quite  an  ex- 
citing piece  of  equipment  and  I  think  you  would  be  very  interested 
to  see  it. 

Mr.  Steed.  We  hope  we  get  an  opportunity  to  do  it,  I  think  I  have 
a  vague  notion  of  how  it  operates.  The  general  idea  of  all  that  started 
way  back  a  hundred  years  ago  in  an  old  folding  machine  at  a  news- 
paper press,  I  believe. 

Mr.  Mosso.  Yes,  sir,  I  think  that  is  right.  It  runs  a  little  faster  I 
suppose. 

Mr.  Steed.  And  a  lot  more  accurately. 

Mr.  Mosso.  Seven  a  second. 

Mr.  Myers.  One  machine  ? 

Mr.  Mosso.  One  machine.  It  puts  the  check  in,  wraps  it,  seals  it, 
prints  it,  and  kicks  it  out,  and  runs  through  about  seven  a  second. 

Mr.  Steed.  That  is  mighty  fast  going.  Gentlemen,  it  has  been  nice 
having  you.  We  will  insert  your  justification  materials  in  the  record 
at  this  point. 

Mr.  Mosso.  Thank  you  very  much. 
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Justification  of  the  Budget  Estimate 
BUREAU  OF  ACCOUNTS 

Federal  Funds 
General  and  special  funds: 

Salaries  and  Expenses 

For  necessary  expenses  of  the  Bureau  of  Accounts,  [$62,241,000] 
$71,100,000.  {Reorganization  Plan  No.  Ill  {effective  June  30,  1940), 
issued  under  the  Reorganization  Act  of  1939  {5  U.S.C.A.  App.);  31 
U.S.C.  1023{h);  Ex.'Ord.  No.  6166,  Sec.  4,  June  10,  1933  {note 
following  5  U.S.C.A.  901  note);  31  U.S.C.  157;  Treasury  Department 
Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 

Identification  code  15-10-1801-0-1-904  1972  actual        1973  est.      1974  est. 

Program  by  activities: 
Direct  program: 

1 .  Central  disbursing  operations: 

(a)  Processing  costs 15.368  16,436  18.090 

(b)  Postage 38,085         38,803         44.351 

Total    central    disbursing 
operations 53.453         55.239         62.441 

2.  Federal  tax  deposit  operations: 

(a)  Processing  costs 2.279  2.347  2.356 

(b)  Postage 1.240  984  984 

Total  Federal  tax  deposit 

operations 3.519  3.331  3.340 

=  =  '  =a:= 

3.  Financial    reporting    and    mainte- 

nance of  the  Government's  cen- 
tral accounts 2.644  3.082  3,122 

4.  Other  central  fiscal  operations 1,121  1.748  1,757 

5.  Executive  direction 186  186  187 

Total   direct  program  operating 
costs: 

(a)  Processing  costs 21.598         23.799         25.512 

(b)  Postage 39.325         39,787         45.335 

Total     direct     program 

operating  costs 60.923         63.586         70.847 

Unfunded    adjustments    to    total    direct 
program  operating  costs: 

Depreciation  included  above —739  —843  —932 

Prepaid     postage     expense     included 
above —145     

Total    direct    program    operating 

costs,  funded 60,184         62,598         69,915 

Capital  outlay 541  110  1.004 

Total  direct  program  costs,  funded..  60,725  62.708  70.919 
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Salaries  and  Expenses — Continued 
Program  and  Rnancing  (in  thousands  of  dollars)  — Continued 


Identification  code  15-10-1801-0-1-904 

1972  actual 

1973  est. 

1974  e3t. 

Program  by  activities — Continued 

Change  in  selected  resources  ^ 

505 

-676 

181 

Total  direct  obligations 

61.230 

62.032 

71.100 

Reimbursable  program: 

1.  Central  disbursing  operations: 

(a)  Processing  costs 

(b)  Postage 

502 
957 

552 
1.033 

554 
1.023 

Total     central     disbursing 
operations 

4.  Other  central  fiscal  operations 

1.459 
439 

1.585 
681 

1.577 
762 

Total  reimbursable  program  oper- 
ating costs 

Unfunded  adjustment  to  total  reimburs- 
able program  operating  costs:  Deprecia- 
tion included  above 

1.898 
-33 

2.266 
-18 

2.339 

-18 

Total  reimbursable  program  costs, 
funded — obligations 

1.865 

2.248 

2.321 

10  Total  obligations 

Financing: 

Receipts  and  reimbursements  from: 

11  Federal  funds .   .  .       

63.095 

-700 

-1.165 

11 

64.280 

-1.023 
-1.225 

73.421 
-1.105 

13        Trust  funds            _.   ..   ..   .     

-1.216 

25    Unobligated  balance  lapsing 

Budget  authority .       .     . 

61,241 

62,032 

71,100 

Budget  authority: 

40  Appropriation. 

4 1  Transferred  to  other  accounts 

61.241 

62.241 
-209    . 

71.100 

43           Appropriation  (adjusted)       .     

61,241 

62,032 

71,100 

Relation  of  obligations  to  outlays: 

7 1  Obligations  incurred,  net 

72  Obligated  balance,  start  of  year 

74    Obligated  balance,  end  of  year 

77    Adjustments  in  expired  accounts 

61.230 

15.166 

-3.  731 

-51 

62.032 

3.731 

-2.590 

71.100 

2.599 

-2.590 

90           Outlays 

72. 614 

63.173 

71.100 

'  Selected   resources   as   of   June   30   are   as 

1971 
Stores 1,524 

'oUows: 
1972 
adjust- 
ments           1972              1973 

1,413              763 

-51            2,407         2,407 
6        -1,245      -1,271 

1974 
944 

Undelivered  orders 1,763 

2,407 
-1,271 

Total    selected    re- 
sources              2,  115 

-45            2. 

575          1.899 

2,080 
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The  Bureau  disburses  for  virtually  all  civilian  Federal 
agencies;  maintains  the  central  revenue,  appropriation 
and  expenditure  accounts;  prepares  the  central  financial 
reports  of  the  Government;  and  performs  other  fiscal 
functions. 

1.  Central  disbursing  operations. — Payments  are  made, 
through  1 1  regional  offices,  for  civilian  Federal  agencies, 
except  the  U.S.  Postal  Service,  the  U.S.  marshals,  and 
certain  Government  corporations.  Savings  bonds  are  also 
issued  for  Federal  employees  under  the  payroll  savings 
plan. 

The  total  work  volume  and  productivity  relating  to 
this  activity  carried  out  by  the  Division  of  Disbursement 
follow  (in  thousands  of  checks  and  bonds  issued) : 

1972  actual     1973  estimaU      1974  estimate 

Work  volume 515.357  525,398  599.209 

Productivity  per  employee 460  475  50 1 

2.  Federal  tax  deposit  operations. — Business  organiza- 
tions make  deposits  through  authorized  commercial  banks 
or  directly  with  Federal  Reserve  banks  to  pay  their 
withheld  income,  social  security,  railroad  retirement, 
excise,  corporation  taxes,  and  income  taxes  into  the 
Treasury.  Income  taxes  are  also  collected  for  those  States 
electing  to  use  this  service. 

3.  Federal  reporting  and  maintenance  of  the  Government's 
central  accounts.  This  activity  includes  the  maintenance 
of  the  central  accounts  of  appropriations,  receipts,  and 
expenditures  and  the  preparation  and  publication  of 
financial  reports  on  the  fiscal  operations  of  the  Gov- 
ernment as  a  whole.  It  also  includes  accounting  for 
purchases,  sales  and  redemption  of  securities,  processing 
of  capital  stock  subscriptions  of  Government  corpora- 
tions, and  investment  in  interest-bearing  securities  for 
certain  funds  such  as  the  Federal  old-age  and  survivors 
insurance  trust  fund,  the  Unemployment  trust  fund,  the 
Veterans  insurance  trust  fund,  and  various  Government 
retirement  funds. 

4.  Other  central  fiscal  operations. — Banking  facilities  are 
provided  for  all  agencies  of  the  Government  through 
designation  of  selected  institutions  to  act  as  official  de- 
positaries of  the  Government's  funds.  Other  functions 
include  Government-wide  guidance  and  regulations  in 
certain  special  areas;  systems  work  within  the  Fiscal 
Service  and  the  Bureau  of  Accounts;  examination  of  the 
financial  condition  of  companies  issuing  surety  bonds  in 
the  favor  of  the  United  States;  payment  of  international 
and  other  claims;  performing  internal  audit  in  the  Bureau, 
and  other  audits  of  a  departmental  character. 

5.  Executive  direction. — This  provides  for  the  overall 
management  for  the  Bureau  of  Accounts. 
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Object  Classification  (in  thousands  of  dollars) 


Identification  code  15-10-1801-0-1-904  1972  actual      1973  est.         1974  est. 


Personnel  compensation: 

11.1         Permanent  positions 

11.3         Positions  other  than  permanent 

11.5         Other  personnel  compensation 

11.8        Special  personal  services  payments. 

Total  personnel  compensation 

Direct  obligations: 

Personnel  compensation 

12.1     Personnel  benefits :  Civilian 

21. 0    Travel  and  transportation  of  persons. 

22.  0     Transportation  of  things 

23. 0    Rent,  communications,  and  utilities., 

24. 0    Printing  and  reproduction 

25. 0    Other  services 

26. 0    Supplies  and  materials 

31.0     Equipment 

42. 0     Insurance  claims  and  indemnities 

Total  costs,  funded 

94. 0    Change  in  selected  resources 

Total  direct  obligations 

Reimbursable  obligations: 

Personnel  compensation 

12.  1     Personnel  benefits:  Civilian 

22.0    Transportation  of  things 

23. 0    Rent,  communications,  and  utilities.. 

24. 0    Printing  and  reproduction 

25.0    Other  services 

26. 0    Supplies  and  materials 

Total  reimbursable  obligations.. 

99.0  Total  obligations 


60.  725 
505 


1.865 


62. 708 
-676 


61.230         62.032 


2.248 


12,544 

13.966 

14,919 

555 

549 

549 

156 

159 

159 

78 

26  . 

13.333 

14.700 

15,627 

12.666 

13.732 

14,584 

1.131 

1.264 

1,340 

100 

122 

122 

141 

122 

122 

40.094 

40,651 

46,873 

1.611 

1,644 

1,759 

2.637 

2.974 

3.072 

1.750 

1,999 

1.954 

591 

200 

1.093 

4 

70.919 
181 

71.100 


667 

968 

1.043 

59 

83 

90 

2  . 

961 

1.054 

1.043 

34 

44 

44 

35 

42 

43 

107 

57 

58 

2.321 


63.095 


H280         73.421 


Personnel  Summary 


Direct: 

Total  number  of  permanent  positions 1 ,  333 

Full-time  equivalent  of  other  positions 115 

Average  paid  employment 1,  379 

Average  GS  grade 5.7 

Average  GS  salary $9,  533 

Average  salary  of  ungraded  positions $5,  160 

Reimbursable: 

Total  number  of  permanent  positions 89 

Average  paid  employment 89 

Average  GS  grade 5.7 

Average  GS  salary $9,  533 

Average  salary  of  ungraded  positions $5,  160 
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Paymp:nt  of  Government  Losses  in  Shipment 

For  an  additional  amount  for  payment  of  Government  losses  in 
shipment,  in  accordance  with  section  2  of  the  Act  approved  July  8, 
1937  (40  U.S.C.  722),  [$300,0001  $800,000,  to  remain  available 
until  expended.   {Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 

Ident.ification  code  15-10-1710-0-1-904  1972  actual      1973  est.        1974  est. 


Program  by  activities: 
10    Payment  of  claims  (costs — obligations) 
(object  class  42.0) 

Financing: 

14    Receipts  and  reimbursements  from:  Non- 
Federal  sources :  Revenue 

2 1     Unobligated  balance  available,  start  of  year 
24    Unobligated  balance  available,  end  of  year 

40  Budget  authority  (appropriation) 


755 


322 


820 


Relation  of  obligations  to  outlays: 

7 1  Obligations  incurred,  net 

72  Obligated  balance,  start  of  year 

74    Obligated  balance,  end  of  year 

90  Outlays 768 


-55 

-20 

-20 

-2 

-2 

2  .. 

700 

300 

800 

700 

302 

800 

69  .- 

2 

-2 

-2 

300 


800 


This  account  was  created  as  self-insurance  to  cover  losses 
in  shipment  of  Government  property  such  as  coins,  cur- 
rency, securities,  and  losses  in  connection  with  the  redemp- 
tion of  savings  bonds. 

It  is  now  anticipated  that  claims  chargeable  against  this 
fund  will  amount  to  $302  thousand  in  1973,  and  $800 
thousand  in  1974. 
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OFFICE  OF  THE  TREASURER,  UNITED  STATES 

Sal-^ries  and  Expenses 

WITNESSES 

MRS.   ROMANA  ACOSTA  BANUELOS,   TREASURER   OF   THE   UNITED 

STATES 
DARIO   A.    PAGLIAI,   ACTING  DEPUTY  TREASURER 
ORION  H.    TOMKINSON,   ASSISTANT   TO   THE   DEPUTY   TREASURER 
DONALD  L.    OWENS,   BUDGET    OFFICER 
RAYMOND  D.  FLAVIN,  JR.,  CHECK  CLAIMS  AUTOMATION  PROJECT 

LEADER 
EDWARD    J.     WIDMAYER,     DIRECTOR,     OFFICE     OF     BUDGET    AND 

FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  for  further  consideration  of  the  1974 
budget  request  of  the  Department  of  the  Treasurj^  and  we  now  take 
up  the  budgeted  item  for  the  Office  of  the  Treasurer.  We  are  very  de- 
lighted and  pleased  to  have  so  charming  a  witness  as  Mrs.  Banuelos. 

Mrs.  Banuelos.  Thank  you. 

Mr.  Steed.  If  you  would  like  to  identify  your  associates  for  the  rec- 
ord we  would  be  very  pleased  to  have  your  statement. 

Mrs.  Banuelos.  Thank  you  very  much. 

Mr.  Chairman  and  committee  members,  I  welcome  this  opportunity 
to  present  you  the  appropriation  request  of  the  Office  of  the  Treas- 
urer of  the  United  States  for  fiscal  year  1974. 

During  the  past  year  Mr.  William  T.  Howell,  former  Deputy  Treas- 
urer and  Mr.  Willard  E.  Scott,  former  Assistant  Deputy  Treasurer, 
retired  after  brilliant  careers  as  civil  servants.  I  would  like  at  this  time 
to  introduce  their  successors,  Mr.  Dario  A.  Pagliai,  who  has  been 
Acting  Deputy  Treasurer,  and  Mr.  Orion  H.  Tomkinson,  who  has  been 
acting  as  his  assistant.  I  have  Mr.  Tomkinson's  biography  to  submit 
for  the  record.  Mr.  Donald  L.  Owens,  our  Budget  Officer,  has  appeared 
before  and  you  have  his  biography.  We  have  another  new  member  in 
our  group,  Mr.  R.  D.  Flavin,  our  check  claims  automation  project 
leader.  I  would  like  to  present  his  biography,  if  I  may. 

Mr.  Steed.  Yes,  we  will  be  pleased  to  have  them  for  our  record. 

[The  information  follows :] 

Biography  op  Obion  H.  Tomkinson 

Mr.  Tomkinson  was  bom  in  Philadelphia,  Pa.,  in  Au^st  1918,  and  attended 
public  schools  in  Philadelphia  and  in  Tampa  and  Brooksville,  Fla.  In  1935 
he  enrolled  in  the  Civilian  Conservation  Corps  and  served  at  Soil  Conservation 
Service  camps  in  Alabama  until  he  was  honorably  discharged  on  March  31,  1939. 
He  entered  Government  service  on  May  6,  1940,  as  a  messenger  in  the  Office  of 
the  Treasurer  of  the  United  States,  and  since  then  has  occupied  positions  in  the 
fields  of  accounting  and  management  analysis.  He  participated  in  the  Depart- 
ment of  the  Treasury's  fiscal  service  intern  program  in  1952-53  and  in  the 
Civil  Service  Commission's  financial  management  intern  program  in  1958. 

Before  assuming  his  present  position,  he  served  as  the  Bureau's  management 
analysis  officer  for  over  10  years.  Since  October  1972  he  has  been  an  assistant 
to  the  Deputy  Treasurer,  with  overall  management  responsibilities  for  the  staff 
services  provided  by  the  Bureau. 
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BlOGBAPHY    OF    RAYMOND    D.    FlAVIN,    Jb. 

Mr.  Flavin  was  born  in  Chicago,  111.  He  served  2  years  in  the  U.S.  Army  as 
an  auditor  and  in  1963  graduated  from  Illinois  Institute  of  Technology  with  a 
B.S'.  in  political  science.  That  same  year  Mr.  Flavin  joined  the  Internal  Revenue 
Service  as  an  administrative  intern  and  later  became  a  computer  systems 
analyst.  He  transferred  to  the  Office  of  the  Treasurer  of  the  United  States  in 
1967  and  currently  serves  as  the  acting  management  analysis  officer  and  the 
leader  of  project  claims,  the  effort  to  automate  the  check  claims  clerical  operations. 

Mrs.  Banuelos.  Mr.  Chairman,  I  would  like  to  read  a  brief  statement 
on  the  highlights  of  our  budget  submission  for  fiscal  year  1974,  and  ask 
that  the  full  introductory  statement  be  entered  in  the  record. 

Our  budget  request  is  made  for  the  purpose  of  meeting  the  needs  of 
what  is  basically  a  service  organization  to  the  public  and  other  Govern- 
ment agencies.  We  pay  and  reconcile  all  checks  drawn  on  the  Treasurer 
of  the  United  States,  we  settle  claims  arising  from  the  loss  or  non- 
receipt  of  the  checks,  and  we  account  for  the  public  moneys  of  the 
United  States.  At  the  end  of  fiscal  year  1972,  the  assets  in  my  account 
exceeded  $22  billion,  and  the  annual  turnover  of  funds  in  the  account 
runs  well  into  the  hundreds  of  billions  of  dollars.  To  properly  dis- 
charge my  responsibility  in  dealing  with  such  huge  sums  of  money 
is  an  awesome  task. 

For  the  purpose  of  carrying  out  the  duties  of  the  Office  of  the  Treas- 
urer of  the  United  States  in  fiscal  year  1974,  we  are  asking  for  an 
appropriation  of  $12,700,000.  This  is  an  increase  of  $1,400,000  over 
1973. 

The  major  part  of  the  increase  is  due  to  the  effect  of  about  45  million 
more  Government  checks  which  will  be  issued  under  the  provisions  of 
Public  Law  92-603,  the  Social  Security  Amendments  of  1972.  This  law 
federalizes  current  State  programs  of  assistance  to  the  aged,  blind,  and 
disabled.  Our  experience  with  claims  received  from  payees  residing  in 
areas  where  checks  of  this  type  will  be  going  leads  us  to  expect  about 
71,000  additional  claims.  We  will  need  a  total  of  58  employees  to 
handle  the  check  payment  and  check  claims  workload  generated  by 
Public  Law  92-603.  I  think  it  is  important  to  point  out  here,  however, 
that  we  are  not  asking  for  additional  resources  to  process  the  14  mil- 
lion checks  and  12,000  claims  that  are  attributed  to  the  constantly  in- 
creasing number  of  people  becoming  eligible  for  social  security 
benefits. 

Also  of  major  importance  is  the  need  for  continuing  our  check 
claims  automation  project.  We  are  requesting  $140,000  to  annualize  the 
rental  costs  which  were  appropriated  last  year  for  a  partial  year  and 
$49,000  for  rental  of  needed  peripheral  equipment. 

In  the  interest  of  improving  internal  communications  and  efficiency 
of  operations  in  the  bureau,  the  Treasurer's  Office  would  like  to  con- 
solidate its  related  activities  into  one  location.  We  are  asking  $325,000 
for  this  purpose. 

The  remaining  items  totaling  $222,000  are  necessary  to  maintain 
our  current  levels  of  operations. 

Mr.  Chairman,  I  believe  that  quickly  summarises  our  budget  request 
for  1974.  We  shall  be  glad  to  discuss  any  points  on  which  you  have 
questions. 

[The  prepared  statement  follows :] 
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intbodttctory  statement  fob  presentation  to  the  subcommittee  of  the 
Committee  on  Appropriations 

Mr.  Chairman  and  committee  members,  I  welcome  this  opportunity  to  present 
to  you  the  appropriation  request  of  the  OflSce  of  the  Treasurer  of  the  United 
States  for  fiscal  year  1974. 

During  the  past  year  Mr.  William  T.  Howell,  former  Deputy  Treasurer  and 
Mr.  Willard  E.  Scott,  former  Assistant  Deputy  Treasurer,  retired  after  brilliant 
careers  as  civil  servants.  I  would  like  at  this  time  to  introduce  their  successors, 
Mr.  Dario  A.  Pagliai,  who  has  been  acting  Deputy  Treasurer  and  Mr.  Orion  H. 
Tomkinson,  who  has  been  acting  as  his  assistant.  I  have  Mr.  Tomkinson's  biog- 
raphy to  submit  for  the  record.  We  also  have  another  new  member  in  our  group, 
Mr.  R.  D.  Flavin,  our  check  claims  automation  project  leader.  I  would  like  to 
present  his  biography,  if  I  may. 

Our  basic  functions  have  not  changed.  We  are  still  responsible  for  receiving, 
holding,  and  paying  out  the  public  moneys  of  the  United  States.  People  still  come 
to  us  when  they  lose  their  Government  checks.  We  still  cash  Government  checks 
locally  and  pay  all  of  the  Government  checks  received  from  all  over  the  world, 
and  perform  a  variety  of  other  tasks  that  fall  to  an  oflSce  that  is  often  called  the 
Government's  banker. 

What  has  changed,  though,  and  significantly  so,  are  the  workloads  that  we  have 
to  handle  in  each  of  these  areas.  They  are  constantly  going  up  for  a  variety  of 
reasons,  and  we  anticipate  an  acceleration  of  workload  increases  in  the  check 
payment  and  check  claims  activities  in  fiscal  year  1974,  due  primarily  to  the 
impact  of  Public  Law  92-603,  the  Social  Security  Amendments  of  1972.  We  will 
absorb  some  of  these  workload  increases  through  automated  procedures  and 
management  improvements,  but  it  is  still  necessary  for  us  to  request  increased 
staflSng. 

We  are  providing  necessary  services  both  to  the  public  and  other  Government 
agencies.  We  believe  that  every  claimant  on  a  Government  check  is  entitled  to  the 
most  expeditious  settlement  of  his  claim.  They  should  not  have  to  write  to  you 
people  about  their  troubles.  We  should  not  have  to  stockpile  currency  deposits  and 
not  be  able  to  verify  them  for  days,  or  even  weeks,  at  a  time.  We  should  be  able  to 
avoid  the  many  ineflBciencies  and  work  pressures  that  arise  because  we  don't  have 
enough  people  to  handle  the  workloads  currently.  I  do  not  believe  we  are  doing 
the  best  job  that  we  can  when  we  constantly  face  large  backlogs.  In  a  situation 
like  that,  the  quality  of  the  service  we  provide  has  to  deteriorate  and  we  don't 
like  it. 

summary    of    NEEDS 

Our  needs  for  operating  expensf";  in  fiscal  year  1974  require  an  appropriation 
of  $12,700,000.  This  is  an  increas.  of  $1,400,000  over  our  authorized  level  of 
$11,300,000  for  1973.  The  major  rea.sun  for  the  increase  is  the  workload  effect  of 
Public  Law  92-603  which  federalizes  current  State  programs  of  aid  to  the  aged, 
blind,  and  permanently  disabled.  There  are  other  increases  of  a  lesser  magnitude 
which  I  will  discuss  in  more  detail  later  in  this  presentation.  On  the  subject  of  in- 
creases, there  are  several  areas  where  our  personnel  requirements  remain  at  levels 
of  previous  years  in  spite  of  significant  increases  in  work  volume.  We  will  be  able 
to  do  this  by  improved  management  techniques  and  the  reallocation  of  present 
resources. 

INCREASES  FOR  OPERATING  EXPENSES  IN  1974  OVER  1973 

I  will  now  discuss  each  of  the  major  areas  where  increases  in  work  volume  have 
been  projected  and  for  which  additional  funds  will  be  required.  Based  on  esti- 
mates furnished  by  administrative  agencies  as  to  the  number  of  Government 
checks  to  be  issued,  we  expect  an  increase  of  59  million  checks  in  1974  over  1973. 
The  number  of  check  claims  is  likewise  projected  to  rise  above  the  previous  year 
by  83,000  claims.  The  total  check  volume  is  expected  to  reach  711  million  in  1974 
and  total  claims  are  estimated  at  763,000. 

Most  of  these  workload  increases  and  the  greater  part  of  our  increased  budget 
requirements  are  generated  by  Public  Law  92-603,  the  Social  Security  Amend- 
ments of  1972.  This  law  will  increase  the  number  of  checks  paid  by  us  by  45  million 
and  the  number  of  check  claims  we  will  handle  by  71,000  in  1974.  We  will  require 
$715,000  to  take  care  of  these  increased  workloads.  Of  this  amount^  $220,000  is  for 
salaries  and  other  expenses  for  16  people  to  pay  and  reconcile  the  check  volume. 


307 

The  ensuing  claims  for  lost,  stolen,  and  forged  Government  checks  will  require 
$495,000  for  salaries  of  42  employees  and  other  operating  expenses. 

This  presentation  does,  however,  anticipate  a  savings  of  eight  people  in  1974 
from  the  partial  automation  of  the  check  claims  operations.  For  the  future  when 
the  system  will  accelerate  its  momentum  and  we  increase  its  coverage  of  applica- 
tion, more  savings  in  personnel  is  a  definite  goal. 

The  remaining  work  volume  increases  of  14  million  checks  and  12,000  claims  are 
attributed  to  the  constantly  increasing  number  of  people  becoming  eligible  for 
social  security  benefits.  We  are  not  asking  for  any  additional  resources  to  process 
these  increases. 

CHECK    CLAIMS    AUTOMATION 

The  increase  in  funds  for  1974  also  includes  $189,000  to  continue  the  check 
claims  automation  project.  The  main  computer  was  recently  installed  on  our  prem- 
ises. This  automation  system  will  make  claims  data  available  instantly  on  a 
video  screen  and  eliminate  most  of  the  need  to  refer  to  manually  maintained 
paper  files.  Case  movement  will  be  streamlined  and  multiple  handling  reduced. 
Since  the  system  will  generate  routine  responses  to  claimants,  the  amount  of 
typing  required  will  be  substantially  reduced. 

Although  the  eflSciencies  and  economies  of  operation  will  result  in  significant 
savings,  the  major  benefit  will  be  our  ability  to  greatly  improve  service  to  the 
public.  We  will  be  able  to  respond  to  most  follow-up  inquiries  within  1  or  2  days. 
This  capacity  for  prompt  action  will  significantly  reduce  other  correspondence 
requirements.  The  result  will  be  that  our  claims  personnel  will  be  allowed  to 
spend  more  time  processing  claims  instead  of  answering  mail. 

What  may  be  equally  important  is  a  greater  ability  to  absorb  increases  in  claims 
work  as  we  have  been  able  to  do  since  we  computerized  the  check  payment  and  re- 
conciliation operations.  In  fiscal  year  1964  we  processed  462  million  checks.  Last 
year  with  only  modest  increases  in  people  and  equipment,  it  was  640  million 
checks.  We  will  continue  our  efforts  to  establish  for  our  claims  operation  an 
ability  to  approximate  what  has  been  done  in  the  payment  and  reconciliation 
function. 

Of  the  $189,000  required  for  this  project,  $140,000  is  for  annualization  of  the 
rental  of  automation  equipment  now  in  use.  An  additional  $24,000  provides  for 
rental  during  the  last  4  months  of  1974  of  peripheral  equipment  which  will  be 
an  important  adjunct  to  the  claims  system.  The  remaining  $25,000  is  for  rental 
of  a  computer  output  microfilmer  to  record  approximately  1  million  historical 
records  to  be  purged  from  the  computer  onto  microfilm  in  1974  for  retention. 

CONSOLIDATION    OF   RELATED   ACTIVITIES 

The  last  item  under  increases  to  program  changes  requires  $325,000  for  con- 
solidating various  activities  of  the  Bureau  in  one  location.  This  action  is  intended 
to  improve  communications  as  well  as  the  overall  eflBciency  of  the  Bureau.  The 
check  claims  and  the  accounting  operations  are  part  of  this  plan.  They  are,  not 
only  related  to  each  other  within  the  Treasurer's  OflBce,  but  are  also  interrelated 
with  operations  of  the  Bureau  of  Accounts  and  our  own  check  payment  and  recon- 
ciliation activity,  both  of  which  are  located  in  the  building  where  space  has  been 
requested.  Centralizing  these  operations  at  this  location  will  result  in  more 
effective,  efficient,  and  economical  operations. 

OTHEB  INCEEASES   NECESSARY  TO   MAINTAIN   CURRENT  LEVELS   OP  OPERATION 

The  Office  of  the  Treasurer  now  processes,  on  a  reimbursable  basis,  postal 
money  orders  issued  by  the  U.S.  Postal  Service.  We  have  been  formally  advised 
that  a  change  in  the  style  and  processing  of  money  orders  will  eliminate  our 
handling  of  these  items  after  March  31,  1974.  It  is  estimated  that  only  75  million 
money  orders  vdll  be  processed  on  our  data  processing  equipment  during  fiscal 
year  1974.  The  discontinuance  of  this  service  will  increase  the  operating  expenses 
payable  from  appropriated  funds  by  an  estimated  $90,000  because  certain  fixed 
expenses  such  as  staff  services,  equipment  rental,  and  maintenance  can  no  longer 
be  shared  with  the  U.S.  Postal  Service. 

We  will  also  need  $132,000  for  the  following  fixed  cost  increases  to  maintain 
the  1973  levels :  $72,000  for  net  within  grade  salary  increases ;  $40,000  for  pay- 
ment to  the  employees'  compensation  fund :  $10,000  to  provide  for  the  entire  year 
cost  of  the  wage  board  salary  increases  authorized  during  fiscal  year  1973  ;  $7,000 
for  increased  reimbursement  for  postage  to  the  U.S.  postal  Service  ;  and  $3,000  for 
the  increased  cost  of  the  Federal  Telecommunications  System. 
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INCREASE  IN   EMPLOYEE  PEODUCnvlTY 

In  order  to  illustrate  a  significant  point  in  justifying  our  request  for  increases 
in  personnel,  we  would  like  to  insert  the  attached  chart  into  the  record.  The  chart 
shows  the  volume  of  checks  paid  and  the  number  of  check  claims  processed  from 
appropriated  funds  and  the  work  force  employed  from  1961  to  1974.  A  comparison, 
on  a  percentage  basis,  for  the  10-year  period  covering  1965  through  1974  shows 
that  the  work  volume  of  checks  paid  and  check  claims  processed  rose  over  91  per- 
cent while  personnel  increased  only  by  37  percent.  More  than  79  percent  of  the 
Bureau's  employees  are  engaged  in  these  operations. 

OTHEK  OPERATIONS 

I  have  discussed  our  major  activities  in  terms  of  size  and  cost.  However,  there 
are  other  activities  of  lesser  magnitude  in  the  sense  of  funding  which  nevertheless 
require  mentioning  because  of  their  recurring  needs.  These  involve  currency 
operations  with  local  banks,  redemption  of  mutilated  currency,  accounting  and 
reporting  for  public  moneys,  redemption  of  Government  securities,  maintaining 
custody  of  securities  for  Government  agencies,  executive  direction,  and  admin- 
istrative support.  Personnel  levels  of  all  these  activities  are  being  held  to  those 
of  1973  despite  increased  workloads  and  service  demands. 

CONCLUSION 

Gentlemen,  I  believe  that  this  summarizes  our  budget  submission  for  1974.  We 
shall  be  glad  to  discuss  any  points  on  which  you  have  questions. 
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OFFICE  OF  ThE  TREASURER,  U.  S. 

PAYMENT  AND  RECONCILIATION  OF  CHECKS 

AND 

PROCESSING  CHECK  CLAIMS 
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ACT.      ACT.       EST.     EST. 

NOTE  -Employment  figures  include  employees  engaged  in  processing  Federal  tax  deposit  forms 
beginning  April,  1967.    Current  volume  approximates  32  million. 
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BACKLOG  OF  WORK 


Mr.  Steed.  You  make  reference  to  the  backlog  that  is  becoming  of 
concern  to  you.  Is  there  any  way  that  you  can  operate  without  having 
some  kind  of  a  backlog  and  what  do  you  consider  a  reasonable 
backlog  ? 

Mrs.  Banuelos.  Well,  I  will  answer  part  of  that  question  and  then 
turn  it  over  to  Mr.  Pagliai. 

I  believe  we  need  more  people  in  order  to  keep  our  divisions  well 
staffed.  In  fact  we  will  never  have  them  completely  staffed  because 
there  will  always  be  the  time  when  we  will  have  people  absent  or  per- 
haps just  not  enough  personnel,  but  at  least  it  will  keep  us  from  having 
that  backlog  at  all  times. 

Mr.  Pagliai,  will  you  add  to  that  please  ? 

Mr.  Pagliai.  The  largest  backlog  is  in  our  check  claims  operation 
and  we  always  will  have  some  work  on  hand.  We  receive  about  3,000 
new  cases  each  day.  We  have  made  a  change  during  the  past  year 
whereby  at  the  time  we  receive  a  formal  claim  from  the  payee,  if  it 
seems  to  be  clean,  we  issue  a  settlement  check  without  waiting  for  a 
Secret  Service  report  confirming  the  payee's  allegation  of  forgery 
and  without  waiting  for  refund  of  the  money  from  the  endorser. 
This  eliminates  a  lot  of  f  ollowup  letters. 

The  case  isn't  finished  yet,  but  the  payee  is  happy  because  he  receives 
his  money.  It  has  helped  a  lot  in  cutting  down  followup  letters. 

Mr.  Steed.  The  practice  that  you  have  had  these  last  several  years 
of  making  what  amounts  to  instant  restitution  for  these  claims,  is 
an  advantage  to  the  payee  in  getting  the  money. 

In  many  cases  they  are  people  that  have  a  need  for  their  money. 

Mr.  Pagliai.  That  is  correct. 

Mr.  Steed.  And  the  delay  worked  a  real  hardship  on  a  lot  of  people. 
Now  that  you  are  making  fast  restitution  and  with  all  the  good  that 
comes  from  it,  what  is  the  percent  of  cases  where  it  creates  a  problem 
by  virtue  of  the  fact  that  you  make  the  fast  restitution  ?  Does  it  really 
create  any  long-range  problem  for  you  ? 

Mr.  Pagliai.  No;  and  we  think  the  calculated  risk  is  very  small. 

We  have  been  operating  the  check  forgery  insurance  fund  since 
1941  and  we  have  only  had  $60,000  worth  of  losses  in  all  those  years  so 
we  think  it  is  worth  the  calculated  risk. 

Mr.  Steed.  You  save  more  money  than  that  just  on  not  having  to 
write  a  lot  of  letters. 

Mr.  Pagliai.  That  is  correct.  We  think  this  has  been  a  big  help  in 
improving  service  to  the  public,  but  we  hope  to  do  even  better  when  we 
get  our  check  claims  automation  project  working. 

major  functions 

Mr.  Steed.  Again  what  is  the  major  function  of  the  Treasurer's 
Office  ?  What  constitutes  the  heaviest  part  of  your  workload  ? 

Mr.  Pagliai.  Seventy-nine  percent  of  our  personnel,  and  an  almost 
identical  percentage  of  our  budget  request,  are  for  payment  and  recon- 
ciliation of  Government  checks  and  handling  of  claims  related  to  those 
checks. 
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We  automated  the  payment  portion  in  August  1956,  and  that  has 
proven  to  be  a  very  good  decision,  both  for  economy  and  accuracy, 
because  we  have  been  able  to  do  the  job  with  a  lot  less  people  and  more 
accurately. 

In  the  claims  area  we  are  in  the  process  of  automating  the  clerical 
portions  of  that  job.  I  would  like  to  bring  you  up  to  date  on  that 
project. 

We  initially  expected  to  install  the  new  computer  last  year,  but  we 
ran  into  difficulties  in  preparing  our  site.  In  addition,  the  vendor  re- 
quested, because  the  computer  we  are  getting  is  a  brandnew  product 
line,  to  defer  installation.  As  it  stands  now  we  have  just  had  the  new 
computer  installed  and  it  has  not  yet  been  turned  over  to  us  for  use. 

For  the  past  several  months  we  have  been  using  a  test  facility  in  an 
effort  to  pursue  the  development  of  our  system  and  we  now  hope  to 
commence  live  operations  under  the  new  system  early  in  fiscal  1974. 

Mr.  Steed.  Are  there  any  other  measurable  divisions  of  your  work 
in  the  remaining  activity  ? 

Mr.  Pagliai.  Yes.  We  also  have  an  activity  referred  to  as  general 
banking  services  in  which  we  supply  coin  and  currency  to  local  area 
banks.  We  redeem  unfit  currency  and  cash  checks  drawn  on  the  Treas- 
urer. We  also  have  a  small  group  of  experts  to  handle  mutilated  cur- 
rency cases  received  from  all  over  the  world. 

The  other  two  areas  involve  maintaining  the  accounts  of  the  Treas- 
urer who  has  money  on  deposit  in  banks  all  over  the  world  and  a 
securities  operation  where  we  issue  and  redeem  bonds  and  securities 
locally,  just  as  a  Federal  Reserve  bank  would  if  it  were  located  here. 

That  sums  up  our  operations. 

DISPOSAL    OF    OLD    CURRENCY 

Mr.  Steed.  The  disposal  of  old  currency  and  damaged  currency  is 
fairly  substantial  in  a  year's  time ;  isn't  it  ? 

Mr.  Pagliai.  Definitely,  and  we  have  worked  closely  with  the  Federal 
Reserve  Board  in  performing  this  function.  Under  current  legislation 
the  Treasury  has  the  responsibility  for  the  regulations  under  which 
the  unfit  currency  is  redeemed  and  destroyed.  It  is  now  being  done 
in  35  locations  in  the  continental  United  States.  Thirty-four  of  the 
Federal  Reserve  banks  and  the  Treasury  in  Washington  are  now 
destroying  currency  under  these  regulations. 

Mr.  Steed.  Is  most  of  this  in  the  form  of  burning? 

Mr.  Pagliai.  All  but  two  or  three  banks  are  still  buiTiing,  but  we  are 
working  with  banks  to  pulverize  currency.  That  is  now  in  effect  in  how 
many  banks,  Mr.  Tomkinson  ? 

Mr.  Tomkinson.  Four  banks. 

Mr.  Steed.  Does  that  constitute  any  substantial  cost  factor,  different 
from  what  we  have  always  had  with  the  burning  ? 

Mr.  Pagliai.  No,  and  it  has  the  possibility  of  recycling.  Some  of  the 
banks  have  had  complaints  from  the  city  fathers  that  the  burning  is 
causing  some  type  of  pollution.  That  is  why  we  are  pushing  for  pulver- 
ization of  currency. 
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INCREASES    DUE    TO    SOCIAL    SECURITY    AMENDMENTS 

Mr.  Steed.  I  can  think  of  worse  things  to  get  polluted  by  than  burn- 
ing money.  You  have  an  anticipated  workload  from  these  new  social 
security  amendments.  Are  you  going  to  be  able  to  absorb  any  of  that  ? 
What  kind  of  arrangements  have  you  made  in  your  budget  to  meet 
that  demand  ? 

Mr.  Pagliai.  We  are  absorbing  normal  increases  of  14  million  checks 
and  12,000  claims.  We  are  asking  for  funds  for  the  increase  expected 
under  these  Social  Security  Amendments  of  1972,  which  are  45  million 
checks  and  71,000  claims. 

BACBXOG   OF  CLAIMS 

Mr.  Steed.  Let  us  go  back  to  this  backlog.  What  is  your  current 
backlog? 

Mr.  Pagliai.  We  have  on  hand  163,000  unfinished  claims  cases,  but 
we  think  only  around  13,000  of  those  are  actually  waiting  for  settle- 
ment. 

Mr.  Steed.  How  does  this  compare  with  a  year  ago  ? 

Mr.  Pagliai.  The  total  on  hand  is  greater,  but  the  number  awaiting 
settlement  is  much  smaller. 

Mr.  Steed.  What  manpower  requirement  would  it  take  to  get  this 
backlog  down  to  where  3'ou  feel  you  have  it  under  your  satisfactory 
control  ? 

Mr.  Pagliai.  We  would  need  about  60  more  employees  to  bring  that 
down  to  a  normal  on  hand  figure. 

Mr.  Steed.  Do  you  see  any  particular  danger  in  terms  of  unneces- 
sary costs  if  the  backlog  is  not  kept  down  to  manageable  size? 

Mr.  Pagliai.  It  has  bad  effects,  especially  in  this  area,  because  we  get 
a  lot  of  loose  correspondence  and  by  having  so  many  of  these  cases  we 
have  trouble  associating  the  loose  correspondence  with  the  proper  cases. 
It  is  a  much  cheaper  job  if  it  is  done  on  a  current  basis  rather  than 
operate  with  a  backlog. 

Mrs.  Banuelos.  May  I  insert  something  ? 

Not  only  that,  but  we  find  ourselves  forced  to  work  Saturday  after 
Saturday  in  order  to  keep  up  with  the  backlog.  In  order  to  avoid  that, 
we  need  more  persomiel. 

Mr.  Steed.  IVhat  would  be  the  volume  of  money  involved  in  this 
backlog  you  have  right  now?  Could  you  give  a  ball  park  figure  on 
about  what  that  total  would  be  ? 

Mr.  Pagliai.  For  the  year  ? 

Mr.  Steed.  For  your  backlog  now.  How  much  money  do  all  these 
checks  involve  ? 

Mr.  Pagliai.  The  average  value  of  the  check  claims  case  is  around 
$200. 

Mr.  Steed.  And  vou  have  how  many  of  them  unsettled  now? 

Mr.  Pagliai.  Only  13,000,  but  we  have  a  total  of  163,000  unfinished. 
We  have  made  settlement  with  the  payees,  but  we  have  more  work  to 
do.  We  are  waiting  for  a  Secret  Service  report  and  refund  from  the 
endoi-sers  to  close  out  the  case. 

Mr.  Steed.  Actually  in  total  then  you  have  about  $200  times  163,000 
cases  that  are  hanging  in  midair,  waiting  for  finalizing  ? 
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Mr.  Pagliai.  That  is  right ;  the  majority  of  those  are  in  the  form  of 
receivables  due  us  from  endorsers  on  Government  checks. 
Mr,  Steed.  It  gets  to  be  big  business. 
Mr.  Pagliai.  Yes,  sir. 

SPACE    situation 

Mr.  Steed.  How  about  your  facilities  and  space  situation  ? 

Mr.  Pagliai.  It  is  not  too  good.  Our  bureau  has  only  1,035  em- 
ployees, but  we  are  located  in  four  buildings  in  the  Washington  area. 
We  think  we  could  make  great  improvements  both  in  communications 
and  efficiency  if  we  could  consolidate,  and  we  do  have  a  request  for 
$325,000  to  consolidate  functions  in  two  of  those  buildings  into  one. 

Mr.  Steed.  Was  that  brought  about  by  the  fact  that  the  Treasury 
Department  is  getting  all  this  extra  work  space  in  the  old  Post  Office 
property  ? 

Mr.  Pagliai.  We  are  asking  to  move  from  the  Liberty  Loan  Build- 
ing, which  is  a  building  that  was  constructed  for  World  War  I  tem- 
porary use  and  we  are  still  using  it.  We  would  move  our  check  claims 
operation  from  that  building  plus  one  of  our  operations  in  the  main 
Treasury  to  the  General  Accounting  Office  building  where  our  check 
payment  operations  and  our  computers  are  now  located. 

Mr.  Steed.  What  would  be  the  expected  savings  from  consolidation 
once  you  got  that  done  ? 

Mr.  Pagliai.  We  think  we  could  save  between  $50,000  and  $75,000 
annually  once  we  consolidated  in  this  building. 

postal  money  orders 

Mr.  Steed.  It  is  my  understanding  that  you  process  the  postal  money 
orders  for  the  Postal  Service. 

Mr.  Pagliai.  We  are  still  processing  them,  but  they  have  put  us  on 
notice  that  beginning  in  April,  on  a  phased  basis,  they  are  going  to  take 
over  the  job  and  process  the  money  orders  in  St.  Louis,  Mo.  At  the 
moment  we  are  still  processing  all  of  them. 

Mr.  Steed.  Are  you  in  possession  of  any  information  that  would  give 
any  light  on  the  cost  factors  to  the  Postal  Service  in  terms  of  what  you 
are  charging  them  now  and  what  they  will  be  paying  once  they  go  to 
the  other  source  ? 

Mr.  Pagliai.  I  have  been  told  verbally  that  they  are  going  to  have  a 
computer  in  St.  Louis  for  other  operations  and  they  feel  they  can  do 
this  as  well. 

pay  raise 

Mr.  Steed.  What  impact  in  dollar  totals  did  the  pay  raise  make  on 
your  operations  ? 

Mr.  Pagliai.  For  the  current  fiscal  year  the  pay  increase  will  cost 
us  $221,000. 

Mr.  Steed.  You  do  not  have  built  into  your  1974  request  the  annuali- 
zation  of  that  amount  either ;  do  you  ? 

Mr.  Pagliai.  No,  sir.  That  will  be  $490,000. 

Mr.  Steed.  Have  you  absorbed  any  of  that  amount  for  the  current 
fiscal  year  ? 

Mr.  Pagliai.  We  are  absorbing  all  of  it.  The  main  reason  we  can  do 
that  is  constraints  as  to  the  number  of  employees  we  can  have  on  the  roll 
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on  June  30.  We  started  off  this  fiscal  year  very  low.  We  hired  a  few 
people  in  July,  August,  and  September,  but  we  lost  almost  the  same 
number,  which  means  that  the  first  3  months  of  this  year  we  had  a  very 
low  employment.  As  a  result  we  had  to  work  a  lot  more  overtime,  but 
we  did  save  personnel  funds  and  for  that  reason  can  absorb  the  pay 
increase. 

CAKSON   CITY   SILVER   DOLLARS 

Mr.  Steed.  Do  you  have  any  orders  for  the  Carson  City  dollars  yet  ? 

Mr.  Pagliai.  That  is  being  handled  by  the  General  Services 
Administration. 

Mr.  Steed.  How  do  you  get  involved  in  it  ? 

Mr.  Pagliai.  We  turned  the  supply  over  to  them  and  we  were  glad 
to  do  that. 

Mr.  Steed.  Were  the  dollars  physically  in  your  possession  ? 

Mr.  Pagliai.  They  were  until  the  time  we  turned  them  over  to  them, 
which  was  before  they  made  the  announcement  of  the  selling. 

Mr.  Steed.  Then  the  cost  of  moving  them  out  and  packaging  them 
and  all  that  was  no  concern  to  you  ? 

Mr.  Pagliai.  All  that  was  done  at  the  expense  of  the  General  Services 
Administration. 

government  checks 

Mr.  Steed.  Wlien  checks  are  issued  by  the  Bureau  of  Accounts,  our 
paychecks,  for  instance,  and  we  get  them  and  cash  them,  then  they  come 
back  to  you  ? 

Mr.  Pagliai.  Yes. 

Mr.  Steed.  And  you  charge  them  off  against  the  proper  account  ? 

Mr.  Pagliai.  That  is  correct. 

Mr.  Steed.  Then  they  become  a  canceled  check.  Then  what  do  you 
do  with  them  ? 

Mr.  Pagliai.  They  are  sent  to  a  General  Services  Administration 
storage  center  in  Mechanicsburg,  Pa.  They  are  held  there  for  7  years. 
Those  on  which  a  claim  is  made  or  any  form  of  inquiry  are  recalled 
from  Mechanicsburg. 

Mr.  Steed.  Then  at  the  end  of  7  years  they  are  scrapped  ? 

Mr.  Pagliai.  They  are  shredded  and  sold  as  scrap. 

Mr.  Steed.  Do  you  do  that  ? 

Mr.  Pagliai.  That  is  done  by  the  General  Services  Administration. 

Mr.  Steed.  You  turn  them  over  to  them  and  they  take  it  from  there  ? 

Mr,  Pagliai.  That  is  correct. 

Mr.  Steed.  Did  anybody  ever  tell  you  what  they  do  with  them  ? 

Mr.  Pagliai.  I  have  been  to  Mechanicsburg  and  they  have  a  very 
large  shredder  there.  After  they  shred  the  checks,  they  put  the  residue 
in  bales  and  load  the  bales  in  boxcars  and  ship  to  the  firm  with  whom 
they  made  a  contract  for  the  sale  of  this  material. 

Mr.  Steed.  And  they  are  cycled  ? 

Mr.  Pagliai.  That  is  right. 

Mr.  Steed.  Very  interesting  little  story.  I  always  suspected  you 
knew  where  they  finally  wound  up. 

Mr.  Robison. 

Mr.  Robison.  Mr.  Chairman,  it  is  a  pleasure  to  welcome  Mrs. 
Banuelos  back  before  the  subcommittee  again. 
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Mrs.  Bantjelos.  Thank  you. 

Mr.  RoBisoN.  For  her  second  appearance.  I  am  a  little  sorry  that 
our  distinguished  colleague,  Mr.  Roybal  of  California,  is  delayed  and 
his  presence  required  elsewhere  because  he  has  exhibited  a  proper  and 
understandable  interest  in  the  employment  opportunities  for  Spanish- 
speaking  Americans.  You  are  living  proof  that  there  are  such  oppor- 
tunities and  at  high  levels. 

Mrs.  Bantjelos.  That  is  right  and  I  believe  if  he  were  present  we 
have  good  news  for  him. 

Mr.  RoBisoN.  I  am  sorry  to  note  the  retirement  of  both  Mr.  Howell 
and  Mr.  Scott.  They  were  distinguished  careerists  in  this  important 
office.  We  will  miss  them,  even  as  the  Government  will  miss  them. 

But,  Mr.  Pagliai,  I  would  like  to  congratulate  you  on  your  new 
responsibilities. 

Mr,  Pagliai.  Thank  you. 

OVERTIME   COSTS 

Mr.  RoBisoN.  And  start  off  by  asking  you  about  overtime.  How 
much  in  the  way  of  overtime  are  you  paying  ? 

Mr.  Pagliai.  We  have  budgeted  for  about  $80,000  of  overtime  for 
the  entire  fiscal  year  1973.  We  have  already  spent  about  $106,000. 

Mr.  RoBisoN.  That  is  not  as  bad  as  I  had  envisioned  it  might  be, 
although  it  is  a  problem. 

Mr.  Pagliai.  But  there  is  a  period  of  the  year  when  our  overtime 
historically  is  very  heavy.  We  are  just  now  in  the  income  tax  refund 
period  when  50  million  more  checks  hit  us  in  just  a  matter  of  2  or  3 
months.  Rather  than  staff  to  meet  such  a  peak  load  we  have  been  de- 
pending on  overtime  so  this  cost  is  going  to  go  up  quite  a  bit  in  the 
next  2  or  3  months. 

Mr.  RoBisoN.  That  is  understandable.  When  you  get  to  the  new  effect 
of  the  semifederalization  of  welfare  payments  for  at  least  the  aged, 
blind,  and  permanently  disabled  categories,  how  do  you  arrive  at  your 
estimate  that  you  will  have  71,000  more  check  claims  in  1974  arising 
out  of  some  45  million  check  payments  that  will  be  made  under  that 
new  law  ? 

Mr.  Pagliai.  There  is  a  similar  Federal  program  where  men  or 
women  working  under  social  security  can  retire  if  they  are  disabled 
and  we  have  an  incident  rate  of  one  claim  for  every  677  such  checks 
issued.  We  are  using  the  same  incident  rate  for  this  type  of  payment, 
which  is  for  the  aged,  blind,  and  permanently  disabled.  We  feel  we 
have  a  similar  type  of  payment  that  we  have  had  a  lot  of  experience 
with. 

Mr.  RoBisoN.  So  out  of  your  overall  increase,  as  requested,  of  $1.4 
million,  this  item  alone,  you  tell  us,  will  require  $715,000  because  of 
this  increased  workload. 

Mr.  Pagliai.  Both  for  the  payment  of  the  checks  and  the  handling 
of  the  claims ;  that  is  correct. 

Mr.  RoBisoN.  That  amount  applies  to  both  payment  and  handling  of 
claims  ? 

Mr.  Pagliai.  Yes,  sir. 
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CLAIMS  AUTOMATION 


Mr.  RoBisoN.  When  will  the  automation-of -check-claims  project  be 
complete  ? 

Mr.  Pagliai.  We  expect  to  start  live  operations  early  in  fiscal  year 
1974.  Our  target  date  is  for  total  conversion  by  the  last  quarter  of  fiscal 
year  1974. 

Mr.  RoBisoN.  And  at,  or  about,  that  time  would  you  then  be  able  to 
respond  to  most  followup  inquiries  within  the  day  or  two  that  you 
hope  to  have  as  a  goal  ? 

Mr,  Pagliai.  Yes,  sir. 

DELIVERY  AND  CASHING  OF  CHECKS 

Mr.  RoBisoN.  That  will  be  fine.  It  might  take  some  of  us  Congress- 
men out  of  this  picture  altogether.  As  I  said  last  year,  while  this  might 
cost  us  some  political  "Brownie  points"  in  this  regard,  the  important 
thing  is  to  give  service  to  the  poor  people  who  have  lost  their  checks,  or 
had  them  stolen  from  them,  or  had  not  received  them  for  whatever 
other  reason. 

In  that  regard,  finally,  then  let  me  go  back  to  one  of  my  pet  projects 
on  the  subcommittee  and  that  is  to  find  out  what  progress,  if  any,  has 
been  made  in  your  office,  working  along  with  other  agencies  in  the 
Treasury,  including  the  Secret  Service,  the  Bureau  of  Accounts,  and 
perhaps  the  Postal  Service  corporation,  toward  improving  what  Mr. 
Howell  last  year  referred  to  as  the  "payment  procedures,"  of  the 
Federal  Government. 

Mr.  Pagliai.  For  1  entire  month  we  made  an  extra  picture  of  every 
check  that  was  referred  to  the  Secret  Service  because  of  forgery  and  we 
have  developed  several  tables  of  statistics.  This  was  just  finished  in 
February.  These  statistics  give  information  as  to  where  checks  were 
cashed,  the  type  of  identification  that  was  shown,  delay  in  cashing, 
and  so  forth.  Our  next  step  is  to  get  together  Avith  Secret  Service,  Post 
Office,  the  Bureau  of  Accounts,  and  perhaps  the  Social  Security  Ad- 
ministration to  see  what  we  can  do  to  cut  down  on  the  number  of  checks 
that  are  stolen  and  forged.  We  feel  we  have  a  base  to  work  from  with 
all  these  statistics. 

Mr.  RoBisoN.  Do  you  suppose  that,  by  next  year,  you  can  give  us 
some  specific  information  as  to  improvements  or  recommendations  for 
improvements  along  these  lines  ? 

Mr.  Pagliai.  I  will  see  to  it. 

Mr.  RoBisoN,  That  is  the  best  promise  anyone  could  make. 

Thank  you,  Mr.  Chairman.  I  have  no  further  questions. 

RESOLUTION   AND   ROLLCALL 

Mr.  Steed.  With  the  indulgence  of  our  witnesses  I  would  like  to 
suspend  the  hearing  now  for  just  a  very  brief  moment  so  we  can 
transact  a  piece  of  very  urgent  committee  business. 

We  have  the  Secret  Service  scheduled  for  tomorrow  and  by  urgent 
request  of  the  Commissioner  and  my  own  strong  feeling  we  have  a 
resolution  now  that  could  only  be  considered  when  a  quorum  of  the 
committee  is  present.  It  must  "be  disposed  of  by  a  rollcall  and  I  will 
ask  the  clerk  to  report  the  resolution  and  call  the  roll  in  the  order  of 
seniority. 
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Mr.  Gunnels  [reading] 


Resolved  that  due  to  the  necessity  of  discussing  matters  possibly  affecting  the 
national  security,  the  hearings  concerning  the  U.S.  Secret  Service  and  certain 
matters  relating  to  the  Bureau  of  Engraving  and  Printing  shall  be  held  in 
executive  session. 

Mr.  RoYBAL.  I  move  its  adoption,  Mr.  Chairman. 

Mr.  RoBisoN.  I  second  it. 

Mr.  Steed.  The  clerk  will  call  the  roll. 

Mr.  Gunnels  ?  Mr.  Steed  ? 

Mr.  Steed.  Aye. 

Mr.  Gunnels.  Mr.  Addabbo? 

Mr.  Addabbo.  Aye. 

Mr.  Gunnels.  Mr.  Roybal  ? 

Mr.  RoYBAL.  Aye. 

Mr.  Gunnels.  Mr.  Bevill  ? 

Mr.  Bevill.  Aye. 

Mr.  Gunnels.  Mr.  Robison  ? 

Mr.  RoBisoN.  Aye. 

Mr,  Gunnels.  Mr.  Myers  ? 

Mr.  Myers.  Aye. 

Mr.  Gunnels.  Mr.  Miller  ? 

Mr.  Miller.  Aye. 

Mr.  Gunnels.  Those  are  all  that  ar©  present  and  a  quorum  is 
present. 

Mr.  Steed.  By  unanimous  vote  the  motion  has  been  approved.  We 
will  now  resume  the  hearing  and  it  is  my  honor  and  pleasure  at  this 
stage  in  the  proceedings  to  introduce  and/or  present  to  Mr.  "Bulldog" 
Roybal  a  very  beautiful  and  distinguished  Spanish-sumamed  official 
of  our  Government. 

Mr.  RoYBAL.  Thank  you,  Mr.  Chairman. 

I  suppose  the  introduction  is  due  to  the  fact,  Mrs.  Banuelos,  that 
I  have  served  on  this  committee  now  starting  my  third  year,  and  ask 
every  department  the  same  questions.  I  had  the  pleasure  of  welcoming 
you  to  the  committee  last  year  and  I  welcome  you  again  this  year. 

Mrs.  Banuelos.  Thank  you. 

employment   of   SPANISH   SPEAKING 

Mr.  RoYBAL.  During  my  service  on  this  committee©  I  have  been 
inquiring  of  every  department  that  comes  before  us  about  their  em- 
ployment practices,  particularly  as  they  affect  the  Spanish  speaking 
of  the  United  States. 

The  main  reason  for  it  is  that  I  feel  that  the  Government  as  a  whole, 
not  only  here  in  Washington,  but  throughout  the  United  States, 
doesn't  really  realize  that  there  is  a  large  Spanish-speaking  minority, 
which  is  the  second  largest  in  the  United  States,  and  because  they 
still  haven't  caught  on  to  the  idea  that  this  group  does  exist,  the 
Spanish  speaking  do  not  occupy  the  positions  in  Government  that 
they  should. 

May  I  also  point  out  that  the  Department  of  the  Treasury  is  quite 
lacking  in  that  respect.  For  an  example,  in  1969  the  Treasurer's  Office 
had  approximately  916  employees.  Only  two  had  Spanish  surnames. 
That  is  0.2  percent.  Then  they  finally  got  another  one  in  1970,  the  same 
three  in  1971,  and  then  some  progress  was  made  in  1972  and  as  of 
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December  1972,  14  have  Spanish  surnames  out  of  1,041  hired,  which 
gives  you  a  percentage  of  1.5,  which  is  considerably  less  than  the 
average  percentage  in  Government  as  a  whole. 

The  average  percentage  in  Government  up  to  a  month  ago  was  2.9. 
It  is  my  understanding  that  it  may  be  three  at  the  moment.  But  even 
at  that  it  is  still  much  less  than  the  position  percentagewise  that  the 
Spanish  speaking  comprise  in  the  overall  population. 

For  an  example,  in  some  departments  of  the  Treasury,  98  percent 
of  all  employees,  were  of  one  particular  ethnic  group.  I  applaud  the 
fact  that  opportunity  was  made  available  to  the  black  community  of 
the  United  States  and  I  hope  that  they  continue  to  employ  them  and 
give  them  all  the  possible  opportunities.  I  don't,  however,  want  employ- 
ers to  forget  that  there  is  a  Spanish-speaking  minority  in  this  Nation 
and  that  they  have  not  been  given  the  opportunities  that  other  minori- 
ties have. 

The  only  other  minority  that  has  as  much  to  complain  about  is  the 
American  Indian.  There  may  even  be  some  department  where  the 
American  Indian  rates  better  percentagewise  in  employment  than  the 
Spanish  speaking. 

I  make  these  statements  because  this  cuts  across  all  departments  of 
the  Government.  I  complimented,  this  morning  the  Bureau  of  the 
Mint.  They  finally  got  up  to  8.6  percent  Spanish-speaking  employ- 
ment and  I  see  no  reason  why  all  departments  under  Treasury  should 
not  make  equal  employment  opportunities  available  to  everyone.  It  is 
my  intention  to  continue  to  bring  this  subject  up  until  I  see  some 
kind  of  improvement  in  all  departments. 

Mrs.  Bantjelos.  Will  you  furnish  recent  statistics,  Mr.  Pagliai. 

Mr.  Pagliai.  In  calendar  year  1972,  of  the  67  net  increase  in  per- 
sonnel in  our  bureau,  13  were  Spanish  surnamed.  This  did  increase 
our  overall  percentage  of  Spanish-speaking  people. 

Mr.  RoYBAL.  Yes,  I  have  that  figure  here  and  I  know  you  did  well 
and  I  compliment  vou  for  that  effort  over  a  period  of  1  year. 

Now,  I  hope  that  the  same  can  continue  this  fiscal  year  and  the 
next  so  that  eventually  we  can  get  up  to  a  point  where  one  need  not 
mention  the  existence  of  discrimination. 

But  at  present  if  you  look  at  your  own  figures  and  at  your  overall 
personnel  practice,  one  can  easily  accuse  the  Department  of  discrimi- 
nating against  the  Spanish  speaking  and  be  justified  in  so  doing. 

What  I  am  saying  is  that  sometimes  insofar  as  a  particular  group 
is  concerned  we  don't  recruit  and  apply  the  necessary  effort  and 
interest  that  is  necessary  to  get  them  into  Government  employment. 

Looking  into  the  future,  what  plans  do  you  have  to  try  to  encourage 
the  employment  of  Spanish  speaking  within  the  Office  of  the 
Treasurer  ? 

Mr.  Pagliai.  We  expect  to  make  good  progress.  Our  personnel  officer 
has  a  Spanish  surname.  As  to  some  of  the  steps  we  have  taken,  the 
Treasurer  was  the  keynote  speaker  at  the  national  convention  of  the 
American  G.I.  Forum.  I  attended  it  and  members  of  my  personnel  staff 
attended.  We  maintain  active  contacts  with  minority  organizations 
such  as  IMAGE,  FEW,  LUI^AC,  G.I.  Forum,  D.C.  Metro  EEO  Coun- 
cil and  are  establishing  informal  contacts  with  minority  group  leaders 
to  help  us  recruit  more. 


319 

Mr.  RoYBAL.  These  contacts  are  all  good  and  I  don't  say  they 
shouldn't  be  done,  but  there  has  to  be  some  contact  with  universities. 
You  must  be  able  to  establish  some  rapport  with  the  various  colleges, 
particularly  in  California.  It  is  the  consensus  of  opinion  of  Spanish- 
speaking  students  that  the  Federal  Government  is  no  place  for  them 
to  seek  employment  because  opportunity  is  not  made  available  to 
them.  This  opinion  has  been  expressed  to  me  by  students  at  UCLA, 
at  the  University  of  California,  at  Pepperdine  College,  and  at  the 
various  State  colleges  that  I  visit. 

What  I  am  saying  is  that  this  attitude  has  to  change. 

The  reason  perhaps  that  the  percentage  of  Spanish-speaking  em- 
ployees is  so  low  may  be  twofold.  While  I  think  that  Government 
in  this  instance  has  failed  to  a  great  extent,  I  don't  think  that  employ- 
ment is  the  sole  responsibility  of  Government.  We  in  the  community 
haven't  done  enough  to  promote  the  advantages  of  working  for  the 
Government  of  the  United  States  and  I  think  that  something  must  be 
done  by  personnel  directors  in  Goveriunent  to  enlist  the  help  of  com- 
munity organizations  as  you  state  you  are  doing  and  enlist  the 
help  of  teachers,  professors,  and  the  various  student  and  school 
organizations. 

In  another  committee  I  was  told  that  it  is  most  difficult  to  get  quali- 
fied employees  to  come  to  work  for  the  Federal  Government. 

They  also  tell  me  that  there  isn't  enough  of  an  effort  being  applied 
to  get  members  of  minority  groups  to  come  to  Government  and  they 
are  asking  now  for  an  appropriation  for  travel  to  be  able  to  do  this. 

I  am  going  to  support  that  because  I  think  that  a  direct  contact 
should  be  made  with  universities  and  so  forth. 

Mrs.  Bantjelos.  We  don't  have  that  problem.  We  have  enough 
applications. 

While — excuse  me — I  was  campaigning,  I  let  them  know  that  if  they 
were  interested  in  working  for  the  Government  they  could  submit  their 
resumes  to  our  office. 

Mr.  RoYBAL.  But,  Mrs.  Banuelos,  out  of  125  newly  hired  employees, 
only  14  were  Spanish  speaking,  so  if  you  have  a  lot  of  applications 
then  they  haven't  been  considered  for  these  jobs. 

Mrs.  Banuelos.  We  happen  to  have  a  lot  of  applications  from  other 
people  ahead  of  those,  but  we  are  bringing  in  as  many  as  we  can  and 
we  have  enough  applications.  If  we  cannot  hire  these  people  within 
our  bureau,  we  supply  their  applications  to  others  that  are  interested 
in  hiring.  I  can  tell  you  that. 

Mr.  RoYBAL.  This,  of  course,  may  be  true,  but  the  situation  as  I 
see  it,  based  on  your  figures,  is  that  you  have  had  an  increase  of  125 
new  positions  and  only  14  of  those  hired  were  Spanish  speaking. 

In  view  of  the  fact  that  this  particular  minority  is  so  far  down  the 
line,  it  seems  to  me  that  more  of  an  effort  could  have  been  made  to 
hire  more  than  the  14. 

Mr.  Pagliai.  I  understand. 

Mr.  RoTBAL.  Wliat  I  am  looking  at  is  that  percentagewise  not  enough 
of  these  positions  were  made  available  to  the  Spanish  speaking,  based 
on  the  fact  that  the  Spanish  speaking  at  the  time  had  a  0.2  percent 
rate. 

So  you  have  increased  Spanish-speaking  employment  over  a  period 
of  years  from  0.2  to  1.5.  We  appreciate  the  fact  that  there  has  been 
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some  increase,  but  there  isn't  a  single  department  in  the  service  that 
doesn't  show  some  kind  of  an  increase. 

At  this  rate  of  increase  it  would  take  us  60  years,  just  to  catch  up. 
Sixty  years  is  too  long  to  wait.  This  is  what  the  Spanish-speaking 
youngsters  in  schools  all  over  the  country  are  complaining  about.  That 
we  train  them  for  what?  Employment  opportunities?  Where  do  they 
exist?  If  you  talk  to  them  about  coming  to  work  for  the  Federal 
Government,  you  have  to  sell  them  on  the  idea  that  the  discrimination 
of  the  past  is  decreasing  and  their  applications  and  subsequent  em- 
ployment could  serve  as  the  vehicle  that  is  needed  to  end  discrimination. 

So  I  hope  that  next  year  I  will  be  able  to  compliment  the  Office  of 
the  Treasurer  as  I  have  the  Bureau  of  the  Mint. 

That  is  all,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Myers. 

Mr.  Myers.  Mrs.  Banuelos,  I  will  congratulate  you  for  the  good 
job  you  have  been  doing,  you  and  your  colleagues. 

Mrs.  Banuelos.  Thank  you. 

SPACE 

Mr.  Myers.  I  have  a  few  questions  I  would  like  to  submit  to  you. 

First,  you  have  an  item  of  $325,000  you  mentioned  a  moment  ago 
for  consolidation.  As  I  understand,  that  is  just  a  consolidation  of  two 
of  the  four  buildings  you  now  occupy  in  the  District  of  Columbia. 

Instead  of  having  four  after  this  you  will  have  three  buildings. 

Mr.  Pagliai.'  That  is  correct  and  it  will  consolidate  like  activities. 

reimbursements 

Mr.  Myers.  Then  you  have  another  item  to  offset  the  loss  of  reim- 
bursements from  the  U.S.  Postal  Service  for  $90,000.  Wliat  is  that 
item? 

Mr.  Pagliai.  Our  electronic  programs  for  processing  checks  are  so 
similar  to  the  programs  for  processing  money  orders  that  the  same  pro- 
gramers  do  both,  and  we  share  the  cost  with  the  U.S.  Postal  Service. 

However,  when  we  lose  the  postal  money  order  job,  we  will  still 
have  to  keep  the  programs  current  for  processing  checks.  Also  we 
share  the  cost  of  division  chiefs  and  supervisors  between  checks  and 
money  orders,  but  once  we  lose  the  money  order  job  we  can't  very  well 
fire  the  division  chief  or  split  him  in  half,  so  some  of  the  fixed  costs  will 
remain  even  though  we  lose  the  postal  money  orders. 

Mr.  Myers.  In  other  words,  the  workload  is  going  to  be  reduced, 
but  you  are  going  to  keep  some  of  the  people  so  those  are  reimbursable 
funds  that  you  have  lost  ? 

Mr.  Pagliai.  That  is  correct. 

Mr.  Myers.  AVhile  we  are  speaking  of  reimbursable  funds,  I  notice 
that  you  have  several  items  here  for  local  area  banking  operations 
such  as  currency  processed  for  local  area  banks  and  coins  processed  for 
local  area  banks.  Why  is  that  not  reimbursed  by  the  banks  using  the 
service  ? 
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Mr.  Pagltai.  The  operation  we  perform  with  respect  to  unfit  cur- 
rency for  local  area  banks  is  reimbursed,  but  the  furnishing  of  the  coin 
or  the  new  currency  is  not  because  they  could  come  to  our  counter  and 
ask  for  the  coin  and  currency.  Instead  of  that  they  send  Brinks  to  a 
designated  place  and  pick  up  the  coin  and  currency. 
'  Mr.  Myers.  What  does  this  cost  them?  You  don't  pay  Brinks  do 
you? 

Mr.  Pagliai.  No,  sir.  All  we  do  is  accept  orders  for  new  currency  and 
for  coin  from  the  local  banks  and  we  furnish  that  in  bags  or  pouches 
to  Brinks  to  deliver  to  the  local  banks.  All  operations  that  have  to  do 
with  the  unfit  currenc}^  are  reimbursed  by  the  Federal  Resen^e  System. 

Mr.  Myers.  In  reimbursements  I  also  note  that  there  are  1,225,000 
items  handled  for  the  Tennessee  Valley  Authority.  Is  the  Office  of 
the  Treasurer  reimbursed  for  handling  those  checks  for  TVA? 

Mr.  Pagliai.  No,  sir.  We  do  not  get  reimbursement  for  that,  but 
we  are  reimbursed  for  the  items  we  handle  for  the  Railroad  Retire- 
ment Board. 

Mr.  Myers.  Why  do  you  discriminate  against  Railroad  Retirement 
and  charge  them  when  you  don't  charge  TVA? 

]Mr.  Pagliai.  The  Railroad  Retirement  Board,  pursuant  to  an  agree- 
ment, reimburses  Treasury  for  the  costs  of  issuing  and  retiring  their 
checks.  We  have  no  such  agreement  with  the  Tennessee  Valley  Author- 
ity. I  will  be  glad  to  look  into  this  matter. 

Mr.  Myers.  Would  you  let  me  know  why  you  don't  charge  TVA? 

Mr.  Pagliai.  I  sure  will. 

[The  information  follows :] 

REIMBXJESEMENT    FOR    SERVICES    PROVIDED   TVA 

The  act  of  Au^st  14,  1950  (31  U.S.C.  157)  authorizes  Government  agencies 
to  reimburse  the  Office  of  the  Treasurer  of  the  United  States  for  authorized 
services  performed  by  that  Office  for  the  agencies,  when  no  funds  have  been 
appropriated  to  the  Treasurer's  Office  for  such  services.  The  statute  states  that 
the  term  "Government  agency"  includes  wholly  owned  or  mixed-ownership 
Government  corporations.  The  statute  is  permissive  in  nature,  and  has  been 
interpreted  as  allowing  an  administrative  determination  as  to  whether  reim- 
bursement is  warranted  under  the  circumstances. 

Pursuant  to  31  U.S.C.  157,  the  Treasurer's  Office  is  reimbursed  by  the  Railroad 
Retirement  Board,  an  independent  agency  in  the  executive  branch  of  the  Gov- 
ernment, for  costs  incurred  in  paying  and  reconciling  the  Board's  cnecKs  and 
processing  related  check  claims.  At  the  present  time,  the  Treasurer's  Office  is 
not  reimbursed  for  like  services  performed  for  the  Tennessee  Valley  Authority, 
a  wholly  owned  Government  corporation. 

Budget  estimates  for  fiscal  year  1974  indicate  that  the  Treasurer's  Office  will 
handle  14,367,000  Railroad  Retirement  Board  checks  and  1,225,000  TVA  checks. 
Handling  costs  are  estimated  to  be  $134,000  for  the  Board's  checks  and  $11,000 
for  the  TVA  checks.  In  order  to  charge  correctly  for  services  rendered,  an 
accounting  must  be  kept  of  all  checks  paid  and  check  claims  processed  for  the 
particular  agency.  In  the  case  of  the  Board,  this  work  is  warranted  because 
of  the  amount  of  reimbursement  involved. 

However,  if  the  cost  of  clerical  time  required  to  keep  an  accounting  is  sub- 
tracted from  the  prospective  $11,000  TVA  reimbursement,  the  resulting  amount 
becomes  relatively  insignificant.  Therefore,  we  have  not  attempted  to  obtain 
reimbursement  from  the  Tennessee  Valley  Authority. 


322 

INCREASES 

Mr.  Myeks.  There  are  a  couple  or  three  last  items  here. 

For  "transportation  of  things"  you  are  asking  for  $51,300.  That  is  an 
increase  of  over  200  percent  from  last  year. 

Mr.  Pagliai.  That  is  made  up  of  $33,000  to  move  from  our  Liberty 
Loan  Building  operations  to  the  GAO  Building,  actual  cost  of  moving 
equipment 

Mr.  Myers.  You  just  had  $325,000  for  consolidation  over  here  in 
the  previous 

Mr.  Pagliai.  That  is  part  of  the  325 

Mr.  Myers.  Part  of  the  $325,000. 

Mr.  Pagliai.  Yes,  sir. 

Mr.  Myers.  Where  is  the  rest  of  the  $325,000  in  those  figures  on 
TUS-6? 

Mr.  Pagliai.  Under  "Other  services"  we  have  $207,000  for  remodel- 
ing and  painting,  et  cetera;  under  "Equipment"  we  have  $27,000; 
and  under  "Communications"  we  have  $58,000.  With  the  $33,000  pre- 
viously mentioned,  I  think  that  totals  the  $325,000. 

Mr.  Myers.  You  have  a  big  increase  in  "Rent,  communications,  and 
utilities,"  approximately  a  50-percent  increase. 

Mr.  Pagaliai.  Part  of  that  is  to  annualize  the  rental  provided  for 
this  year  for  the  check  claims  automation  project. 

Mr.  Myers.  You  are  going  to  be  paying  rent  two  places  for  a  while 
then  ?  Is  that  what  you  are  saying  ? 

Mr.  Pagliai.  No.  We  didn't  have  rent  for  the  entire  fiscal  year 
1973  in  our  1973  budget.  Now  we  are  asking  for  a  full  12  months,  so 
this  is  an  annualization  item. 

Mr.  Myers.  It  went  up  last  year  300  percent. 

Mr.  Pagliai.  Plus  $72,000  because 

Mr.  Myers.  And  you  had  300  percent  last  year. 

Mr.  Pagliai.  $128,000  for  increased  workload  under  the  social  se- 
curity amendments;  $140,000  for  annualization;  $26,000  because  of 
the  loss  of  the  postal  money  orders ;  and  $49,000  for  peripheral  equip- 
ment. 

Mr.  Myers.  Here  in  2  years  your  rent,  communications,  and  utilities 
accounts  went  from  $288,000  to  $1,304,000.  That  is  an  awfully  big 
jump  in  2  years.  Rather  than  take  your  time  now  could  you  provide 
what  the  money  was  spent  for  last  year,  that  $859,000,  how  it  was 
spent,  and  what  this  next  $1.3  million  is  going  to  be  spent  for? 

Mr.  Pagliai.  I  will  be  glad  to. 

[The  information  follows :] 

Explanation  of  Increase  in  Rent  and  Communications 

The  requirements  of  the  Office  of  the  Treasurer  of  the  United  States  for  rent 
and  communications  have  increased  from  $289,000  in  fiscal  year  1972  to  $1,304.- 
000  in  fiscal  year  1974.  For  the  most  part,  the  increases  are  due  to  the  installa- 
tion of  a  computer  system  to  service  cheek  claims.  This  .system  will  have  about 
100  terminals  directly  connected  with  the  computer  to  provide  immediate  ac- 
cess to  a  claims  information  file,  as  well  as  to  create  and  update  the  file  and 
prepare  correspondence.  A  terminal-oriented  system  such  as  this  makes  ex- 
tensive use  of  telephone  lines  between  the  terminals  and  the  computer,  and  in 
our  case  most  of  the  terminals  will  be  located  more  than  1  mile  from  the 
computer. 
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other  major  factors  are  (1)  increases  in  the  higher  cost  of  telecommunica- 
tions service  provided  by  the  General  Services  Administration  and  increased 
reimbursements  to  the  U.S.  Postal  Service  for  the  cost  of  mailings,  and  (2)  in- 
creased equipment  and  communications  requirements  arising  from  the  effects  of 
the  Social  Security  Amendments  of  1972.  Following  is  a  more  detailed  explana- 
tion of  the  increases : 

Thousands 

1972    costs $289 

Increases  for  1973 : 

Computer    rental    and    communications    lines   to   test    check   claims 
system    476 

Increased  rental  for  equipment  to  pay  checks 11 

Increased  reimbursements  to : 

General  Services  Administration 3 

U.  S.  Postal  Service 80 

Total  570 

1973  cost 859 

Increases  for  1974 : 

Check  claims  computer  rental : 

On-site  equipment 140 

New  peripheral  equipment 49 

Increased  reimbursements  to : 

General  Services  Administration 3 

U.S.   Postal    Service 7 

Requirements  arising  from  increased  check  payment  and  check  claims 

workloads  under  Social  Security  Amendments  of  1972 162 

Rental  costs  previously  shared  with  the  U.  S.  Postal  Service  which 

will  now  have  to  be  paid  in  full  by  the  Treasurer's  Office 26 

Costs  of  consolidating  activities  : 

Moving  and  installing  telephones 8 

Computer   terminal   installations 50 

Total  445 

1974  costs 1,  304 

Mr.  Myers.  That  is  all  I  have,  Mr.  Chairman. 

Mr,  Steed.  Mr.  Miller. 

Mr.  Miller.  Yes. 

Mrs.  Banuelos,  your  testimony  is  very  good  indeed. 

Mrs.  Banuelos.  Thank  you. 

reimbursements 

Mr.  Miller.  I  notice  that  you  have  a  figure  of  $12,700,000  as  the 
amount  of  the  appropriation  in  total.  Do  you  have  other  incoming 
funds  such  as  special,  revohnng  or  reimbursable  that  would  give  us 
pan  idea  as  to  how  much  it  takes  in  total  in  order  to  operate  your 
department  ? 

In  other  words,  this  would  be  the  appropriation  amoimt  of  $12.7 
million,  but  what  does  your  total  budget  call  for  and  where  do  those 
funds  come  from  ? 

Mr.  Pagliai.  We  have  an  additional  $1.2  million  which  are  reimburs- 
able funds  primarily  from  the  U.S.  Postal  Service  and  the  Federal 
Reserve  System.  Reimbursements  from  the  Postal  Service  are  for  the 
processing  of  postal  money  orders.  Those  from  the  Federal  Reserve 
System  are  for  the  unfit  currency  operations. 

Mr.  Miller.  That  is  the  total  that  is  added  ? 


324 

Mr.  Pagiliai.  Yes,  sir. 

Mr.  MiiJLER.  So  your  total  budget  is  $13.9  million  ?  Is  that  what  we 
are  saying? 

Mr.  Pagliai.  Yes,  sir. 
Mr.  Miller.  Very  good. 
Thank  you,  Mr.  Chairman. 
Mr.  Steed.  Any  further  questions  ? 
Mr.  Myers.  No,  Mr.  Chairman. 

CHECK   forgery   INSURANCE  FUND 

Mr.  Steed.  We  now  have  the  check  forgery  insurance  fund. 

Do  you  have  a  statement  on  it  or  could  you  make  a  short  statement 
by  way  of  explanation  ? 

Mr.  Pagliai.  Last  year  an  additional  $1.8  million  was  appropriated 
for  this  fund.  We  are  not  asking  for  any  additional  funds  in  this  sub- 
mission. That  increase  has  been  a  big  help  to  us  in  expediting  settle- 
ments with  payees.  We  can  make  settlement  without  waiting  for  re- 
covery from  the  endorsers. 

Mr.  Steed.  What  is  the  status  of  the  fund  that  you  anticipate  at 
the  end  of  this  fiscal  year  ? 

Mr.  Pagliai.  As  of  February  28  we  had  a  $1  million  receivable 
balance  in  the  fund.  In  other  words,  we  had  issued  that  much  in  settle- 
ment checks  and  there  was  $1  million  due  the  Government  from  en- 
dorsers on  checks.  We  had  $800,000  available  less  the  $60,000  that  has 
been  irretrievably  lost  in  using  the  revolving  fund  since  1941. 

Mr.  Steed.  And  you  are  in  fine  shape  for  any  problem  that  will  come 
up  this  next  fiscal  year  ? 

Mr.  Pagliai.  Yes,  sir. 

Mr.  Steed.  Has  the  use  of  the  fund  been  about  in  line  with  the 
normal  trend  the  last  several  years  ? 

Mr.  Pagliai.  Yes,  sir.  We  feel  we  did  a  pretty  good  job  of  estimating 
the  amount  we  needed. 

Mr.  Steed.  You  had  no  new  developments  of  any  unusual  nature  ? 

Mr.  Pagliai.  No,  sir. 

Mr.  Steed.  Mr.  Robison. 

Mr.  Robison.  No  questions,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Myers. 

Mr.  Myers.  I  think  what  you  are  saying  is  that  there  has  been  no 
drastic  influx  in  claims  against  this  account;  is  that  correct,  no  drama- 
tic changes  in  the  amount  of  claims  ? 

Mr.  Pagliai.  No  dramatic  change  and  our  estimate  of  recover}^  time 
was  pretty  good  so  that  the  amount  of  the  fund  is  just  right. 

Mr.  Myers.  Of  course  we  increased  last  year  considerably. 

Mr.  Pagliai.  Yes. 

Mr.  Myers.  Has  there  been  no  great  increase  in  the  claims  against 
the  account  in  the  last  2  or  3  years  ? 

Mr.  Pagliai.  That  is  correct.  There  has  been  no  great  increase  in 
claims,  but  it  was  necessary  to  increase  the  amount  in  the  revolving 
fund  to  enable  us  to  make  settlements  upon  receipt  of  a  formal  claim 
from  the  payee  rather  than  wait  for  recovery  from  the  endorsers. 

Mr.  Myers.  Thank  you. 

That  is  all. 
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Mr.  Steed,  Mr.  Miller. 

Mr.  Miller.  No  further  questions. 

Thank  you. 

Mr.  Steed.  Thank  you  very  much  and  on  behalf  of  the  committee 
I  want  to  express  our  thanks  and  our  appreciation  and  our  pleasure. 
We  are  glad  you  were  here  today.  It  is  always  nice  to  have  you  here  and 
we  hope  to  see  you  again. 

Mrs.  Banuelos.  Thank  you  very  much. 

Mr.  Steed.  I  think  you  are  doing  a  fine  job  and  you  are  carrying 
the  banner  for  two  things  that  I  think  are  very  commendable.  One, 
you  are  a  very  fine  credit  to  the  minority  that  we  hear  so  much  about 
here.  Also,  you  are  a  very  fine  credit  to  the  fair  sex  and  they  are  not 
a  minority. 

Mrs.  Banuelos.  Thank  you. 

Mr.  Steed.  Without  objection,  the  justification  material  will  be 
made  a  part  of  the  record  at  this  point.  The  committee  will  stand  ad- 
journed until  10  o'clock  in  the  morning. 
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Justification  of  the  Budget  Estimate 


OFFICE  OF  THE  TREASURER 

Federal  Funds 
General  and  special  funds: 

Salaries  and  Expenses 

For  necessary  expenses  of  the  Office  of  the  Treasurer,  [$11,- 
300,000]  $12,700,000.  (31  U.S.C.  I4I,  I42,  lU,  146-148,  157,  545, 
548,  661,  686,  1023,  12  U.S.C.  121,  122,  413,  4I6,  417,  420;  Treasury 
Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 

Identification  code  15-50-2000-0-1-904  1972  actual      1973  est.        1974  est. 

Program  by  activities: 
Direct  program: 

1.  Payment     and     reconciliation     of 

checks 2.714  2.996  3.331 

2 .  Processing  check  claims 4,  749  5 .  699  6, 670 

3.  General  banking  services .  980  1 .  024  1 ,  035 

4.  Maintenance         of         Treasurer's 

accounts 679  708  739 

5.  Payment  and  custody  of  securities.  521  562  565 

6.  Executive  direction 330  319  361 

Total  direct  program 9.973         11.308         12.701 

Reimbursable  program: 

1.  (a)  Payment  and  reconciliation  of 

checks 54  59  59 

(b)  Processing  postal  money  orders.  502  506  252 

(c)  Other  services 106    

2.  Processing  check  claims 68  74  75 

3.  General  banking  services 667  775  785 

Total  reimbursable  program 1,397  1.414  1.171 

Total  program  costs,  funded 11,370  12.722  13,872 

Change  in  selected  resources  ' 60  —8  — 1 

10  Total  obligations 11.430         12.714         13.871 
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Financing: 

Receipts  and  reimbursements  from: 

II        Federal  funds -735  —639  —386 

14        Non-Federal  sources —662  —775  —785 

25    Unobligated  balance  lapsing I 

Budget  authority 10,035  11,300  12,700 

Budget  authority: 
40    Appropriation 9.805  11.300  12.700 

42  Transferred  from  other  accounts 230 

43  Appropriation  (adjusted) 10,035  11,300  12,700 

Relation  of  obligations  to  outlays: 

71  Obligationsincurred.net 10.033  11.300          12.700 

72  Obligated  balance,  start  of  year 645  528               556 

74    Obligated  balance,  end  of  year. _.  —528  -556            —556 

77    Adjustments  in  expired  accounts —4     

90  Outlays 10.147         11.272         12.700 

'  Selected   resources   as   of   June   30   are   as   follows: 

1972 
adjust- 
1971  menl  1973  1974 

U.S.  unissued  currency 1,347  1,346  1,346  1,345 

Stores 74  75  75  75 

Undelivered  orders 28  88  80  80 

Total  selected  resources...         1,449  1,509  1,501  1,500 

1.  Payment  and  reconciliation  oj  checks. — The  major 
function  of  this  activity  is  the  maintenance  of  checking 
accounts  of  Government  officers  who  are  authorized  to 
issue  checks  on  the  Treasurer  of  the  United  States,  inchid- 
ing  the  payment  of  the  checks  and  the  reconciliation  of 
checks  paid  to  check  issue  data  received  from  the  dis- 
bursing officers.  The  data  processing  equipment  used  in  the 
Government  check  operations  is  also  used  to  process  postal 
money  orders  on  a  reimbursable  basis;  however,  during 
1974  the  money  order  processing  will  be  assumed  by  the 
U.S.  Postal  Service. 

In  addition,  the  equipment  is  used  to  process  Federal 
tax  deposit  forms  representing  payments  of  corporation, 
employment,  and  excise  taxes  deposited  to  the  Treasurer's 
account.  The  Federal  Reserve  banks  send  the  forms  to 
the  Treasurer  for  balancing  to  the  amounts  credited  to  the 
the  Treasurer's  account  and  conversion  of  the  deposit  data 
onto  magnetic  tape.  The  tape  records  are  then  sent  to  the 
Internal  Revenue  Service  for  further  processing. 

Other  functions  performed  by  this  activity  include  the 
balancing  of  individual  debit  and  credit  transactions  in  the 
Treasurer's  account  to  cash  letters  submitted  by  the  Fed- 
eral Reserve  banks  and  other  depositaries,  both  domestic 
and  overseas,  and  the  reconciliation  of  deposits  to  the 
Treasurer's  account  to  deposit  reports  received  from  the 
depositing  officers. 


828 

MAJOR    APPROPRIATED    FUND    WORKLOAD 
[In  thousands  of  items] 

1972  actual     1973  csiimaU      1974  tslimale 

Checks  paid  and  reconciled 639.871  651.547  710.661 

Checks  processed  per  man-year,  exclud- 
ing retroactive  social  security  pay- 
ments          2.921  2.991  3.040 

2.  Processing  check  claims. — This  activity  processes  all 
claims  for  proceeds  of  Government  checks.  The  operations 
include  the  adjudication  of  claims  against  the  United 
States  and  the  enforcing  of  claims  of  the  United  States 
against  banks,  endorsers,  principals,  and  sureties  or  other 
parties  having  liabihty  due  to  the  fraudulent  or  otherwise 
improper  negotiation  of  checks. 

Salaries  and  Expenses — Continued 
APPROPRIATED    FUND    WORKLOAD 

Check  claims  cases:  '972   actual      1973   estimate      1974   estimate 

On  hand  beginning  of  year 125.921  128.560  128.560 

Received                                668.727  680.000  763.000 

Completely  processed 666.090  680.000  763.000 

On  hand  end  of  year 128.560  128.560  128.560 

Cases  processed  per  man-year 1 .  664  1 .  578  1 .  640 

3.  General  hanking  services. — General  banking  services 
are  provided  for  Government  accountable  officers  and  for 
banks  in  the  District  of  Columbia.  All  mutilated  currency, 
as  well  as  unfit  currency  received  from  local  sources,  is 
processed  for  retirement  in  Washington. 

WORKLOAD    OF    MEASURABLE   OPERATIONS 
[In  thousands) 

1972   actual     1973  estimate      1974  estimate 

Currency  processed  for  local  area  banks_  48, 209  52. 000  55. 000 
Coin  processed  for  local  area  banks....  635.126  640.000  650.000 
Checks,  drafts  and  money  orders  proc- 
essed for  collection 8.464  8,600  8,700 

4.  Maintenance  of  Treasurer's  accounts. — Controlling 
accounts  covering  receipts  and  disbursements  are  main- 
tained for  all  funds  placed  in  the  custody  of  the  Treasurer, 
and  reports  are  prepared,  including  the  daily  statement  of 
the  U.S.  Treasury  and  a  monthly  statement  of  money 
held  in  Treasury  and  paper  currency  in  circulation. 

5.  Payment  and  custody  of  securities . — This  activity  pays 
the  principal  and  interest  on  pubUc  debt  obUgations  pre- 
sented to  the  Treasurer,  including  those  of  Governnient 
corporations,  and  provides  safekeeping  facilities  for  savings 
bonds  for  Coast  Guard  and  Peace  Corps  personnel  and  for 
securities  held  for  Government  agencies  and  trust  funds. 
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Object  Classification  (in  thousands  of  dollars) 


Identification  code  15-50-2000-0-1-904  1972  actual      1973  est.        1974  est. 


Personnel  compensation: 
II.  1         Permanent  positions 

11.3        Positions  other  than  permanent 

11.5        Other  personnel  compensation 

Total  personnel  compensation... 

Direct  obligations: 

Personnel  compensation 

12. 1     Personnel  benefits:  Civilian 

21.0    Travel  and  transportation  of  persons. 

22.0    Transportation  of  things 

23.0    Rent,  communications,  and  utilities.. 

24. 0    Printing  and  reproduction 

25.0    Other  services 

26. 0    Supplies  and  materials 

31.0  Equipment 

Total  direct  obligations 

Reimbursable  obligations: 
Personnel  compensation 

12. 1  Personnel  benefits:  Civilian 

21.0    Travel  and  transportation  of  persons. 

22.0    Transportation  of  things 

23. 0    Rent,  communications,  and  utilities.. 

24 . 0    Printing  and  reproduction 

25.0    Other  services 

26. 0    Supplies  and  materials 

31.0    Equipment 

Total  reimbursable  obligations. . 

99. 0  Total  obligations 


9,076 

9,636 

9,984 

19 

20 

20 

89 

89 

60 

9,184 


10.033 


1.397 


11.430 


1,414 


12.714 


9.745         10,064 


106 

8,609 

9,122 

745 

790 

875 

27 

20 

24 

12 

15 

51 

289 

859 

1,304 

74 

93 

102 

497 

394 

621 

158 

282 

309 

125 

238 

292 

11,300         12,700 


078 

1,136 

942 

94 

93 

76 

8 

8 

8 

6 

8 

8 

52 

60 

40 

40 

6 

5 

84 

89 

81 

15 

12 

9 

20 

2 

2 

171 


13.871 


Personnel  Summary 


Direct: 
Total  number  of  permanent  positions.. 
Full-time  equivalent  of  other  positions. 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary 

Average  salary  of  ungraded  positions.. 

Reimbursable: 
Total  number  of  permanent  positions. 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary 

Average  salary  of  ungraded  positions.. 


985 

1.028 

1,102 

5 

5 

5 

848 

891 

948 

6.0 

6.0 

6.0 

$9,504 

$9, 508 

$9. 357 

$6,968 

$7,005 

$7, 024 

134 

131 

113 

116 

128 

107 

5.0 

5.0 

4.3 

$8,551 

$8,637 

$8,150 

$6,964 

$7, 072 

$7,142 
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Public  enterprise   funds: 

Check  Forgery  Insurance  Fund 

[To  increase  the  capital  of  the  "Check  forgery  insurance  fund",  in 
accordance  with  section  1  of  the  Act  approved  November  21,  1941 
(31  U.S.C.  561),  $1,800,000,  to  remain  available  until  expended.! 
{Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-50-4109-0-3-904 

1972  actual 

1973  est. 

1974  est. 

Program  by  activities: 

10    Payment  of  claims  and  losses   (costs — 
obligations)  (object  class  42.0) 

Financing: 

1 4    Receipts  and  reimbursements  from :  Non- 
Federal  sources :  Revenue 

2 1     Unobligated  balance  available,  start  of  year 
24    Unobligated  balance  available,  end  of  year 

427 

-416 

-151 

140 

13 

'-'m 

1.927 

15 

"-i.927 
1,912 

40            Budget  authority  (appropriation) 

1,800 

Relation  of  obligations  to  outlays: 

7 1  Obligations  incurred,  net 

72  Receivables    in    excess    of    obligations, 

start  of  year 

11 

-146 

13 

15 

90           Outlays 

-135 

13 

15 

The  Check  forgery  insurance  fund  was  established  in 
the  amount  of  $50  thousand  by  the  act  approved  Novem- 
ber 21,  1941  (31  U.S.C.  561).  It  was  increased  to  $100 
thousand  by  appropriation  of  an  additional  $50  thousand 
in  1964  and  further  increased  to  $200  thousand  by  appro- 
priation of  $100  thousand  in  1970.  An  appropriation  of 
$1,800  thousand  for  1973  increased  the  fund  to  a  total  of 
$2  million.  This  fund  is  for  use  by  the  Treasurer  in  making 
settlement  with  the  payees  or  special  endorsees  in  case 
of  checks  drawn  on  the  Treasurer  which  have  been  paid 
on  forged  endorsements  in  which  it  appears  that  recovery 
from  those  liable  may  be  delayed  or  be  unsuccessful. 

A  change  in  the  accounting  and  reporting  concepts  was 
instituted  late  in  1972  which  provided  for  the  treatment 
of  forged  checks  as  accountable  items  of  "Treasury  dis- 
bursing officers."  This  is  considered  an  appropriate  change 
to  reflect  Treasury's  financial  responsibility  role  of  making 
prompt  payment  to  individuals  who  have  suffered  loss 
through  the  forgery  of  their  Government  checks.  All  pay- 
ments will  become  receivables  in  an  unfunded  checking 
account.  If  it  is  later  determined  that  an  item  becomes 
uncollectible  it  will  be  charged  directly  to  the  Check 
forgery  insurance  fund.  Any  moneys  collected  on  items 
previously  determined  uncollectible  will  be  deposited  to 
the  fund. 
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Revenue  and  Expense  (in  thousands  of  dollars) 

1972  actual  1973  est.         1974  est. 

Payment  of  claims: 

Revenue 416    -- 

Expense —^27  -\3             -\^ 

Netoperatingloss,  payment  of  claims.-              —11  —13             —  1j 

Financial  Condition  (in  thousands  of  dollars) 

1971  actual     1972  actual  1973  est.        1974  est. 

Drawing  account  with  Treasury                  5               140  1,927            1,912 

Accounts  receivable,  net 146    

Totalassets 151    140  1.927           1.912 

GoTernment  equity: 

Unobligated  balance... 151                140  1.927            1.912 

Analysis  of  Changes  in  Government  Equity  (in  thousands  of  dollars) 

1972  actual  1973  est.        1974  est. 

Non-interest-bearing  capital: 

Start  of  year 200  200            2.000 

Appropriations 1.800     

Endofyear 200  2,000           2,000 

Retained  earnings: 

Start  of  year .- -49  -60             -73 

Netoperatingloss .--              — H  ~'3             —15 

Endofyear .-    -60    -73  -88 

Total    Government    equity    (end    of 

year) -               140  1.927           1.912 
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Thtjesdat,  March  15,  1973. 
U.S.  SECRET  SERVICE 

Salaries  and  Expenses 

WITNESSES 

EDWARD  L.  MORGAN,  ASSISTANT  SECRETARY  FOR  ENF0RCE3VEENT, 

TARIFF  AND   TRADE  AFFAIRS,  AND   OPERATIONS 
JAMES  J.    ROWLEY,   DIRECTOR 
LILBURN  E.    BOGGS,   DEPUTY  DIRECTOR 

THOMAS  J.  KELLEY,  ASSISTANT  DIRECTOR,  PROTECTIVE  INTELLI- 
GENCE 
BURRILL  A.   PETERSON,   ASSISTANT   DIRECTOR,   INVESTIGATIONS 
CLINTON  J.    HILL,   ASSISTANT    DIRECTOR,    PROTECIVE    FORCES 
H.   S.    KNIGHT,   ASSISTANT   DIRECTOR,   ADMINISTRATION 
JOHN   W.    WARNER,    JR.,    ASSISTANT    TO    THE    DIRECTOR,    PUBLIC 

AFFAIRS 
PAUL    S.    RUNDLE,    DEPUTY    ASSISTANT    DIRECTOR,    PROTECTIVE 

FORCES 
FRANCIS  A.   LONG,  DEPUTY  ASSISTANT   DIRECTOR,   ADMINISTRA- 
TION 
JOSEPH  J.  BOBEK,  CHIEF,  FINANCIAL  MANAGEMENT  DIVISION 
EDWARD    J.     WIDMAYER,    DIRECTOR,     OFFICE    OF    BUDGET    AND 
FINANCE 

Mr.  Steed,  The  committee  will  be  in  order. 

The  committee  is  in  executive  session  today  for  consideration  of 
the  U.S.  Secret  Service  1974  fiscal  year  budget  request. 

The  budget  for  1973  was  $62,650,000.  The  estimate  for  1974  is  $64 
million,  an  increase  of  $1.35  million,  with  no  additional  personnel 
requested. 

We  are  pleased  to  have  Secretary  Morgan  with  us  again  and  Direc- 
tor Rowley,  and  since  we  are  in  executive  session  in  order  to  complete 
the  testimony  taken  earlier  in  open  session  from  the  Bureau  of  En- 
graving and  Printing  we  have  Mr.  Conlon  here.  We  would  prefer  now 
that  you  go  ahead  and  give  the  part  of  the  testimony  that  you  were 
unable  to  give  in  open  session  since  it  does  have  a  bearing  on  the  oper- 
ations of  the  Secret  Service. 

Off  the  record. 

[Discussion  off  the  record.] 

Mr.  Steed.  The  committee  will  now  take  up  the  budget  request  for 
the  U.S.  Secret  Service,  and  we  will  ask  Secretary  Morgan  to  lead  off. 

If  you  would  like  to  identify  the  Secret  Service  executives  who  are 
here  for  the  record  and  any  new  ones  that  have  a  biographical  sketch, 
we  would  like  to  have  that  for  the  record. 

Then,  of  course,  we  will  follow  that  with  the  statement  of  Director 
Rowley. 

Mr.  Morgan.  Thank  you  very  much. 

Mr.  Chairman  and  distinguished  members  of  the  committee,  it  is 
a  pleasure  to  appear  before  you  again  to  support  the  appropriation 
request  of  the  U.S.  Secret  Service. 
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I  will  introduce  the  Director  who  is  familiar  to  all  of  you,  James 
J.  Rowley,  and  seated  behind  me  are  the  other  members  of  the  Secret 
Service:  Pat  Boggs,  the  Deputy  Director;  Tom  Kelley,  who  is  Assist- 
ant Director,  Protective  Intelligence;  Burrill  A.  Peterson,  Assistant 
Director,  Investigations;  Clinton  J.  Hill,  Assistant  Director  for  Pro- 
tective Forces ;  Stuart  Knight,  Assistant  Director  for  Administration 
John  Warner,  Assistant  to  the  Director  for  Public  Affairs ;  Paul  Run- 
die,  Deputy  Assistant  Director  for  Protective  Forces ;  Francis  A.  Long, 
Deputy  Assistant  Director  for  Administration;  Joseph  J.  Bobek, 
Chief  of  the  Financial  Management  Division;  and  Kenneth  Balge, 
Special  Assistant  to  the  Secretary.  Also  we  have  Edward  J.  Wid- 
mayer,  the  Director  of  the  Office  of  Budget  and  Finance  of  the  Treas- 
ury Department. 

Biographical  Data 

Paul  S.  Rundle,  Deputy  Assistant  Director,  Protective  Forces,  U.S.  Secret 

Service 

Paul  S.  Rundle  was  born  January  10,  1931,  in  Denver,  Colo.  He  served  in  the 
U.S.  Marine  Corps  Reserve  from  1948  to  1950  and  on  active  duty  with  the  U.S. 
Navy  from  1950  to  1954  including  two  tours  of  duty  in  Korea.  He  graduated 
from  Colorado  State  College  in  1956  with  a  B.A.  degree  and  continued  graduate 
studies  in  education. 

He  was  appointed  a  special  agent  of  the  U.S.  Secret  Service  in  1958,  and 
assigned  to  the  Denver  field  office.  Subsequently,  he  was  transferred  to  the 
Presidential  Protective  Division  in  Washington,  D.C.  During  his  career,  Mr. 
Rundle  has  served  as  Assistant  to  the  Agent  in  Charge  of  the  Vice  Presidential 
Protective  Division ;  Assistant  Special  Agent  in  Charge  of  the  Paris,  France 
office;  Assistant  Director  of  Training  and  Special  Agent  in  Charge  of  the 
Denver  field  oflSce. 

Mr.  Rundle  served  as  Secret  Service  Convention  Coordinator  for  the  1968  Re- 
publican National  Convention,  and  the  1972  Democratic  and  Republican  National 
Convention.  In  June  1972,  he  was  promoted  to  the  position  of  Deputy  Assistant 
Director  for  Protective  Forces. 

In  1966,  Mr.  Rundle  received  the  Treasury  Department  Meritorious  Service 
Award  for  undercover  activities  in  several  European  countries  resulting  in  a 
large  number  of  arrests  and  the  confiscation  of  a  large  amount  of  counterfeit 
currency,  narcotics,  and  other  contraband. 

Mr.  Rundle  is  married  to  the  former  Peggy  Lakin  of  Englewood,  Colo.  They 
have  two  daughters  and  two  sons  and  reside  in  McLean,  Va. 

Biographical  Data 

Joseph  J.  Bobek,  Chief,  Financial  Management  Division,  U.S.  Secret  Service 

Joseph  J.  Bobek  was  born  July  3,  1941  in  Allentown,  Pa.  He  received  a  bachelor's 
degree  in  economics  from  King's  College,  a  master's  degree  in  business  adminis- 
tration from  Xavier  University,  and  a  graduate  certificate  in  management  tech- 
nology from  American  University. 

Following  his  academic  career,  Mr.  Bobek  worked  briefly  in  private  industry. 
He  began  his  Federal  career  in  1965  as  a  budget  analyst  with  the  Navy  De- 
partment. In  January  1971,  he  joined  the  Department  of  Agriculture  where  he 
served  in  the  Financial  Management  Division  as  Chief  of  the  Budget  Estimates 
and  Allotments  Branch  and  Marketing  Programs  Branch.  He  was  promoted  to 
Deputy  Director  of  the  Division  in  August  of  1971.  When  his  supervisor  was 
selected  to  participate  in  a  1-year  study  program,  Mr.  Bobek  received  a  tem- 
porary promotion  to  the  position  of  Division  Director.  Mr.  Bobek  entered  on 
duty  with  U.S.  Secret  Service  in  October  1972  as  Chief  of  our  Financial  Man- 
agement Division. 

Mr.  Bobek  is  married  to  the  former  Therese  Eland  of  Cleveland,  Ohio.  They 
have  two  sons  and  reside  in  Sterling,  Va. 
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General  Statement 

The  request  this  year  includes  only  those  mandatory  and  other 
increases  necessary  to  maintain  programs  and  employment  strengths 
at  current  levels.  No  additional  positions  are  being  requested. 

As  you  know,  this  past  year  has  l)een  a  most  active  one  for  the 
Service.  In  addition  to  the  Presidential  campaign,  we  were  called  upon 
to  augment  protection  at  the  meeting  of  the  General  Assembly  of 
the  United  Nations  in  New  York;  to  provide  additional  coverage  at 
various  foreign  missions ;  and  to  provide  security  here  in  Washington 
at  the  annual  meeting  of  the  International  Monetary  Fund.  Thanks 
to  the  efforts  of  this  committee  in  providing  the  necessary  resources, 
we  were  able  to  respond  to  all  of  these  important  assignments  in  what 
I  consider  a  most  satisfactory  manner. 

I  want  to  assure  the  committee  that  we  are  watching  very  carefully 
the  incidents  of  terrorism  throughout  the  world,  particularly  as  they 
pertain  to  persons  who  may  come  under  Secret  Service  protection. 
The  administration  is  prepared  to  take  whatever  steps  are  necessary  to 
maintain  a  safe  environment  for  representatives  of  other  countries 
here  to  conduct  affairs  with  our  Government. 

I  am  also  pleased  to  report  that  during  our  concentration  on  pro- 
tective responsibilities,  we  have  performed  effectively  the  other  major 
mission  of  the  Service,  that  of  suppressing  counterfeiting  and  the  forg- 
ery of  Government  checks  and  bonds.  In  fiscal  year  1972,  158,871 
cases  were  closed,  an  increase  of  20  percent  over  the  132,750  cases  closed 
in  fiscal  year  1971.  Arrests  by  the  Secret  Service  totaled  6,881,  an  in- 
crease of  1,574  or  30  percent  over  the  5,307  arrests  in  fiscal  year  1971. 
Furthermore,  the  5,814  convictions  in  fiscal  year  1972  represented  an 
increase  of  52  percent  over  the  3,818  convictions  in  fiscal  year  1971. 

While  all  our  law  enforcement  problems  have  not  vanished,  I  do 
think  these  impressive  statistics  reflect  some  of  the  headway  we  are 
making  in  the  reduction  of  crime.  This  past  year,  by  concentrating 
our  investigative  manpower  on  plant  sites  and  the  major  distributors 
of  counterfeit  notes  and  on  the  multiple  check  and  bond  forgers,  we 
have  made  many  early  arrests  of  offenders  who  otherwise  would  have 
gone  on  with  their  criminal  activity  and  been  responsible  for  many 
additional  investigative  cases. 

In  concluding  my  remarks,  Mr.  Chairman,  I  want  to  thank  you 
and  the  other  members  of  this  committee  for  your  continued  support 
of  the  Secret  Service.  Now,  I  would  like  to  ask  Director  Rowley  to 
give  a  summation  of  the  statement  he  has  prepared  for  the  record  and 
then  we  will  be  glad  to  answer  any  questions  you  may  have. 

Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Fine. 

It  is  always  a  pleasure  to  welcome  Director  Rowley.  Ever  since  I 
have  been  connected  with  this  subcommittee  he  has  been  connected  with 
the  Secret  Service,  and  I  developed,  not  only  a  very  high  admiration 
for  him,  but  also  a  very  strong  personal  affection.  We  think  he  is  one 
of  the  really  great  public  servants  that  we  have  ever  had  in  the  Coun- 
try, and  so.  Chief,  if  you  would  like  to  include  all  your  material  for  the 
record  and  summarize  it,  it  will  be  all  right  with  us.  We  just  leave  that 
up  to  your  best  judgment. 

Mr.  Rowley.  Yes;  the  detailed  statement  I  will  submit  for  the 
record. 
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[The  statement  follows :] 
Introductobt  Statement  of  James  J.  Rowley,  Director,  U.S.  Secret  Service 

Mr.  Chairman,  again,  it  is  my  privilege  to  appear  before  you  and  the  other 
distinguished  members  of  this  committee  to  present  the  annual  appropriation 
request  of  the  U.S.  Secret  Service  and  to  report  on  our  activities  during  the 
past  year. 

BUDGET   bequest 

The  pending  appropriation  request  for  the  fiscal  year  1974  totals  $64  million, 
a  decrease  of  $475,000  under  the  proposed  authorized  level  for  the  fiscal  year 
1973.  No  additional  positions  are  requested.  However,  funds  have  been  included 
in  the  request  for  mandatory  and  other  increases  necessary  to  maintain  programs 
at  current  operational  levels. 

INCREASE    IN    ACTTVITIES 

In  terms  of  activities,  the  past  year  has  been  one  of  continued  growth  for  the 
Service.  The  recent  Presidential  campaign  required  a  protective  effort  of  unprec- 
edented magnitude.  At  the  same  time  the  problems  of  worldwide  terrorism 
required  extraordinary  measures  with  respect  to  the  protection  of  foreign 
missions.  Coupled  with  these  activities  has  been  an  overall  increase  in  the  pro- 
tective assignments  pertaining  to  foreign  dignitaries.  Criminal  investigative 
activities,  too,  have  increased  this  past  fiscal  year,  though  not  nearly  at  the 
rate  of  some  years  in  the  past  decade. 

Of  course,  our  protective  responsibilities  continue  to  receive  the  highest 
priority.  The  protective  role  of  the  Service  has  been  growing  and  expanding 
in  recent  years.  In  this  regard  we  are  continuously  evaluating  new  equipment 
and  methods  to  assist  us  in  providing  a  safe  and  secure  environment  to  those 
persons  whom  we  protect.  However,  I  am  sure  you  realize  that  the  backbone 
of  our  protective  efforts  is  the  dedicated  men  and  women  of  our  protective 
details  and  field  oflBces  who  have  given  so  unselfishly  of  themselves  in  furtherance 
of  our  mission.  I  would  like  the  record  to  show  that  I  am  immensely  proud  of 
their  performance  during  this  past  year. 

CANDIDATE   AND   NOMINEE   PROTECTION 

The  operational  program  for  the  protection  of  major  Presidential  candidates 
and  nominees  commenced  on  March  20,  1972.  From  that  date  until  the  Presiden- 
tial election  in  November,  the  Secret  Service  provided  protection,  on  the  recom- 
mendations of  the  bipartisan  committee  established  by  Public  Law  90-331,  and 
upon  designation  by  the  Secretary  of  the  Treasury,  to  12  candidates  and  nom- 
inees, who  were  identified  as  major  Presidential  and  Vice  Presidential  candidates 
or  nominees. 

Also,  at  the  direction  of  President  Nixon,  Senator  Kennedy  was  afforded 
protection  during  part  of  this  time.  The  following  table  lists  the  persons  pro- 
tected during  the  program  together  with  the  dates  protection  started  and 
terminated : 

Date  Date 

protection         protection 

Candidate/nominee  started        terminated 

Senator  Humphrey -- — Mar.  20,1972    July   14,1972 

Senator  Jackson do July   17,1972 

Senator  Muskie .do July  15,1972 

Congresswoman  Chisholm May  15,1972    July  17,1972 

Congressman  Mills.. do July   15,1972 

Senator  McGovern.... Mar.  20,1972    Nov.    9,1972 

Governor  Wallace.. do July  18,1972 

Senator  Kennedy May  15,1972    June    5,1972 

Sept.  8,1972    Nov.    8,1972 

Senator  Eagleton..... .-  July   12,1972    Aug.    9,1972 

Dr  Spock Sept.  8, 1972    Nov.    7,1972 

Mr.  AnderVon":::::::.:. :.:.:.:.:.: Aug.  19,1972  Nov.  9,1972 

Congressman  Schmitz. do Nov.    8,1972 

Mr.Shriver Aug.    5,1972    Nov.    9,1972 

Mr.  Hobson 0) 


>  Declined  protection  on  Sept.  8, 1972. 
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During  the  course  of  the  campaign,  the  candidates  and  nominees  being  af- 
forded protection  made  2,447  trips  involving  6,163  separate  stops.  Maximum 
effort  vpas  required  in  the  implementation  of  planned  security  for  the  Democratic 
and  Republican  Party  Conventions  in  Miami  Beach,  Fla.  These  tvpo  national  con- 
ventions were  major  security  undertakings  for  the  Secret  Service  and  involved 
all  of  the  field  oflBces  as  well  as  the  assistance  of  other  Federal  agencies.  The 
candidate  protection  program  concluded  with  the  inauguration  of  President 
Nixon  January  20,  1973.  The  security  planning  and  execution  for  this  occasion 
was  the  largest  single  undertaking  in  the  history  of  the  Secret  Service.  Con- 
tributing to  the  success  of  this  endeavor  was  the  fine  cooperation  received  from 
the  Metropolitan  Police  Department,  the  U.S.  Park  Police  and  the  military  dis- 
trict of  Washington. 

During  the  campaign,  most  of  our  agents  spent  many  weeks  away  from  their 
permanent  assignments  and  homes  and  families.  They  worked  long  hours  often 
under  the  most  diflScult  circumstances.  Exclusive  of  support  personnel  and  the 
assistance  of  other  agencies,  the  direct  participation  of  our  agents  on  protective 
details  aggregated  703,800  man-hours.  The  amounts  obligated  by  the  Service  for 
the  additional  travel,  equipment,  and  other  related  expenses  necessary  to  carry 
out  the  program  totaled  $2,319,000  in  the  fiscal  year  1972  and  $4,055,000  in  the 
current  fiscal  year. 

PBOTECTION   OF  FOREIGN    DIGNITARIES 

Under  the  provisions  of  Public  Law  91-361,  approved  January  5,  19^71,  the 
Secret  Service  is  authorized  to  "protect  the  person  of  a  visiting  head  of  a  foreign 
state  or  government  and,  at  the  direction  of  the  President,  other  distinguished 
foreign  visitors  to  the  United  States  and  oflScial  representatives  of  the  United 
Sates  performing  special  missions  abroad." 

During  the  fiscal  year  1972,  the  Secret  Service  planned  and  executed  security 
arrangements  for  63  visits  of  foreign  dignitaries  to  the  United  States.  In  addition 
the  Service  was  directed  by  President  Nixon  to  provide  security  for  the  visits  of 
30  representatives  of  the  United  States  performing  special  missions  in  foreign 
countries.  To  date,  in  the  current  fiscal  year,  the  Service  has  provided  protection 
to  68  foreign  dignitaries  visiting  the  United  States  and  22  representatives  of  the 
United  States  on  special  missions  abroad. 

From  the  above  statistics  it  is  clear  that  the  protection  of  foreign  dignitaries 
and  Americans  on  special  missions  abroad  is  becoming  an  increasingly  impor- 
tant responsibility  of  the  Secret  Service  and  that  a  significant  amount  of  resources 
are  being  devoted  to  the  program. 

For  the  fiscal  year  1974,  an  additional  $450,000  is  being  requested  to  cover  the 
extra  travel  and  per  diem  costs  expected  to  be  incurred. 

PRESIDENTIAL  PBOTECTION 

The  Secret  Service  made  the  necessary  security  arrangements  and  accompanied 
President  Nixon  on  his  historic  trips  to  the  People's  Republic  of  China  and  to  the 
Union  of  Soviet  Socialist  Republics.  During  these  visits  the  Service  worked  in 
close  harmony  with  the  security  forces  of  these  countries  to  provide  maximum 
security  for  the  President.  In  the  current  fiscal  year  the  Service  also  made 
security  arrangements  and  accompanied  President  Nixon  at  his  meetings  with 
the  Prime  Minister  of  Great  Britain  and  the  former  Prime  Minister  Sato  of 
Japan,  as  well  as  on  his  State  visits  to  Canada,  Austria,  Iran  and  Poland. 

Two  other  major  missions  completed  in  the  current  fiscal  year  were  the  State 
funerals  for  the  late  President  Truman  in  Independence,  Mo.,  and  the  late  Pres- 
ident Johnson  in  Washington,  D.C.  In  accordance  with  statutory  responsibilities, 
the  Secret  Service  will  continue  to  provide  physical  security  to  Mrs.  Bess  Tru- 
man and  to  Mrs.  Lady  Bird  Johnson. 


EXECUTIVE   PROTECTION    SEEVICE 

Again  this  fiscal  year,  the  Executive  Protective  Service  has  participated  in  a 
number  of  protective  assignments  both  within  and  outside  the  metropolitan  areas 
of  Washington.  OflScers  of  the  Executive  Protective  Service,  by  direction  of 
President  Nixon,  were  detailed  to  New  York  City  from  September  7  to  December 
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18,  1972,  to  assist  in  providing  physical  protection  and  a  secure  environment  for 
foreign  dignitaries  attending  the  27th  annual  General  Assembly  of  the  United 
Nations.  At  the  same  time,  due  to  the  Munich  incident,  additional  protective 
coverage  was  provided  in  Washington  for  those  diplomatic  missions  that  might 
possibly  have  been  the  targets  of  terrorist  activities. 

In  addition,  the  Executive  Protective  Service  was  directed  by  the  Secretary 
of  the  Treasury  to  assist  in  providing  protection  to  foreign  delegations  attend- 
ing the  1972  annual  meeting  of  the  International  Monetary  Fund  and  the  Inter- 
national Bank  for  Reconstruction  and  Development. 

The  Executive  Protective  Service  was  also  called  upon  to  play  a  major  role 
at  the  inauguration  ceremonies.  Increased  security  was  provided  at  the  White 
House  complex  and  around  foreign  diplomatic  missions. 

For  the  fiscal  year  1974,  no  additional  positions  or  funds  are  being  requested 
other  than  the  amounts  required  to  maintain  operations  at  current  levels. 

TBEIA.SUBY    SECURITY    FOKOE 

The  Treasury  Security  Force,  a  uniformed  65-man  branch  of  the  Secret  Serv- 
ice, is  charged  with  the  responsibility  of  protecting  life  and  property  at  the 
main  Treasury  building  and  the  Treasury  annex,  Washington,  D.C. 

Arrests  for  checli  forgery  initiated  by  these  officers  at  the  main  Treasury 
building  totaled  25  for  fiscal  year  1972  and  34  to  date  in  fiscal  year  1973. 

During  fiscal  year  1972,  a  total  of  1,408  man-hours  were  expended  in  training 
this  force  and  869  hours  have  been  exi)ended  to  date  in  fiscal  year  1973.  Training 
will  increase  substantially  during  this  fiscal  year  as  a  result  of  a  recently  in- 
stituted 40-hour  training  course  formulated  specifically  for  the  Treasury  Se- 
curity Force  by  the  Secret  Service  Oflice  of  Training. 

In  addition  to  its  regular  duties,  the  Treasury  Security  Force  provides  se- 
curity for  the  Secretary's  press  conferences,  security  escort  for  the  OflBce  of  the 
Treasurer,  rooftop  surveillance  posts  during  White  House  south-ground  cere- 
monies and  security  of  the  Cash  Room  in  the  main  Treasury  building. 

FIELD   OFFICES 

The  field  oflBces  of  the  Secret  Service  were  heavily  involved  with  our  pro- 
tective mission  during  the  latter  part  of  the  fiscal  year  1972,  and  the  first  half 
of  the  current  fiscal  year.  While  the  physical  protection  of  candidates  and  nomi- 
nees began  in  March  1972,  and  extended  through  November,  the  intensified  train- 
ing, intelligence  gathering  and  pre-campaign  briefings  of  our  men  began  much 
earlier  in  November  1971. 

All  of  the  manpower  utilized  for  the  physical  protection  of  candidates  came 
from  our  field  offices.  Fortunately,  the  additional  personnel  authorized  to  the 
Service  during  the  past  3  years  enabled  us  to  fulfill  our  protective  responsibili- 
ties during  this  period,  while  maintaining  a  balanced  control  of  our  priority 
counterfeiting  and  forgery  investigations.  While  our  field  agents  were  away  from 
home  during  much  of  calendar  year  1972,  I  am  pleased  to  report  that  they  per- 
formed their  difficult  tasks  without  complaint  and  with  pride  and  distinction 
in  their  personal  and  professional  conduct. 

We  are  now  engaged  in  returning  our  agents  to  field  duties  and  renewing 
our  daily  criminal  investigative  contacts  with  the  local  and  State  enforcement 
community ;  a  function  which  is  absolutely  vital  to  our  existence  in  the  protec- 
tive and  intelligence  fields.  In  addition,  we  are  in  the  process  of  rotating  agents 
from  the  field  to  permanent  protective  details.  Efficient,  trained  and  informed, 
investigators  make  the  best  protective  agents,  and  the  investigative  skills  our 
men  will  acquire  during  the  next  3  years  in  the  field  will  provide  an  invaluable 
background  for  their  performance  during  our  normal  protective  pursuits  and 
future  campaign  years. 

As  we  have  related  to  this  committee  previously,  our  field  force  continues  to 
supply  the  manpower  for  the  protective  details  furnished  to  foreign  dignitaries 
assigned  to  this  Service  for  protection  while  visiting  the  United  States.  During 
the  past  fiscal  year  63  such  details  were  formed.  Through  February  of  the  cur- 
rent fiscal  year  an  additional  68  details  were  formed.  These  assignments  provide 
a  continuing  base  of  training  for  field  agents  in  the  constantly  changing  pro- 
tective techniques  employed  by  this  Service. 
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OVERALL    INVESTIGATIVE    CASEiLOAD 

finTo^  r^""^"  investigative  caseload  for  the  Service  in  the  fiscal  year  1972  con 
tinued  to  increase  in  accordance  with  the  trend  of  recent  yeare  The  14S  fW2  oJ^J 
received  in  the  fiscal  year  1972  was  an  increase  o72  p^rS  over  thrf4?5i 

The  (ollowing  chart  shows  the  total  cases  received  fir  investlKatlM  ovcrtLTS 
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COUNTERFEIT  ACTIVITIES 

In  the  fiscal  year  1972,  counterfeiters  produced  an  alltime  high  of  $27.7  million 
in  counterfeit  currency,  the  eighth  consecutive  recordsetting  year  in  a  row  and 
an  increase  of  3.2  percent  over  fiscal  year  1971.  Of  this  sum,  $22.9  million,  or 
82.6  percent  of  the  counterfeiter's  output,  was  seized  before  being  placed  into 
circulation.  However,  losses  to  the  public  reached  a  record  $4.8  million,  an  in- 
crease of  38.7  percent  over  fiscal  year  1971. 

The  large  number  of  notes  seized  before  circulation  is  indicative  of  the  potential 
losses  to  the  public  without  vigorous  enforcement.  The  efforts  of  the  Service  in 
this  regard  are  best  reflected  in  the  2,331  arrests  for  counterfeiting  in  the  fiscal 
year  1972,  an  increase  of  32  percent  over  the  1,766  arrests  in  the  previous  fiscal 
year. 

The  following  chart  shows  the  dollar  value  of  the  notes  seized  before  circula- 
tion, with  the  overall  losses  to  the  public  during  the  fiscal  years  1966  through 
1972  (chart  B). 

As  an  illustration  of  the  challenge  we  have  faced  in  this  area  of  our  enforce- 
ment responsibilities,  I  might  mention  that  counterfeiters  produced  only  $9.3 
million  in  counterfeit  currency  during  the  entire  5-year  period,  1958  through  1962, 
a  yearly  average  of  $1.87  million. 

During  the  following  5-year  period,  1963-67,  the  output  reached  $33.7  million, 
a  yearly  average  of  $6.7  million  and  a  260-percent  increase  over  the  preceding 
5  years.  In  the  5-year  period  ending  with  the  close  of  fiscal  year  1972,  counter- 
feiters produced  $101  million  in  counterfeit  notes,  _a  yearly  average  of  $20.2 
million — nearly  a  1,000-percent  increase  over  the  base  period. 

As  I  have  remarked  during  previous  appearances  before  this  committee,  there 
are  several  factors  which  have  contributed  to  this  situation,  not  the  least  of 
which  has  been  the  fact  that  during  the  past  two  decades  our  society  has  ex- 
perienced an  increase  in  almost  every  area  of  criminal  endeavor.  Also,  the  wide- 
spread availability  of  offset  printing  equipment,  capable  of  producing  a  passable 
rendition  of  our  genuine  currency  with  little  expertise  required  by  the  operator, 
has  certainly  had  a  major  impact  on  the  situation. 
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The  modem  counterfeiter's  desire  for  profit,  overriding  his  fear  of  apprehen- 
sion, has  increased  his  tendency  to  deal  with  conspirators  outside  his  immediate 
circle  of  associates  and  vastly  expanded  the  available  channels  of  distribution. 
Sentences  meted  out  by  judicial  authorities  have  certainly  not  been  an  effective 
deterrent. 

While  you  have  heard  me  express  these  positions  before,  I  must  reiterate  that 
they  are  still  valid  positions  affecting  our  counterfeiting  operations.  The  picture 
I  have  tried  to  paint  is  one  of  seriousness,  but  not  of  alarm.  Even  though  we 
consider  the  suppression  of  counterfeiting  to  be  the  major  Secret  Service  enforce- 
ment problem,  we  do  not  feel  the  situation  as  it  now  exists  is  cause  for  personal 
concern  to  the  average  citizen.  As  I  indicated  previously,  los.ses  to  the  public  did. 
indeed,  reach  a  record  $4.8  million  during  the  past  fiscal  year,  but  this  breaks 
down  to  only  a  little  over  $13,000  per  day  nationwide  and  a  per  capita  loss  for 
the  year  of  only  2.4  cents.  We  are,  in  fact,  proud  of  our  record  in  suppressing 
violations  of  this  type.  Of  the  $144  million  produced  by  the  counterfeiter  during 
the  past  15  years,  we  have  succeeded  in  seizing  $121  million  or  85  percent  before 
it  was  placed  into  circulation. 

The  following  chart  indicated  the  number  and  dollar  value  of  the  counterfeit 
notes  passed  during  the  fiscal  years  1966  through  1972  (chart  C). 

To  give  you  some  iasight  into  today's  counterfeiting  operations,  I  would  like 
to  relate  several  summaries  of  recent  cases. 

Counterfeit  case  A 

On  September  29,  1971.  a  new  counterfeit  $10  Federal  Reserve  note  (FRN) 
made  its  first  appearance  in  Farmingdale,  L.I.  Following  its  appearance  this  note 
soon  became  one  of  the  most  active  counterfeit  note  issues  being  circulated  in 
the  United  States.  The  note  was  principally  circulated  along  the  east  coast ;  how- 
ever, it  did  appear  throughout  the  country.  As  the  activity  in  this  counterfeit 
issue  increased,  so  did  the  number  of  investigations  and  undercover  operations. 
In  April  of  1972,  investigation  disclosed  suspicious  equipment  purchased  by  two 
men  on  Long  Island,  one  of  whom  wa^  previously  convicted  of  counterfeiting  by 
this  Service  and  at  that  time  free  on  probation. 

Intensive  surveillance  of  the  suspect  disclosed  that  he  was  working  at  an 
established  New  York  City  print  shop.  At  approximately  the  same  time,  an 
undercover  operation  was  proceeding  against  two  men  in  Long  Island.  They  were 
arrested  on  the  night  of  May  7,  1972,  in  the  act  of  delivering  over  $400,000  of 
these  counterfeit  $10  Federal  Reserve  notes  to  undercover  agents. 
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Information  supplied  by  the  two  men  combined  with  other  investigative  in- 
formation obtained  at  that  time  as  well  as  observations  made  at  the  print  shop 
enabled  us  to  obtain  a  search  warrant  for  the  printing  establishment.  Search 
of  the  print  shop  on  May  8,  1972,  disclosed  scraps  and  other  forms  of  evidence 
indicating  that  the  counterfeit  $10  FRN's  were  indeed  printed  at  that  shop. 
Eight  persons  were  subsequently  arrested  as  being  immediately  involved  with 
the  financing,  manufacture,  and  distribution  of  these  counterfeit  notes. 

Continued  investigation  further  disclosed  that  several  of  these  persons  have 
been  previously  involved  in  the  manufacture  and  attempted  sale  of  some  $1,- 
250,000  worth  of  counterfeit  6-cent  U.S.  postage  stamps  in  the  Newark,  N.J. 
district.  Those  stamps  had  been  seized  and  the  persons  who  delivered  them  to 
undercover  agents  are  presently  awaiting  sentencing. 

All  of  those  arrested  in  connection  with  the  manufacture  of  these  counterfeit 
notes  have  pleaded  guilty  and  are  presently  awaiting  sentencing.  In  all,  from 
the  date  of  its  first  appearance  on  September  29,  1971,  through  the  end  of  Septem- 
ber 1972,  some  $523,000  of  these  counterfeit  notes  were  successfully  introduced 
into  circulation.  One  million,  three-hundred  sixty-six  dollars  of  these  notes  were 
seized  by  agents  of  this  Service  as  a  result  of  various  undercover  activities  con- 
ducted during  that  period.  To  date,  144  persons  have  been  arrested  relative  to 
criminal  activities  involving  this  counterfeit  issue. 

Counterfeit  case  B 

On  June  19,  1971,  the  first  in  a  series  of  12  new  related  counterfeit  issues  made 
its  first  appearance  in  Philadelphia.  During  the  ensuing  weeks  a  number  of 
passers  and  midlevel  distributors  were  arrested,  one  incident  involving  the 
arrest  of  5  conspirators  resulting  in  the  seizure  of  over  $220,000  in  counterfeit 
$20  Federal  Reserve  notes.  The  principal  distributor  was  also  identified,  but 
contact  with  him  and  identification  of  his  plant  source  was  thwarted  by  his 
refusal  to  deal  with  potential  purchasers  with  whom  he  was  not  personally 
acquainted. 

It  was  not  until  March  of  1972  that  an  informant  completely  unrelated  to  the 
conspiracy  casually  offered  information  which  led  to  the  identification  of  the 
printer  as  the  owner  of  a  Philadelphia  printing  concern. 

Through  surveillance  over  the  printer's  movements  and  those  of  his  con- 
tacts, we  learned  he  planned  to  deliver  a  large  quantity  of  counterfeits  to  a 
contact  at  his  print  shop  on  the  morning  of  March  14th.  The  contact  was  arrested 
as  he  left  the  shop  with  over  $50,000  in  counterfeit  notes.  The  printer  was 
arrested  inside  his  shop,  and  $150,000  in  counterfeits  were  recovered  including 
the  plates  and  negatives. 

The  primary  distributor  has  since  been  indicted  and  is  now  awaiting  judicial 
action,  as  is  the  printer;  87  other  persons  have  been  arrested  for  handling  the 
notes  stemming  from  this  operation  which  was  successful  in  introducing  over 
$434,000  in  counterfeit  currency  into  circulation,  primarly  within  the  Phila- 
delphia district.  Over  $626,000  was  seized  before  being  passed  on  the  public. 

Counterfeit  case  C 

During  July  of  1971,  an  informant  contacted  our  Philadelphia  office  and  identi- 
fied a  certain  individual,  who  was  a  part  owner  of  a  large  Philadelphia  printing 
firm,  as  the  source  of  counterfeit  plates  involved  in  a  counterfeiting  operation 
seized  several  months  before  at  Rio  Grande,  N.J.  The  informant  also  reported 
the  suspect  planned  to  produce  a  large  quantity  of  counterfeit  currency  at  his 
print  shop  and  had  asked  the  informant  to  locate  potential  buyers. 

An  undercover  agent  later  made  contact  with  the  susi)ect  and  arranged  fof 
a  delivery  at  the  Philadelphia  airport  on  July  19,  where  he  was  arrested  and 
over  $3.9  million  in  counterfeit  $100  Federal  Reserve  notes  seized.  None  of  the 
notes  was  placed  into  circulation.  The  print  shop  owner  later  received  a  5-year 
sentence. 

CHECK   FOBGERY 

The  forgery  of  Government  checks  continues  to  be  a  major  enforcement  prob- 
lem of  the  Secret  Service.  The  75,759  check  cases  received  for  investigation  in 
the  fiscal  year  1972  is  an  increase  of  approximately  15  percent  over  the  66,004 
cases  received  in  the  fiscal  year  1971.  During  this  same  period  of  time,  the  num- 
ber of  arrests  increased  by  841  or  29  percent  from  2,910  in  the  fiscal  year  1971 
to  3.751  in  the  fiscal  year  1972. 

The  development  of  forgery  squad  systems  in  our  major  offices  has  achieved 
significant  results,  as  concentrated  investigative  attention  soon  becomes  apparent 
to  actual  and  potential  forgers.  We  feel  this  is  an  important  deterrent  factor. 
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The  following  chart  reflects  statistics  for  check  forgery  cases  for  the  fiscal 
years  1968  through  1974.  (Chart  D) 

Obviously,  the  availability  of  our  agents  from  the  major  protective  effort  of 
this  past  year  will  increase  our  effectiveness  in  this  investigative  area. 

Following  are  summaries  of  three  typical  check  forgery  cases. 
Check  case  A 

In  September  1969,  Daniel  C.  Grimm  was  arrested  for  the  theft,  forgery,  and 
uttering  of  U.S.  Treasury  checks  in  Wooster,  Ohio.  He  was  convicted  of  these 
charges  in  the  U.S.  District  Court,  Cleveland,  Ohio,  and  subsequently  was  sen- 
tenced to  a  2-year  probation  sentence.  Grimm  requested  the  probationary  authori- 
ties to  transfer  his  case  to  Steubenville,  Ohio,  which  was  approved. 

While  still  on  probation,  Grimm  continued  his  check  stealing/forgery  opera- 
tion. He  stole  aproximately  20  U.S.  Treasury  checks  and  numerous  city  and  wel- 
fare checks,  with  the  approximate  value  of  $2,500  from  residence  mailboxes  prior 
to  the  time  of  his  arrest,  December  7,  1971.  Although  these  checks  were  taken 
from  the  Steubenville,  Ohio,  area,  he  cashed  most  of  them  in  the  Charleston  and 
Cleveland  districts. 

When  interviewed  Grimm  admitted  using  the  sympathy  ploy.  He  deliberately 
portrayed  himself  as  being  uneducated  and  mentally  incompetent  to  handle  his 
affairs.  He  attributed  his  success  in  his  check  cashing  operation  to  the  fact  that 
"people  just  seem  to  trust  me." 

The  defendant  subsequently  entered  a  guilty  plea  to  two  counts  of  a  nine-count 
indictment  and  was  sentenced  to  the  custody  of  the  Attorney  General  for  the 
maximum  period  possible,  15  years. 

Check  case  B 

In  April  1971,  William  Robert  Simpson  was  identified  as  having  cashed  20 
forged  U.S.  Treasury  checks  in  the  Indianaiwlis,  Louisville,  and  Cincinnati  dis- 
tricts. Simpson  had  previously  been  arrested  six  times  by  the  Cincinnati,  Indian- 
apolis, and  Dallas  field  oflSces  between  1939  to  1965  for  the  forging  and  uttering 
of  U.S.  Treasury  checks. 

Simpson  stole  aproximately  60  checks  valued  at  approximately  $7,000  from 
mailboxes  at  individual  dwellings  and  apartment  houses  from  February  1970  to 
September  1971,  throughout  the  Midwestern  part  of  the  United  States.  He  cashed 
these  checks  in  the  Cincinnati,  Columbus,  Louisville,  St.  Louis,  Cleveland,  and 
Indianapolis  districts.  During  his  check  stealing/cashing  operation  on  the  above- 
mentioned  dates,  Simpson  was  traveling  with  a  female  companion ;  however,  evi- 
dence was  insuflicient  to  charge  her  in  the  ease. 

On  October  8,  1971,  a  stakeout  was  conducted  at  Simpson's  wife's  residence 
in  Cincinnati  by  agents  of  this  Service.  She  was  observed  boarding  a  bus  for 
Toledo,  Ohio.  Simpson  was  arrested  as  he  met  his  wife  in  Toledo.  Simpson 
pleaded  guilty  in  U.S.  District  Court,  Southern  District  of  Ohio,  on  January  17, 
1972,  and  was  sentenced  on  January  31,  1972,  to  5  years  at  the  Federal  Peniten- 
tiary at  Terre  Haute,  Ind. 

Check  case  C 

William  Eugene  Kendall  has  been  arrested  three  times  by  this  Service  for  the 
forging  and  uttering  of  U.S.  Treasury  checks,  and  was  serving  time  on  these 
charges  when  he  escaped  from  the  U.S.  Penitentiary,  Atlanta,  Ga.,  with  two 
others.  On  November  10,  1971,  Kendall  and  his  associates  had  themselves  com- 
pressed into  bundles  of  refuse,  whereupon  they  were  loaded  onto  a  truck  and 
delivered  to  a  garbage  dump  outside  of  the  gates  where  they  released  themselves 
from  the  bundle  and  escaped. 

Kendall  went  to  New  Orleans  a  few  days  after  the  break  with  one  of  the  other 
escapees  who  introduced  him  to  Donald  J.  Waddell,  a  local  racketeer.  By  this 
time  Kendall  had  been  joined  by  an  old  girlfriend.  Mavis  M.  Wingate. 

About  a  week  after  the  prison  break,  Kendall  and  Wingate  drove  to  San 
Diego,  Calif.,  where  Kendall  resumed  his  old  habit  of  breaking  into  Post  Ofl5ce 
boxes  to  steal  U.S.  Treasury  checks.  He  subsequently  enlisted  the  aid  of 
Waddell,  whom  he  had  met  in  New  Orleans,  to  cash  the  checks  in  Las  Vegas, 
Nev.  Kendall  opened  fictitious  accounts  at  various  banks  in  the  Las  Vegas  area 
and  then  deposited  the  checks  stolen  from  the  San  Diego  area.  On  each  of  the 
deposited  checks  the  dollar  amount  had  been  altered  upward  by  several  thousand 
dollars.  He  further  used  the  ruse  of  having  these  U.S.  Treasury  checks  mailed 
to  the  various  banks  for  deposit.  After  these  checks  were  deposited,  Waddell 
went  to  two  of  the  banks  and  was  able  to  withdraw  approximately  $15,000.  A 
third  try  was  unsuccessful  and  Waddell  ran  from  the  bank. 
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In  splitting  the  $15,000  proceeds  at  a  local  motel  in  Las  Vegas,  Kendall  de- 
manded the  Wingate  woman  get  a  one-third  share,  but  Waddell  protested  as  he 
said  the  the  Wingate  woman  did  nothing  to  earn  a  share.  Waddell  was  overruled. 
In  an  automobile  trip  to  Reno,  Nev.,  on  February  16,  1972.  Waddell  shot  and 
killed  both  Kendall  and  Wingate  with  an  automatic  pistol. 

He  was  subsequently  located  through  fingerprints  left  on  the  automobile  at  the 
time  of  the  shooting  and  by  tracing  the  weapon  used  in  the  crime.  He  was  further 
identified  by  bank  employees  in  Las  Vegas. 

Waddell  pleaded  guilty  to  the  murder  charges  in  Reno,  Nev.,  and  on  July  24, 
1972,  in  the  First  Judicial  District,  Fallon,  Nev.,  he  was  sentenced  to  two  life 
sentences. 

Federal  prosecution  of  Waddell  for  Government  check  forgery  was  declined  by 
U.S.  Attorney's  OflBce,  Las  Vegas,  Nev.,  in  view  of  the  murder  conviction  and 
sentence. 

BOND  F0E6EBY 

During  fiscal  year  1972  the  number  of  U.S.  savings  bond  forgery  cases  received 
reflected  a  decrease  in  comparison  with  recent  years.  In  fiscal  year  1972  we 
opened  16,599  bond  investigations  and  closed  investigations  involving  20,367 
bonds,  thereby  accomplishing  a  reduction  in  backlog  to  15,526.  These  statistics 
refiect  a  28-percent  decrease  in  the  number  of  bond  investigations  received  in 
comparison  with  the  22,991  cases  received  in  the  fiscal  year  1971. 

The  following  chart  shows  the  number  of  bond  cases  received  for  the  fiscal 
years  1968  through  1974.  (chart  E) 
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We  believe  several  factors  contribute  to  the  reduced  number  of  bond  forgery 
cases  received.  One  very  significant  factor  is  the  identification,  arrest,  and 
conviction  of  several  major  forgers  and  fences  during  the  past  few  years.  During 
fiscal  year  1972,  177  arrests  for  bond  forgery  were  made — an  increase  of  22 
percent  from  fiscal  year  1971.  These  arrests  have  removed  some  very  proficient 
and  active  forgers  and  fences  from  the  scene,  at  least  for  the  period  of  their 
imprisonment. 

In  conjunction  with  our  bond  forgery  investigations,  we  have  recovered  an 
increasing  number  of  stolen  but  unredeemed  bonds  from  known  forgery  suspects 
as  follows :  fiscal  year  1971,  6,182  bonds,  face  value,  $769,275 ;  fiscal  year  1972, 
7,633  bonds,  face  value  $812,475;  and  fiscal  year  1973  (through  February  only), 
7,857  boaids,  face  value  $832,640. 

We  are  continuing  our  program  of  entering  outstanding  stolen  bonds  into 
National  Crime  Information  Center  (NCIC).  Undoubtedly,  the  more  professional 
forgers  are  becoming  aware  of  their  increased  risk  due  to  this  system  which 
affords  enforcement  oflBcials  prompt  notification  regarding  stolen  bonds.  It  is, 
therefore,  believed  this  program  has  its  deterrent  effect  in  addition  to  its  benefit 
when  utilized  during  actual  transactions  and  investigations.  The  NCIC,  as  of 
January  1973,  has  in  its  system  489,646  outstanding  stolen  savings  bonds  vsdth  a 
face  value  of  $35,470,605. 

Following  are  summaries  of  three  typical  bond  forgery  investigations: 

Bond  Case  A 

Trial  was  held  in  New  York  City  in  January  1972,  for  nine  defendants  on 
an  indictment  charging  them  with  forgery  and  conspiracy  to  forge  approximately 
$500,000  in  stolen  U.S.  savings  bonds  and  money  orders.  Prior  to  the  trial,  eight 
other  defendants  in  the  same  case  pleaded  guilty  to  the  indictment.  The  indict- 
ment had  resulted  from  a  lengthy  investigation  in  the  New  York  area  originating 
in  September  1968,  upon  the  recovery  of  a  quantity  of  bonds  from  a  suspected 
fence.  Investigation  and  informants  indicated  involvement  of  the  defendants, 
who  were  known  to  have  organized  crime  connections,  in  the  overall  conspiracy. 

All  the  defendants  were  found  guilty  with  the  major  conspirators  being 
sentenced  as  follows : 

Joseph  Calabro — 5  years  and  $10,000  fine. 

Leonard  Conforti— 10  years  and  $36,000  fine. 

John  Conforti— 10  years  and  $36,000  fine. 

Anthony  Tortorello — 1  year  and  1  day. 

Anthony  Picciano — 3  years'  probation. 

Joseph  Chilli — 3  months'  prison  and  33  months'  probation. 

John  Roche — 10  years. 

Marc  Moskowitz — 5  years. 

Bond  Case  B 

On  December  14,  1971,  a  burglary  of  the  office  of  the  Public  Administrator  of 
the  City  and  County  of  Denver,  Colo.,  was  discovered  and  reported  to  the  police. 
The  office  had  been  burglarized  in  a  highly  professional  manner  during  the  prior 
weekend.  Included  in  the  loss  were  approximately  236  series  E  bonds  for  10 
registered  owners,  face  value  $63,000.  On  January  31,  1972,  the  bonds  first  came 
to  the  attention  of  this  Service  upon  the  arrest  of  James  Canavari  in  Phoenix, 
Ariz.,  as  he  attempted  to  withdraw  $18,000  from  an  account  he  had  opened  on 
January  28,  1972,  with  the  proceeds  of  the  bonds,  which  were  part  of  the  loot 
taken  in  the  Denver  burglary. 

In  Denver,  George  Pauldino,  William  Schoengarth,  and  Robert  Schoengarth 
were  developed  as  suspects  in  the  burglary  and  handling  of  the  bonds.  On  Feb- 
ruary 22,  1972,  a  group  of  the  stolen  bonds  registered  to  a  woman  owner  were 
redeemed  by  a  female  in  Colorado  Springs,  Colo.  Connie  Schoengarth,  wife  of 
Robert  Schoengarth,  was  developed  as  the  suspect  in  this  forgery.  Between 
February  22  and  March  7,  1972,  banks  in  the  Denver  area  were  alerted  to  possible 
attempts  to  redeem  other  bonds  in  this  case.  As  a  result  of  these  contacts  it  was 
determined  that  Connie  Schoengarth  had  opened  an  account  in  one  of  the  regis- 
tered owner's  name  at  a  bank  in  Boulder,  Colo.  On  March  10  she  was  arrested 
in  the  bank  after  forging  a  group  of  bonds.  Pauldino  and  William  Schoengarth 
were  arrested  in  the  bank's  parking  lot.  Robert  Schoengarth  fled  the  area  and 
was  not  arrested  at  that  time.  Six  additional  $1,000  bonds  were  recovered  in  an 
auto  owned  by  Pauldino. 
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George  Pauldino,  William  Schoengarth,  Robert  Schoengarth,  and  Connie 
Schoengarth  were  subsequently  indicted  and  convicted  in  a  jury  trial  in  this 
case.  On  October  6,  1972,  Pauldino  and  William  Schoengarth  were  sentenced  to 
4  years'  imprisonment ;  Connie  Schoengarth  and  Robert  Schoengarth  were  each 
sentenced  to  3  years'  imprisonment. 

Bond  Case  C 

On  February  4,  1972,  an  individual  attempted  to  redeem  three  |1,000  bonds 
payable  to  an  Orange,  Calif.,  resident.  The  bank  became  suspicious  of  the  transac- 
tion and  the  individual  fled  the  bank,  leaving  behind  the  bonds  and  a  counterfeit 
driver's  license  with  his  photograph  on  it.  Investigation  identified  the  forger  as 
Oscar  Smith  who  was  arrested  on  February  23,  1972, 

The  bonds  were  identified  as  part  of  a  group  of  25  $1,000  bonds  stolen  in 
Omaha,  Nebr.,  on  December  14,  1970.  Seven  of  the  bonds  had  previously  been 
recovered  in  Salt  Lake  City,  Utah,  at  the  residence  of  a  known  fence. 

In  early  March  1972,  an  informant  advised  that  Smith  and  Paul  Harmon,  Jr., 
were  attempting  to  sell  the  remaining  bonds  in  the  Los  Angeles  area.  An  un- 
dercover agent,  posing  as  a  dishonest  bank  employee  was  introduced  to  Harmon 
and  arrangements  were  made  for  him  to  buy  the  bonds.  The  investigation  and 
surveillance  of  Smith  and  Harmon  revealed  Robert  Marshall  of  Salt  Lake  City, 
Utah,  was  in  possession  of  the  bonds  and  was  the  source.  Negotiation  for  the 
bonds  was  finalized  and  the  bonds  were  transported  to  the  Los  Angeles  area.  Upon 
delivery  to  the  undercover  agent,  Smith,  Harmon,  and  Gerald  Lissner,  who  had 
assisted  in  the  delivery,  were  arrested.  Sixteen  additional  $1,000  bonds  were 
recovered. 

On  March  15,  1972,  the  four  defendants  were  indicted  for  conspiracy,  inter- 
state transportation  of  stolen  securities,  receiving  stolen  property  transported 
interstate,  aiding  and  abetting,  and  false  personation  of  a  Federal  creditor. 
On  July  7,  1972,  Smith  pleaded  guilty  and  on  July  24,  1972,  Lissner  was  acquitted 
of  charges  in  this  case.  Marshall  received  a  sentence  5  years  in  prison ;  Smith 
was  sentenced  to  6  months ;  and  Harmon  was  sentenced  to  7  years  in  prison. 

SPECIAL  INVESTIGATIONS  IDENTIFICATION  BRANCH 

The  Identification  Branch  of  our  Special  Investigations  and  Security  Division 
provided  increased  scientific  and  technical  support  to  field  oflBces  in  criminal 
investigations  during  fiscal  year  1972.  Other  activities  included  occasional  ex- 
aminations at  the  request  of  other  Government  agencies,  participation  in  train- 
ing classes  and  processing  crime  scenes  for  latent  fingerprints. 

The  combined  Fingerprint  and  Questioned  Document  Sections  closed  3,406  cases 
involving  counterfeit,  protection,  and  forgery  investigations.  A  total  of  393,477 
exhibits  were  examined  resulting  in  1,166  identifications  of  individuals  through 
fingerprints,  handwriting,  typewriting,  or  other  physical  evidence.  The  Identifica- 
tion Branch  personnel  appeared  in  courts  throughout  the  nation  furnishing 
expert  testimony  in  our  investigations.  We  have  noted  an  increased  tendency 
for  courts  to  utilize  expert  testimony  in  cases  wherein  the  handwriting  evidence 
was  less  than  conclusive. 

Although  the  Presidential  campaign  and  the  inauguration  somewhat  curtailed 
agent  investigative  functions  during  much  of  the  current  fiscal  year,  the  Iden- 
tification Branch  workload  has  remained  relatively  constant  as  compared  to 
fiscal  year  1972.  With  field  oflSces  returning  to  normal  strength  and  agents  devot- 
ing more  time  to  criminal  investigations,  it  is  anticipated  that  the  workload  of 
the  branch  will  show  an  increase  during  fiscal  year  1973. 

ORGANIZED    CRIME 

We  are  still  cooperating  with  the  Federal  campaign  against  organized  crime 
and  presently  have  18  experienced  special  agents  representing  the  Service  on  18 
strike  forces  throughout  the  country.  We  also  have  a  full-time  analyst  com- 
piling and  tabulating  the  work  of  these  special  agents  at  the  headquarter's  level. 

In  cooperation  with  a  representative  of  the  Organized  Crime  Division  of  the 
Department  of  Justice,  supervisory  investigative  personnel  from  headquarters 
are  currently  visiting  all  18  strike  forces  throughout  the  coimtry  attending 
conferences  geared  toward  improving  the  effectiveness  of  each  of  the  strike 
forces. 
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MANPOWER   UTILIZATION 

You  will  recall  that  several  years  ago  in  response  to  a  question  regarding  our 
request  for  additional  personnel,  I  stated  that  I  hoped  we  had  reached  a  plateau 
in  our  growth.  I  also  said  at  that  time  that  we  would  evaluate  the  impact  on 
our  operations  of  the  additional  personnel  granted  in  the  fiscal  years  1970,  1971, 
and  1972  before  we  again  requested  additional  personnel.  This  is  the  second 
year  in  a  row  that  we  have  not  requested  additional  employees  despite  the  fact 
that  our  workload  in  almost  all  areas  continues  to  increase  year  after  year. 

We  recently  completed  the  first  full  year  of  operation  under  the  program 
for  the  protection  for  foreign  dignitaries  and  representatives  of  the  United 
States  on  special  missions  abroad.  We  are  now  in  the  process  of  evaluating 
the  impact  of  this  program  on  our  other  areas  of  responsibilities.  Also,  the 
calendar  year  1973  will  give  us  our  first  opportunity  to  analyze  the  impact 
of  the  personnel  obtained  last  fiscal  year  on  our  criminal  investigations  and  field 
operations. 

As  you  know,  we  have  not  requested  any  additional  employees  for  the  pro- 
tection of  foreign  dignitaries  and  Americans  on  special  missions  abroad.  I  should 
say,  however,  that  we  are  watching  the  matter  very  closely,  particularly  in  view 
of  the  increasing  numbers  of  visits  and  tlie  problems  of  worldwide  terrorism, 
as  evidenced  by  the  Munich  incident  and,  more  recently,  the  tragedy  in  Sudan. 

Also,  we  are  constantly  seeking  ways  to  increase  the  productivity  of  our  agents 
by  relieving  them  to  the  extent  possible  of  any  duties  that  can  best  be  per- 
formed by  clerical  or  technical  employees.  Studies  in  this  area  are  currently 
underway.  I  should  tell  you  now  that  preliminary  indications  are  that  the 
effectiveness  of  our  agents  might  be  increased  substantially  by  the  addition  of 
clearical  and  other  technical  support  personnel.  In  our  appearance  before  you 
next  year,  I  am  hopeful  that  we  can  give  you  the  results  of  our  studies,  together 
with  whatever  recommendations  we  make  that  are  finally  approved  by  reviewing 
authorities. 

SUMMARY 

In  summary,  the  Secret  Service  has  just  experienced  the  busiest  time  in  its 
history.  I  am  pleased  to  report  that  notwithstanding  the  increases  in  almost 
all  our  areas  of  responsibility,  we  have  been  able  to  respond  to  every  request 
and  direction  given  us. 

The  budget  request  before  you  is  designed  to  maintain  this  status.  In  this 
regard,  I  am  grateful  to  your  committee  for  the  understanding  and  support  you 
have  given  us  over  the  years.  I  am  equally  proud  of  the  performance  of  our 
agents  and  other  personnel  who  have  performed  so  admirably  in  many  difficult 
situations. 

Mr.  Chairman  this  concludes  my  statement.  I  will  be  pleased  to  answer  any 
questions  you  or  the  other  members  of  the  committee  may  have. 

Summary  Statement 

Mr.  Rowley.  Mr.  Chairman,  again,  it  is  my  privilege  to  appear 
before  you  and  the  other  distinguished  members  of  this  committee  to 
present  the  annual  appropriation  request  of  the  U.S.  Secret  Service 
and  to  report  on  our  activities  during  the  past  year. 

budget  request 

The  pending  appropriation  request  for  the  fiscal  year  1974  totals 
$64  million,  a  decrease  of  $475,000  under  the  proposed  authorized  level 
for  the  fiscal  year  1973.  No  additional  positions  are  requested.  How- 
ever, funds  have  been  included  in  the  request  for  mandatory  and  other 
increases  necessary  to  maintain  programs  at  current  operational  levels. 

INCREASE   IN   ACTIVITIES 

In  terms  of  activities,  the  past  year  has  been  one  of  continued  growth 
for  the  Service.  The  recent  Presidential  campaign  required  a  protec- 
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tive  effort  of  unprecedented  magnitude.  At  the  same  time,  the  problems 
of  worldwide  terrorism  required  extraordinary  measures  with  respect 
to  the  protection  of  foreign  missions.  Coupled  with  these  activities  has 
been  an  o\^erall  increase  in  the  protective  assignments  pertaining  to 
foreign  dignitaries.  Criminal  investigative  activities,  too,  have  in- 
creased this  past  fiscal  year,  though  not  nearly  at  the  rate  of  some 
years  in  the  past  decade. 

Of  course,  our  protective  responsibilities  continue  to  receive  the 
highest  priority.  The  protective  role  of  the  Service  has  been  growing 
and  expanding  in  recent  years.  In  this  regard,  we  are  continuously 
evaluating  new  equipment  and  methods  to  assist  us  in  providing  a  safe 
and  secure  environment  to  those  persons  whom  we  protect.  However,  I 
am  sure  you  realize  that  the  backbone  of  our  protective  efforts  is  the 
deaicated  men  and  women  of  our  protective  details  and  field  offices 
who  have  given  so  unselfishly  of  themselves  in  furtherance  of  our 
mission.  I  would  like  the  record  to  show  that  I  am  immensely  proud 
of  their  performance  during  this  past  year. 

CANDIDATE  AND   NOMINEE  PROTECTION 

The  operational  program  for  the  protection  of  major  Presidential 
candidates  and  nominees  commenced  on  March  20,  1972.  From  that 
date  until  the  Presidential  election  in  November,  the  Secret  Service 
provided  protection,  on  the  recommendations  of  the  bipartisan  com- 
mittee established  by  Public  Law  90-331,  and  upon  designation  by 
the  Secretary  of  the  Treasury,  to  12  candidates  and  nominees,  who 
were  identified  as  major  Presidential  and  Vice  Presidential  candidates 
or  nominees.  Also,  at  the  direction  of  President  Nixon,  Senator  Ken- 
nedy was  afforded  protection  during  part  of  this  time. 

PROTECTION   OF  FOREIGN   DIGNITARIES 

During  the  fiscal  year  1972,  the  Secret  Sei-vice  planned  and  executed 
secui-ity  arrangements  for  63  visits  of  foreign  dignitaries  to  the  United 
States.  In  addition,  the  Service  was  directed  by  President  Nixon  to 
provide  security  for  the  visits  of  30  representatives  of  the  United 
States  performing  special  missions  in  foreign  countries.  To  date,  in 
the  current  fiscal  year,  the  Service  has  provided  protection  to  68  for- 
eign dignitaries  visiting  the  United  States  and  22  representatives  of 
the  United  States  on  special  missions  abroad. 

From  the  above  statistics,  it  is  cleai-  that  the  protection  of  foreign 
dignitaries  and  Americans  on  special  missions  abroad  is  becoming  an 
increasingly  important  responsibility  of  the  Secret  Service  and  that 
a  significant  amount  of  resources  is  being  devoted  to  the  program. 

For  the  fiscal  year  1974,  an  additional  $450,000  is  being  requested  to 
cover  the  extra  travel  and  per  diem  costs  expected  to  be  incurred. 

PRESIDENTIAL    PROTECTION 

The  Secret  Ser\dce  made  the  necessary  security  arrangements  and 
accompanied  President  Nixon  on  his  historic  trips  to  the  People's 
Republic  of  China  and  to  the  Union  of  Soviet  Socialist  Republics. 
During  these  visits,  the  Service  worked  in  close  harmony  with  the 
security  forces  of  these  countries  to  provide  maximum  security  for  the 
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President.  In  the  current  fiscal  year,  the  Service  also  made  security 
arrangements  and  accompanied  President  Nixon  at  his  meetings  with 
the  Prime  Minister  of  Great  Britain  and  the  former  Prime  Minister 
Sato  of  Japan,  as  well  as  on  his  state  visits  to  Canada,  Austria,  Iran, 
and  Poland. 

Two  other  major  missions  completed  in  the  current  fiscal  year  were 
the  state  funerals  for  the  late  President  Truman  in  Independence,  Mo., 
and  the  late  President  Johnson  in  Washington,  D.C.,  and  Johnson 
City,  Tex. 

In  accordance  with  statutorj'^  responsibilities,  the  Secret  Service 
will  continue  to  provide  physical  security  to  Mrs.  Bess  Truman  and  to 
Mrs.  Lady  Bird  Johnson. 

EXECUTIVE    PROTECTrVE    SERVICE 

Again  this  fiscal  year,  the  Executive  Protective  Service  has  partici- 
pated in  a  number  of  protective  assignments  both  within  and  outside 
the  metropolitan  areas  of  Washington.  Officers  of  the  Executive  Pro- 
tective Service,  by  direction  of  President  Nixon,  were  detailed  to  New 
York  City  from  September  7  to  December  18,  1972,  to  assist  in  pro- 
viding physical  protection  and  a  secure  environment  for  foreign  dig- 
nitaries attending  the  27th  annual  General  Assembly  of  the  United 
Nations.  At  the  same  time,  due  to  the  Munich  incident,  additional  pro- 
tective coverage  was  provided  in  Washington  for  those  diplomatic 
missions  that  might  possibly  have  been  the  targets  of  terrorist 
activities. 

In  addition,  the  Executive  Protective  Service  was  directed  by  the 
Secretary  of  the  Treasury  to  assist  in  providing  protection  to  foreign 
delegations  attending  the  1972  annual  meeting  of  the  International 
Monetary  Fund  and  the  International  Bank  for  Reconstruction  and 
Development. 

FIELD   OFFICES 

The  field  offices  of  the  Secret  Service  were  heavily  involved  with  our 
protective  mission  during  the  latter  part  of  the  fiscal  year  1972  and 
the  first  half  of  the  current  fiscal  year.  While  the  physical  protection 
of  candidates  and  nominees  began  in  March  1972,  and  extended 
through  November,  the  intensified  training,  intelligence  gathering, 
and  precampaign  briefings  of  our  men  began  much  earlier  in  Novem- 
ber 1971. 

All  of  the  manpower  utilized  for  the  physical  protection  of  candi- 
dates came  from  our  field  offices.  Fortunately,  the  additional  personnel 
authorized  to  the  Service  during  the  past  3  years  enabled  us  to  fulfill 
our  protective  responsibilities  during  this  period,  while  maintaining 
a  balanced  control  of  our  priority  counterfeiting  and  forgery 
investigations. 

COUNTERFEIT   ACTmTIES 

In  the  fiscal  year  1972,  counterfeiters  produced  an  alltime  high  of 
$27.7  million  in  counterfeit  currency,  the  eighth  consecutive  record- 
setting  year  in  a  row  and  an  increase  of  3.2  percent  over  fiscal  1971. 
Of  this  sum,  $22.9  million,  or  82.6  percent  of  the  counterfeiter's  output, 
was  seized  before  being  placed  into  circulation.  However,  losses  to  the 
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public  reached  a  record  $4.8  million,  an  increase  of  38.7  percent  over 
fiscal  year  1971. 

The  large  number  of  notes  seized  before  circulation  is  indicative 
of  the  potential  losses  to  the  public  without  vigorous  enforcement.  The 
efforts  of  the  Service  in  this  regard  are  best  reflected  in  the  2,331 
arrests  for  counterfeiting  in  the  fiscal  year  1972,  an  increase  of  32 
percent  over  the  1,766  arrests  in  the  previous  fiscal  year. 

CHECK  FORGERY 

The  forgery  of  Government  checks  continues  to  be  a  major  enforce- 
ment problem  of  the  Secret  Service.  The  75,759  check  cases  received 
for  investigation  in  the  fiscal  year  1972  is  an  increase  of  approximately 
15  percent  over  the  66,004  cases  received  in  the  fiscal  year  1971.  During 
this  same  period  of  time,  the  number  of  arrests  increased  by  841  or  29 
percent  from  2,910  in  the  fiscal  year  1971  to  3,751  in  the  fiscal  year  1972. 

The  development  of  forgery  squad  systems  in  our  major  offices  has 
achieved  significant  results,  as  concentrated  investigative  attention 
soon  becomes  apparent  to  actual  and  potential  forgers.  We  feel  this  is 
an  important  deterrent  factor. 

BOND   FORGERY 

During  fiscal  year  1972  the  number  of  U.S.  savings  bond  forgery 
cases  received  reflected  a  decrease  in  comparison  with  recent  years.  In 
fiscal  year  1972  we  opened  16,599  bond  investigations  and  closed  in- 
vestigations involving  20,367  bonds,  thereby  accomplishing  a  reduc- 
tion in  backlog  to  15,526.  These  statistics  reflect  a  28-percent  decrease 
in  the  number  of  bond  investigations  received  in  comparison  with  the 
22,991  cases  received  in  the  fiscal  year  1971. 

During  fiscal  year  1972,  177  arrests  for  bond  forgery  were  made — 
an  increase  of  22  percent  from  fiscal  year  1971.  These  arrests  have  re- 
moved some  very  proficient  and  active  forgers  and  fences  from  the 
scene,  at  least  for  the  period  of  their  imprisonment. 

SPECIAL  INVESTIGATIONS  IDENTIFICATGN  BRANCH 

The  Identification  Branch  of  our  Special  Investigations  and  Secur- 
ity Division  provided  increased  scientific  and  technical  support  to 
field  offices  in  criminal  investigations  during  fiscal  year  1972.  The  com- 
bined Fingerprint  and  Questioned  Document  Sections  closed  3,406 
cases  involving  counterfeit,  protection,  and  forgery  investigations.  A 
total  of  393,477  exhibits  were  examined,  resulting  in  1,166  identifica- 
tions of  individuals  through  fingerprints,  handwriting,  typewriting 
or  other  physical  evidence.  The  Identification  Branch  personnel  ap- 
peared in  courts  throughout  the  Nation  funrnishing  expert  testimony 
in  our  investigations. 

ORGANIZED   CRIME 

We  are  still  cooperating  with  the  Federal  campaign  against  organ- 
ized crime  and  presently  have  18  experienced  special  agents  represent- 
ing the  Service  on  18  strike  forces  throughout  the  country.  We  also 
have  a  full-time  analyst  compiling  and  tabulating  the  work  of  these 
special  agents  at  the  headquarters  level. 
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MANPOWER   UTILIZATION 

You  will  recall  that  several  years  ago  in  response  to  a  question  re- 
garding our  request  for  additional  personnel,  I  stated  that  I  hoped  we 
had  reached  a  plateau  in  our  growth.  I  also  said  at  that  time  that  we 
would  evaluate  the  impact  on  our  operations  of  the  additional  per- 
sonnel granted  in  the  fiscal  years  1970, 1971,  and  1972  before  we  again 
requested  additional  personnel.  This  is  the  second  year  in  a  row  that  we 
have  not  requested  additional  employees  despite  the  fact  that  our 
workload  in  almost  all  areas  continues  to  increase  year  after  year. 

We  recently  completed  the  first  full  year  of  operation  under  the 
program  for  the  protection  of  foreign  dignitaries  and  representatives 
of  the  United  States  on  special  missions  abroad.  We  are  now  in  the 
process  of  evaluating  the  impact  of  this  program  on  our  other  areas 
of  responsibilities.  Also,  the  calendar  year  1973  will  give  us  our  first 
opportunity  to  analyze  the  impact  of  the  personnel  obtained  last  fiscal 
year  on  our  criminal  investigations  and  field  operations. 

As  you  know,  we  have  not  requested  any  additional  employees  for 
the  protection  of  foreign  dignitaries  and  Americans  on  special  mis- 
sions abroad.  I  should  say,  however,  that  we  are  watching  the  matter 
very  closely,  particularly  in  view  of  the  increasing  number  of  visits 
and  the  problems  of  worldwide  terrorism,  as  evidenced  by  the  Munich 
incident  and  more  recently,  the  tragedy  in  Sudan. 

Also,  we  are  constantly  seeking  ways  to  increase  the  productivity  of 
our  agents  by  relieving  them  to  the  extent  possible  of  any  duties  that 
can  best  be  performed  by  clerical  or  technical  employees.  Studies  in 
this  area  are  currently  underway.  I  should  tell  you  now  that  pre- 
liminary indications  are  that  the  effectiveness  of  our  agents  might  be 
increased  substantially  by  the  addition  of  clerical  and  other  technical 
support  personnel.  In  our  appearance  before  you  next  year,  I  am  hope- 
ful that  we  can  give  you  the  results  of  our  studies  together  with  what- 
ever recommendations  we  make  that  are  finally  approved  by  reviewing 
authorities. 

SUMMARY 

In  summary,  the  Secret  Service  has  just  experienced  the  busiest 
time  in  its  history.  I  am  pleased  to  report  that  notwithstanding  the 
increases  in  almost  all  our  areas  of  responsibility,  we  have  been  able 
to  respond  to  every  request  and  direction  given  us. 

The  budget  request  before  you  is  designed  to  maintain  this  status. 
In  this  regard  I  am  grateful  to  your  committee  for  the  understanding 
and  support  you  have  given  us  over  the  years.  I  am  equally  proud  of 
the  performance  of  our  agents  and  other  persomiel  who  have  per- 
formed so  admirably  in  many  difficult  situations. 

Mr.  Chairman,  this  concludes  my  statement.  I  will  be  pleased  to 
answer  any  questions  you  or  the  other  members  of  the  committee  may 
have. 

CANDIDATE    AND    NOMINEE    PROTECTION 

Mr.  Steed.  First,  let  me  just  get  my  pet  peeve  off  of  my  chest. 

I  know  it  is  not  your  fault,  but  when  I  have  to  look  upon  the  12 
candidates  for  President  as  major  candidates  by  designation  of  a 
committee,  it  just  kind  of  gripes  me.  There  were  some  major  candi- 
dates, but  to  say  all  those  people  were  major  candidates  stretches  my 
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credulity,  and  I  think  it  was  an  imposition  on  you  and  this  subcom- 
mittee and  the  Country.  I  hope  that  whoever  has  this  responsibility 
next  time  around  will  exercise  a  little  bit  more  common  sense  than  they 
did  this  last  time.  It  makes  a  joke  out  of  a  very  serious  job. 

I  don't  think  there  is  any  protective  work  on  earth  as  difficult  for 
people  in  your  position  to  perform  as  that  of  protecting  men  and 
women  who  are  campaigning  for  office. 

By  the  very  nature  of  their  activities  it  makes  keeping  them  secure 
from  personal  harm  almost  impossible.  Yet,  fortunately,  only  truly 
major  candidates  would  have  need  for  any  protection  even  though  we 
do  live  in  these  times  of  violence  and  unpredictable  attacks.  However, 
you  know,  the  seriousness  of  the  thing  seems  to  me  to  make  it  all  the 
more  necessary  that  you  be  permitted  to  confine  yourselves  to  those 
areas  where  there  is  a  need  and  where  a  nearly  impossible  job  can  be 
performed  with  some  degree  of  success. 

Can  you  give  us  an  analysis  of  the  impact  that  the  nonrecurring 
Presidential  campaign  will  have  on  your  budget?  This  can  be  a  plus 
or  minus  looking  at  it  one  way  or  the  other.  The  manpower  that  you 
had  to  use  in  that  activity  became  available  for  other  work,  so  actually 
although  you  are  only  showing  about  $1.35  million  increase  in  dollars, 
that  available  manpower  for  your  more  permanent  type  responsibili- 
ties does  put  you  in  a  stronger  position  in  the  field  of  general  protec- 
tion and  in  the  field  of  counterfeiting  and  forgery ;  isn't  that  so  ? 

Mr.  Rowley.  Yes,  sir. 

Mr.  Steed.  What  is  the  general  estimate  of  the  dollars  and  men  that 
would  be  involved  in  that  ? 

Mr.  Rowley.  We  can  give  you  a  breakdown  for  the  record,  but  off- 
hand I  would  say  it  would  be  a  greater  number  devoted  to  counter- 
feiting than  there  was  during  the  period  of  the  campaign. 

But  then  there  are  these  additional  responsibilities  you  just  men- 
tioned in  the  area  of  protection  of  foreign  dignitaries,  and  indeed  we 
have  to  consider  the  methods  to  combat  terrorist  activities,  which  of 
course  we  are  reviewing  every  day. 

COORDINATION  OF  SECURITY  ARRANGEMENTS  WITH  FOREIGN  NATIONS 

Mr.  Steed.  Did  you  find  any  problems  working  with  the  police  offi- 
cials of  China  and  Russia  to  make  sure  that  all  the  steps  you  felt  were 
necessary  were  taken  ? 

Mr.  Rowley.  Well,  with  respect  to  the  visits  to  China  and  to  Moscow, 
in  the  reports  that  I  got  we  received  excellent  cooperation,  but  for  the 
interest  of  the  members  of  this  committee  I  would  ask  Mr.  Boggs,  who 
was  present  there,  to  give  you  a  summary  of  his  reaction. 

Mr.  BoGGS.  I  think  the  thrust  of  your  question,  Mr.  Chairman,  is  the 
reciprocity  or  cooperation  as  a  result  of  our  contacts  with  them  in  their 
country,  as  to  the  cooperation  and  extent  of  protection  we  can  afford 
when  their  dignitaries  come  here. 

Do  I  read  that  correctly  ? 

Mr.  Steed.  Yes. 

Mr.  Boggs.  It  is  and  it  has  been  very  beneficial  in  that  we  know  in 
many  instances  the  same  people  traveling  with  their  dignitaries  are  to 
be  met  in  their  own  country,  and  by  virtue  of  having  worked  with  them 
there  they  know  our  techniques  and  our  procedures  in  protection 
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which  makes  it  much  easier  and  time-saving  and  requires  less  negoti- 
ation, you  might  say,  to  smooth  out  the  entire  operation,  so  it  has  been 
very  beneficial. 

RESOURCES  DEVOTED  TO  CANDIDATE  AND  NOMINEE  PROTECTION 

Mr.  Steed.  What  was  the  total  amount  of  your  protection  work  in 
the  campaign  last  year?  Have  you  made  any  study  of  what  all  that 
added  up  to  ? 

Mr.  Eowley.  Where  we  had  the  greatest  number  of  candidates  ? 

Mr.  Steed.  I  mean  the  total  ball  of  wax.  What  all  did  you  have  to 
invest  in  that  program  ? 

Mr.  Rowley.  Dollarwise? 

Mr.  Steed.  And  manpowerwise.  Some  of  it  I  know  is  part  time,  but 
I  thought  you  might  be  able  to  give  us  sort  of  a  ballpark  figure  on  what 
it  actually  amounted  to. 

Mr.  Rowley.  Well,  it  amounted  to,  in  dollars,  $6,374,000.  Have  we 
broken  down  the  manpower  utilized  on  protection  during  the  cam- 
paign for  candidates  ? 

Mr.  Hill.  So  far  as  man-hours  ? 

Mr.  Rowley.  Yes. 

Mr.  Hill.  Direct  man-hours  on  the  details  total  703,800. 

Mr.  Steed.  Do  you  have  to  have  any  special  equipment  that  you 
wouldn't  be  using  otherwise  in  your  work  or  is  your  regular  equipment 
sufficient  ? 

Mr.  Rowley.  No;  we  had  to  buy  additional  equipment  which  we 
will  utilize  between  now  and  the  next  campaign. 

Mr.  Steed.  You  can  use  it  in  your  other  work  ? 

Mr.  Rowley.  Yes,  sir. 

Mr.  Steed.  I  know  we  had  one  distressing  incident  during  the  cam- 
paign which  was  very  widely  displayed  on  television.  What  was  the 
general  problem  you  ran  into  about  the  cooperation  of  the  people  to 
be  protected?  Did  they  cooperate  with  you  very  well,  or  were  you  able 
to  maintain  what  you  would  consider  any  desirable  level  of  protec- 
tion by  virtue  of  the  activities  they  indulge  in  when  they  are  out 
shaking  hands  and  getting  votes  ? 

Mr.  Rowley.  I  can  only  judge  by  the  comments,  and  it  is  not  a  self- 
serving  declaration,  but  rather  letters  that  we  received  from  the  respec- 
tive candidates  after  the  campaign,  thanking  us  and  complimenting 
the  type  of  person  we  had  involved  with  them  in  the  assignment  of  the 
detail.  There  was  no  unpleasant  incident  between  our  personnel  and 
a  candidate  and  on  the  whole  everyone  was  most  complimentary. 

TECHNICAL   SECURITY   EQUIPMENT 

Mr.  Steed.  In  your  work  in  order  to  keep  abreast  of  modern  tech- 
niques and  developments  of  equipment  you  do  employ  a  lot  more 
equipment  in  your  work  now  than  used  to  be  true;  isn't  that  so? 

Mr.  Rowley.  Yes,  sir.  We  have  a  continuing  research  program  going 
on  so  that  we  can  keep  up  with  the  state  of  the  art  as  it  applies  to 
our  protective  intelligence  area  and  indeed  the  support  for  the  protec- 
tive forces. 
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Mr,  Steed.  Do  you  think  you  have  a  good  finger  on  the  state  of 
the  art  so  if  there  are  new  devices  or  techniques  developed  that  you 
can  have  access  to  them  and  adopt  them  if  need  be  ? 

Mr.  Rowley.  Well,  if  it  is  compatible  with  our  operation;  yes,  sir. 

Mr.  Steed.  What  is  the  general  condition  of  your  equipment  now? 
Is  it  in  good  condition  ? 

Mr.  Rowley.  Excellent  condition ;  yes,  sir. 

Mr.  Steed.  Do  you  have  a  sufficient  amount  of  it  ? 

Mr.  Rowley.  Yes,  sir. 

Mr.  Steed!  What  is  the  situation,  especially  in  this  area  with  the 
FBI  and  other  agencies?  Is  the  intercommunication  of  especially 
technical  information  being  accomplished  ? 

Mr.  Rowley.  Yes.  As  suggested  by  the  Warren  Commission,  if  you 
recall,  Mr.  Chairman,  we  established  a  liaison  with  all  the  depart- 
ments of  the  Government  where  they  furnish  us  information,  and 
this  includes  the  state  of  the  art  so  that  there  is  an  exchange  between 
the  Agency,  and  the  FBI,  and  ourselves  and  anyone  else  including 
the  Defense  Department,  where  there  are  meetings,  are  there  not, 
Tom? 

Mr.  Kelly.  Yes. 

Mr.  Rowley.  At  least  once  a  month  in  which  these  various  things 
are  discussed,  particularly  in  the  area  of  equipment  and  electronics. 

ORGANIZED  CRIME 

Mr.  Steed.  I  notice  you  refer  to  the  fact  you  have  18  task  forces 
in  operation  in  which  you  are  participating.  Are  these  Treasury 
Department  task  forces  or  Government-wide  forces  ? 

Mr.  Rowley.  Government-wide,  under  the  auspices  of  the  Depart- 
ment of  Justice. 

Mr.  Steed.  T\niat  has  been  your  experience  so  far?  Are  they  hitting 
any  pay  dirt? 

Mr.  Rowley.  Insofar  as  the  cooperation,  yes;  I  think  they  have 
made  an  impact  on  the  criminal  scene,  and  I  think,  too,  that  it  has 
been  very  effective.  We  have  come  across  groups  that  were  involved 
in  theft  of  stolen  bonds  and  securities,  not  necessarily  United  States, 
and  have  turned  them  over  to  the  other  agencies  which  have  proper 
jurisdiction,  so  there  is  that  close  cooperation  and  indeed  coordination. 

PROTECTION  OF  FOREIGN  MISSIONS 

Mr.  Steed.  What  is  your  feeling  about  the  attitude  of  foreign  embas- 
sies and  others  for  whom  you  perform  executive  protective  work? 
Have  you  had  any  complaints  from  the  foreign  embassies  or  dele- 
gations in  this  country  about  not  getting  proper  help  ? 

Mr.  Rowley.  No.  As  indicated  in  the  statement,  after  the  Munich 
incident,  we  increased  the  protection  of  those  embassies  that  we 
thought  might  be  possible  targets,  and  on  the  whole  we  have  no 
complaints. 

Mr.  Steed.  What  do  you  do?  Do  you  somewhat  judge  the  volume 
of  protection  you  extend  in  accordance  with  the  wishes  of  the  em- 
bassy itself?  In  other  words,  if  they  prefer  not  to  have  too  much 
protection,  or  if  they  want  more  do  you  react  to  this  sort  of  feeling 
on  their  part  ? 

93-674  O  -  73  -  24 
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Mr.  Rowley.  Well,  it  works  both  ways.  Yes;  we  make  a  determina- 
tion whether  they  should,  but  it  depends  on  a  given  situation  and 
circumstances. 

Like  the  Munich  incident,  as  I  mentioned  earlier,  if  there  is  some- 
thing of  a  serious  nature  we  will  put  on  additional  people.  In  fact, 
they  will  request  that  through  the  proper  division  in  the  State  De- 
partment which  in  turn  apprises  the  representative  of  the  White 
House  who  in  turn  directs  a  request  to  Mr.  Morgan  and  who  then 
advises  us. 

SECURITY  OF  THE  PRESIDENT 

Mr.  Steed.  What  is  the  situation  currently  with  regard  to  threats  to 
the  security  of  the  President?  That  has  been  rather  troublesome  in 
year's  gone  by.  Are  you  receiving  the  same  level  of  threat  in  this  area 
that  we  had  in  previous  years  ? 

Mr.  Rowley.  Are  threats  about  the  same,  75  a  month,  Tom,  or 
have  they  increased  slightly  ? 

Mr.  Kelley.  In  the  present  fiscal  year  there  was  a  significant  rise 
in  the  number  of  threat  cases  we  handled,  mostly  because  of  the  cam- 
paign and  the  conventions. 

Now  it  has  leveled  off  and  it  will  level  off  to,  about  80  threat  cases 
a  month.  Then,  we  will  have  the  usual  amount  of  threats,  but  it  is 
leveling  off  now  since  the  conventions  and  the  campaigns  to  what 
was  expected. 

Mr.  Steed.  Is  the  computerization  of  this  activity  meeting  your 
expectations  ? 

Mr.  Kelley.  Yes,  sir.  We  now  have  two  computers.  We  have  a 
Honeywell  3200  and  a  2200.  We  are  asking  for  additional  money  to 
cover  additional  lease  costs  for  peripheral  equipment,  but  the  com- 
puters on  hand  and  the  analyses  we  are  able  to  do  are  working  out 
satisfactorily. 

white  house  security 

Mr.  Steed.  What  about  the  White  House  itself?  Has  the  security 
there  been  working  all  right?  Have  you  had  any  incidents  that  gave 
you  any  concern  ? 

Mr.  Rowley.  No,  sir.  Occasionally,  drivers  might  go  through  the 
barricades  or  attempt  to  come  in  through  the  gate  with  a  vehicle, 
but  they  don't  get  anywhere.  Invariably  they  are  intoxicated. 

Mr.  Steed.  We  read  about  something  on  personnel  problems  around 
the  White  House  recently.  Do  you  liave  any  comments  you  want  to 
make  about  that? 

Mr.  Rowley.  No,  sir.  That  is  an  internal  matter. 

Mr.  Steed.  We  probably  have  some  colleagues  who  may  want  to 
ask  some  questions  about  it,  so  I  can  at  least  tell  them  I  asked  you. 

Mr.  Rowley.  I  will  say  this:  There  is  no  morale  problem  and  I 
will  emphasize  that  most  vigorously. 

Mr.  Steed.  I  didn't  think  there  was. 

training  center 

How  do  you  feel  about  the  training  school  ? 

Mr.  Rowley.  I  will  turn  that  question  over  to  Mr.  Boggs  because 
I  asked  him  to  prepare  statistics.  It  is  in  full  operation  and  we  are 
receiving  more  demands  everyday. 
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We  have  had  representatives  of  the  FBI  and  other  police  orga- 
nizations visit  the  site  and  the  ranges,  and  they  were  amazed  at  the 
display  that  we  had  there.  They  never  dreamed  there  would  be  such 
a  display. 

Mr.  Steed.  If  you  were  really  a  promoter  you  would  arrange  it 
so  that  all  your  classes  of  new  recruits  would  always  have  at  least 
one  old  pro  so  he  could  keep  telling  them  how  it  used  to  be  when 
they  went  out  on  the  firing  range. 

Mr.  Rowley.  If  I  may  go  off  the  record. 

[Discussion  off  the  record.] 

Mr.  Rowley,  I  don't  try  or  attempt,  with  the  men  we  have  today, 
particularly  with  the  young  men,  to  say  this  is  what  we  had  before 
because  we  have  no  way  of  making  a  comparison.  It  is  futile  to  try  to 
explain  to  them.  We  just  want  them  to  understand  the  importance  of 
our  organization,  the  efficiency,  without  referring  to  yesteryear. 

Mr.  Steed.  But  these  fellows  here  that  were  here  all  through  that 
know  how  to  appreciate  you  and  your  tenacity  to  make  sure  that  this 
project  came  into  being.  It  is  just  not  the  level  of  appreciation  that  a 
man  could  have  unless  he  had  had  that  prior  experience. 

I  do  think,  though,  that  the  training  now  is  giving  you  more  a 
run  for  your  effort  than  it  was. 

Mr.  Rowley.  Well,  yes,  we  can  accommodate  many  more  agents 
and  certainly  what  we  have  today  is  an  increased  number  of  EPS 
officers  and  our  own  personnel  as  well  as  the  Park  Police  and  others. 

For  the  benefit  of  the  other  Members,  I  think  it  might  be  apropos, 
Mr.  Chairman,  if  Mr.  Boggs  would  give  you  the  courses  that  are  being 
currently  conducted  over  there. 

TJTILIZATION   OF  TRAINING   CENTER 

Mr.  BoGGS.  I  think,  Mr.  Chairman,  by  virtue  of  the  ability  of  having 
the  new  facility,  and  in  full  cooperation  with  the  neighborhood,  we 
have  a  much  wider  variety  of  courses  and  training,  a  much  more  sophis- 
ticated type  of  training,  and  capability  of  more  retraining,  particu- 
larly in  the  area  of  firearms,  than  we  were  able  to  do  before.  This  wider 
variety  of  firearm  training,  is  one  of  the  most  important  facets  at  our 
training  facility. 

The  numbers  of  personnel  going  through  have  increased  significant- 
ly as  well  as  the  different  types  of  courses.  We  have  been  able  to  give, 
for  instance,  motor  scooter  training  to  EPS  officers  which  we  didn't 
have  capability  before,  driver  training,  in-service  training. 

This  is  all  conducted  at  the  Beltsville  site.  All  the  uniformed  forces 
training  is  conducted  at  the  training  facility.  We  have  also  been  able 
to  afford  the  same  higher  sophistication  of  training  to  other  Treasury 
agencies  and  other  Government  agencies. 

The  gross  figures  on  this,  of  course,  can  be  somewhat  impressive. 
For  fiscal  year  1972  we  are  talking  about  the  training  and  qualifica- 
tion of  29,389  individuals  by  virtue  of  the  ability  of  having  the  facility 
at  Beltsville;  that  is,  the  Park  Police,  Park  Rangers,  Bureau  of  Nar- 
cotics and  Dangerous  Drugs,  Customs,  Alcohol  and  Tobacco,  and  De- 
partment of  the  Interior,  were  just  some  of  the  other  agencies  we  have 
been  able  to  train.  More  importantly,  is  the  ability  to  give  a  higher 
degree  of  sophisticated  training  to  our  own  agent  personnel  and  uni- 
formed officers. 
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PROTECTION    OF   FOREIGN   DIGNITARIES   AND    MISSIONS 

Mr.  Morgan.  Mr.  Chairman,  I  wonder  if  I  could  correct  the  record. 
Maybe  it  doesn't  need  correcting,  but  at  least  to  correct  an  impres- 
sion that  might  be  being  gathered  by  the  committee  in  terms  of  pro- 
tection of  foreign  dignitaries.  Lest  the  committee  get  the  impression 
that  the  Secret  Service  is  charged  with  the  protection  of  everyone 
who  visits  this  country,  we  were  talking  about  watching  out  for  ter- 
rorism as  it  affects  our  protectees.  Of  course  as  you  know,  even  Public 
Law  91-217  doesn't  authorize  protection  of  all  foreign  missions.  While 
the  EPS  does  some  protection  here  in  Washington  of  foreign  missions, 
and  by  authorization  protects  certain  foreign  dignitaries  or  heads  of 
state,  I  wouldn't  want  the  committee  to  have  the  reaction  that  every- 
one who  visits  their  consulate  at  New  York,  or  anywhere  else,  is  in  the 
safe  hands  of  the  Secret  Service. 

Mr.  Steed.  Most  of  it  requires  special  direction  of  the  President 
before  it  is  invoked ;  doesn't  it  ? 

Mr.  Morgan.  Yes,  sir. 

Mr.  Steed.  I  appreciate  that  clarification. 

With  the  kind  of  world  we  live  in  we  never  know  where  you  will  wind 
up  in  this  field,  but  hopefully  the  day  will  come  when  all  civilized 
nations  will  get  together  and  make  some  treaties  where  perpetrators 
of  violence  won't  find  havens  so  they  feel  free  to  pull  some  of  these 
stunts. 

OVERSEAS  POSTS 

Mr.  Steed.  What  is  the  extent  of  the  personnel  you  have  in  overseas 
assignment  now  ? 

Mr.  Rowley.  Just  three. 

Mr.  Steed.  What  is  their  principal  function  ? 

Mr.  Rowley.  Primarily  liaison  with  the  national  police  agencies  of 
foreign  governments  on  the  counterfeiting  of  American  currency  in 
Europe,  North  Africa,  and  the  Middle  East,  and  also  to  assist  in  the 
visits  of  our  protectees  to  these  areas. 

Mr.  Addabbo.  Will  the  Chairman  yield  ? 

Mr.  Steed.  Yes. 

international  counterfeiting 

Mr.  Addabbo.  On  the  question  of  counterfeiting  and  the  tremendous 
flood  of  American  dollars  on  foreign  markets  right  now,  will  that 
raise  any  possible  question  of  those  duties  in  your  service  relative  to 
counterfeit  American  dollars  abroad,  or  is  that  taken  care  of  by 
foreign  governments  ? 

Mr.  Rowley.  We  haven't  had  any  impact  in  that  area  at  all.  That 
has  been  more  or  less  the  same.  There  has  not  been  any  activity  that 
has  given  us  any  great  concern. 

Mr.  Addabbo.  Would  that  be  your  responsibility? 

Mr.  Rowley.  Yes,  sir.  As  far  as  monitoring  the  counterfeiting  of 
American  currency  abroad. 

Mr.  Addabbo.  Thank  you,  Mr.  Chairman. 


371 

ENFORCEMENT  OF  COUNTERFEIT  STATUTES 

Mr.  Steed.  In  the  discussion  we  have  had  about  the  manufacturing 
of  paper  currency  with  the  Bureau  of  Engraving  and  Printing,  and 
you  heard  some  of  the  discussion  that  was  off  the  record  this  morning, 
could  you  give  us  a  little  more  information  about  the  success  you  had 
during  the  current  year  in  enforcing  the  laws  against  counterfeiting? 

Have  you  had  any  outstanding  case  histories  that  would  illustrate 
the  type  and  size,  the  scope,  of  things  we  are  having  to  contend  with  ? 

Mr.  Rowley.  I  will  ask  Mr.  Peterson  to  comment.  He  has  the  de- 
tails. We  had  a  case  recently  involving  $6  million,  but  we  were 
successful. 

COUNTERFEIT   SEIZURES 

Mr.  Peterson.  Mr.  Chairman,  I  have  brought  two  charts  with  me 
that  I  think  will  pretty  much  emphasize  the  answer  to  the  question 
you  have  posed. 

If  I  may,  while  we  are  getting  set  up  for  that,  I  would  like  to  just 
make  the  comment  that  among  the  many  plant  operations  that  were 
suppressed  by  the  Secret  Service  during  fiscal  year  1972  and  the  first 
7  months  of  this  year  there  were  22  plant  sources  responsible  for 
producing  over  $21  million  of  counterfeit — 99.7  percent  of  that 
amount  was  seized  before  it  could  be  passed  on  the  public.  The  loss 
out  of  that  $21  million,  the  loss  to  the  public,  was  $62,790,  and  $36,000 
of  that  was  from  one  single  source. 

PRODUCTIOX    OP    counterfeit    NOTES 

But  to  emphasize  the  gravity  of  the  situation,  I  would  like  to  show 
the  committee,  somewhat  in  line  with  the  testimony  of  the  former  wit- 
ness this  morning,  what  has  happened  in  terms  of  counterfeiting  over 
a  15-year  period. 

[Chart.]  The  first  column  over  on  the  left  contains  the  figures 
from  1958  to  1962  when  the  total  amount  of  counterfeiting  money 
produced  was  $9.3  million. 

Of  that  amount,  $7.6  million  was  seized  by  our  special  agents  and 
the  loss  to  the  public  was  $1.7  million. 

In  the  period  of  1963  through  1967  the  figure  of  $9  million  has  now 
increased  to  $33,738,000.  The  amount  of  counterfeit  money  that  was 
seized  by  our  special  agents  in  that  period  of  time  was  $29.2  million. 
The  loss  to  the  public  was  $4.4  million. 

From  1968  through  fiscal  year  1972  the  figure  has  now  increased  to 
a  total  of  $101,237,211.  This  represents  the  total  production  of  counter- 
feit money.  The  amount  seized  was  $84,953,417.  The  amount  passed  on 
to  the  public  was  $16,283,794,  so  you  can  see  where  it  has  increased  in 
the  15-year  period  in  terms  of  the  production  from  $9.3  million  in 
1958  to  1963  and  from  the  period  1968  to  1972  to  $101.2  million. 

This  is  the  market  that  we  have  to  be  concerned  with  in  terms  of  the 
production,  and  the  success  of  our  mission  of  course  is  the  suppression 
of  counterfeiting,  and  I  think  in  that  regard  we  have  been  quite 
successful. 
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LOSSES   TO   THE   PUBLIC 

As  the  Director's  statement  shows,  the  loss  to  the  public  last  year 
was  $4.8  million,  but  we  have  seized  roughly  $15.2  million  in  the 
first  8  months  of  this  year.  The  loss  to  the  public  for  that  period  is 
$2.1  million,  which  is  a  reduction  of  $2.7  million  at  this  point  in 
time. 

We  are  hopeful  that  with  our  constant  effort,  with  the  manpower 
that  now  have  been  able  to  zero  in  on  these  counterfeiting  operations 
as  they  begin,  that  we  are  going  to  be  successful  in  keeping  that  loss 
to  a  lower  amount  than  the  $4.8  million. 

Mr.  KoBisoN.  Mr.  Peterson,  would  you  yield  for  a  question  here? 
Mr.  Peterson.  Yes. 

Mr.  RoBisoN.  The  loss  to  the  public  in  fiscal  1972  was,  how  much 
again  ? 
Mr.  Peterson.  $4.8  million. 

Mr.  RoBisoN.  Can  you  go  back  to  fiscal  1971  and  fiscal  1970  so  we 
have  some  comparison  for  that  figure  ? 

Mr.  Peterson.  Yes ;  I  will  be  very  pleased  to  do  so. 
In  fiscal  year  1971  it  was  $3.4  million.  In  fiscal  year  1970  it  was  $2.1 
million.  In  1969  it  was  $2.9  million.  In  1968  it  was  $2.8  million.  ^ 

Mr.  EoBisoN.  That  is  far  enough,  I  think.  It  is  useful,  I  believe, 
to  concentrate  on  this  because  that  loss  shows,  as  best  anything  can, 
I  suppose,  the  net  effect  of  your  efforts  in  this  field. 

If  you  can  keep  that  net  loss  down  and  even  reduce  it,  as  you  suggest 
you  are  for  fiscal  1973  so  far,  on  an  annualized  basis,  that  I  think 
proves  better  than  anything  else  I  can  see  the  effectiveness  of  your 
overall  efforts. 

Mr.  Peterson.  Yes ;  that  is  true. 

Mr.  Miller.  Would  the  gentleman  yield  at  that  point? 
Mr.  RoBisoN.  Surely. 
Mr.  Miller.  We  have  a  chart,  chart  B,  and  it  indicates  the  loss  to  the 
public  and  you  were  on  the  button  on  1972,  but  under  each  year 
1971,  1970,  1969,  and  1968  you  called  3.4  where  the  chart  shows  3.5, 
called  2.1  where  the  chart  shows  2.2  for  1970,  right  on  down.  I  was 
wondering  about  the  discrepancy. 

Mr.  Peterson.  Mr.  Congressman,  I  can  give  you  the  specific  amounts. 
I  think  in  drafting  the  charts  they  were  trying  to  round  the  figures  out, 
and  I  would  be  very  pleased  to  read  into  the  record  at  any  point  that 
you  wish  the  total  amount  for  those  years  1970  and  1971  if  you  please. 
Mr.  Miller.  No  ;  you  answered  that  if  you  were  rounding  them  out ; 
thank  you. 

largest  counterfeit  case  in  history  of  secret  service 

Mr.  Peterson.  [Another  chart.]  We  have  set  up  a  display  here  of 
the  largest  counterfeiting  case  that  the  Secret  Service  has  ever  been 
involved  in  total  amount.  It  involved  counterfeiting  activity  and  the 
plant  was  suppressed  at  Soddy,  Tenn.,  with  the  seizure  of  $6.2  million 
We  have  placed  on  this  chart  in  a  three-section  picture,  one,  some  ot 
the  equipment  that  was  used  on  the  left  side  of  the  board  m  the  making 
of  counterfeiting  money  to  again  emphasize  the  fact  that  you  are  talk- 
ing of  business  machines,  machines  that  are  on  the  market,  and  there 


.      373 

are  many  of  them  on  the  market,  that  have  the  capability  of  being  able 
to  reproduce  counterfeit  money. 

I  call  your  attention  to  the  bottom  picture  on  the  left-hand  side 
which  I  think  will  give  you  a  little  bit  of  an  idea  of  what  roughly  is 
$6.2  million  in  counterfeit  money  and  how  important  it  is  that  we  are 
able  to  get  into  these  operations  early  to  successfully  suppress  the  dis- 
tribution of  counterfeit  money. 

A  total  of  $60  of  this  counterfeit  represents  loss  to  the  public. 

PRINTING  EQUIPMENT  USED  IN  COUNTERFEITING 

Mr.  RoBisoN.  Mr.  Peterson,  may  I  ask  you,  there,  what  your  ef- 
forts are  in  conjunction  with  the  maufacturers  of  the  sort  of  equip- 
ment pictured  here  to  do  what  they  can,  and  to  do  what  you  can,  to 
insure  that  those  kinds  of  machines  do  not  get  in  the  hands  of  those 
who  are  going  to  use  them  for  illicit,  and  in  this  case  counterfeiting, 
purposes  ? 

Mr.  Peterson.  Mr.  Congressman,  as  you  know,  this  is  a  very  difficult 
area. 

Mr.  EoBisoN.  Yes,  sir. 

Mr.  Peterson.  We  do  make  contacts  with  the  various  distribution 
organizations  that  have  the  type  of  equipment  that  is  available.  There 
are  a  good  many  counterfeiting  cases,  as  you  probably  recall  from  our 
testimony  before  where  equipment,  that  belongs  to  legitimate  mer- 
chants, and  their  use  has  been  made  at  night  by  employees  who  had 
an  interest  in  counterfeiting. 

Also  we  are  talking  now  of  a  piece  of  equipment  that  will  sell  for 
around  $3,500  to  $6,000.  It  is  not  out  of  the  reach  of  almost  anyone  who 
intended  to  go  into  this  operation,  and  many  of  these  people  are  al- 
ready in  printing  operations  of  one  kind  or  another. 

Again  I  think  it  is  a  problem  of  being  able  to  identify.  We  do  by 
our  constant  contact  with  them  ask  for  their  assistance  in  notifying 
us  in  the  event  that  they  have  what  we  would  call  a  suspicious  pur- 
chase, people  who  have  an  interest  in  a  certain  type  of  a  blanket  for 
the  offset  press  or  rollers  or  an  interest  in  specific  inks. 

These  are  the  things  that  we  are  looking  for. 

Mr.  RoBisoN.  Or  in  paper. 

Mr.  Peterson.  Or  in  paper. 

pattern  of  counterfeiting  case 

Now,  the  picture  on  the  right  here  indicates  where  the  counter- 
feiting operation  started,  which  was  purchase  of  some  of  the  supplies 
down  in  Florida,  how  they  were  brought  up  and  stored  at  Cocoa,  Fla., 
how  they  were  brought  up  into  Kannapolis,  N.C.,  where  they  were  also 
stored.  Paper  was  purchased  in  Charlotte  and  stored  at  Hickory. 

They  were  finally  taken  over  to  Soddy,  Tenn.,  additional  supplies, 
roller,  and  ink.  A  rubber  printing  blanket  was  purchased  in  Chatta- 
nooga and  brought  to  Soddy,  which  is  really  a  suburb,  and  this  item 
was  the  first  break  in  the  case  for  us  when  the  State  police  questioned 
two  individuals  concerning  a  pass  of  a  counterfeit  note,  which  was  one 
of  the  $60  passed.  This  resulted  finally  in  one  i3erson's  arrest,  which  was 
the  lead  and  the  breakthrough  in  this  particular  case. 
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This  total  operation  lasted  less  than  45  days. 

Mr.  RoBisoN,  Did  you  find,  if  you  can  tell  us,  that  there  was  some 
connection  between  this  operation  and  organized  crime  as  such,  or 
were  these  people  entrepreneurs  on  their  own? 

Mr.  Peterson.  The  latter. 

Mr.  RoBisoN.  The  latter? 

Mr.  Peterson.  Yes,  sir,  which  is  not  unusual,  as  we  have  mentioned 
to  the  committee  in  the  past,  that  there  are  not  too  many  of  the  so- 
called  organized  crime  members  directly  involved  in  counterfeiting. 

There  are  some  peripheral  figures  from  time  to  time  that  do  become 
involved  in  counterfeiting. 

DISTRIBUTION  OF  COUNTERFEIT  NOTES 

Mr.  RoBisoN.  Could  you  followthrough  with  this  case,  or  any  other 
examples,  relative  to  the  distribution  pattern  ? 

Once  these  notes,  let  us  say,  were  produced  at  Soddy,  Tenn.,  was 
it  the  tendency  to  try  to  get  them  scattered  elsewhere  throughout  the 
Country  rather  than  for  circulation  in  that  area  of  Tennessee  which 
might  bring  on  them  the  suspicion  of  the  Eevenue  agents,  and  of  the 
Secret  Service,  and  all  the  rest  of  the  Federal  law-enforcement  effort  ? 

Mr.  Peterson.  I  think  this  is  generally  true.  It  may  not  be  as  true 
in  some  of  the  larger  metropolitan  cities,  but  the  distribution  channel 
is  most  important  to  the  distribution  of  counterfeit  money. 

As  an  example,  over  40  percent  of  the  losses  in  the  last  fiscal  year 
and  the  first  6  months  of  this  fiscal  year  were  in  New  York  and  in- 
volved four  counterfeit  plant  operations.  We  were  successful  in  sup- 
pressing two  of  them  and  the  amount  of  loss  is  dropping  down,  but 
I  think  this  is  indicative  of  what  can  happen  if  counterfeit  notes  get 
into  distribution  channels. 

It  is  extremely  difficult  for  us  to  be  able  to  effectively  go  back  to 
the  plant  and  its  distribution  after  the  counterfeits  appear  on  the 
street. 

Mr.  RoBisoN.  Do  the  people  who  produce  these  notes  generally  dis- 
tribute for  themselves?  Is  that  part  of  the  overall  operation,  or  do 
they  sell  or  fence  their  illicit  product  through  other  members  of  the 
underworld  ? 

Mr.  Peterson.  This  has  varied.  There  are  printers  who  are  hired  to 
produce  a  plate  and  to  print  so  much  money.  They  may  never  see  any- 
one except  the  individual  that  they  have  disposed  their  product  to,  and 
they  are  usually  paid  a  flat  rate. 

Some  of  the  entrepreneurs  manufacture,  distribute,  and  pass  for 
themselves  in  maybe  a  one-,  two-,  three-  or  four-man  operation,  but 
in  any  number  of  these  cases  we  may  make  as  many  as  140  to  150 
arrests  in  a  particular  counterfeit  note  operation,  depending  on  how 
widely  it  was  distributed. 

Mr.  Steed.  Do  all  those  dollar  notes  you  had  there  in  the  picture 
contain  the  same  number,  or  do  they  have  a  different  number? 

Mr.  Peterson.  To  be  honest  with  you,  I  did  not  pay  that  much  at- 
tention, Mr.  Chairman.  I  will  be  very  glad  to  check  it.  I  would  be  in- 
clined to  think  not. 
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IDENTIFYING    FEATURES    OF    COUNTERFEIT    NOTES 

Mr.  Steed.  I  just  wondered  if  a  counterfeiter  has  the  capability  of 
putting  a  different  number  on  each  bill  or  if  this  photograph  would 
bind  him  down  to  the  same  number  on  all  of  them  ? 

Mr.  Peterson.  This  is  the  problem  of  course  that  we  have  in  alert- 
ing the  banks  and  the  money  handlers  when  we  have  a  known  counter- 
feit. We  try  to  stay  away  from  the  serial  numbers  because  they  are 
varied.  In  this  particular  case  here  that  we  are  referring  to,  here  is  the 
check  letter  and  serial  plate  of  E085.  We  go  over  here  and  we  have 
E673.  This  is  the  same ;  here  is  the  same.  Now  we  go  into  the  F — F6805. 
And  here  is  G,  which  is  ordinarily  the  Chicago  Federal  Reserve 
District. 

Of  course  this  would  be  one  of  the  ways  in  which  we  would  be  able 
to  issue  a  very  satisfactory  warning  to  the  banks  because  the  check 
letter  and  faceplate  number  doesn't  even  follow  the  Federal  Reserve 
seal,  which  it  does,  as  you  well  know. 

I  would  just  say  we  had  an  inexperienced  bunch  of  people  who 
probably  made  many,  many  mistakes.  We  have  not  gone  through,  at 
this  point  in  time,  the  amount  of  counterfeits  that  they  produced  so  we 
are  not  in  a  position  to  say  how  do  they  fare  with  others. 

All  we  can  say  is  on  the  specimens  we  have  seen  they  are  fairly  de- 
ceptive. This  is  the  paper  on  the  left  of  course  that  was  used  in  the 
manufacture,  which  is  a  25-percent  rag  bond. 

Mr.  Steed.  That  is  easy  to  obtain,  isn't  it? 

Mr.  Peterson.  Very  easy. 

DETECTION    OF    COUNTERFEIT    NOTES 

Mr.  Steed.  Have  you  had  to  change  your  techniques  concerning  de- 
tection of  counterfeiters  substantially  in  the  last  few  years,  or  have 
you  just  expanded  the  techniques  you  already  know  ? 

Mr.  Peterson.  I  would  say  we  have  expanded  the  techniques.  There 
are,  of  course,  new  procedures,  depending  on  what  the  operation  is, 
what  the  system  is.  For  many  years  we  depended,  as  you  recall,  on  the 
use  of  undercover  agents. 

The  feeling  was  at  that  time  and  because  of  the  circumstances  that 
the  individual  who  undertook  an  undercover  assignment  had  to  be 
one  who  knew  all  the  criminal  talk,  all  of  the  language  of  the  crimi- 
nal. They  usually  had  to  be  someone  who  could  be  vouched  for  by 
someone  else. 

We  find  that  that  is  not  the  case  today.  We  find  that  almost  any 
of  our  agents  who  have  any  ingenuity,  and  they  all  have,  can  be  suc- 
cessfully introduced  in  an  undercover  capacity  because  they  come 
on  in  a  variety  of  ways. 

Mr.  Steed.  The  old  cloak-and-dagger  techniques  in  regard  to  plates 
that  some  engraver  had  painstakingly  made  doesn't  necessarily  apply 
anymore  with  the  new  photographic  capability  ? 

Mr.  Peterson,  That  is  correct,  it  does  not  apply,  because  you  are 
talking  of  offset  plates,  which  are  very  cheap  metal  plates. 

Mr.  Steed.  And  probably  as  accurate  or  as  reliable  for  counterfeit- 
ing purposes  as  the  other  plate  was,  anyway? 

Mr.  Peterson.  I  would  say  so  because,  and  again  as  the  gentleman 
before  us  this  morning  spoke,  they  are  not  trying  to  put  out  a  coun- 
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terfeit  that  cannot  be  detected.  They  are  trying  to  put  out  a  passable 
counterfeit  note. 

APPREHENSION   Ol'  LONGTIME   COUNTERFEITER 

Mr.  Steed.  You  have  told  us  in  previous  years  about  the  old  charac- 
ter that  did  such  a  good  job  that  only  the  best  of  experts  could  detect 
his  work.  Has  he  gone  to  his  reward  or  is  he  still  around  ? 

Mr.  Pkterson.  Yes;  he  is  still  very  much  around.  He  was  arrested 
last  year  in  southern  California.  Here  is  a  man  who  was  successful, 
as  you  have  seen  the  notes  here,  successful  in  coming  out  with  a  very 
deceptive  counterfeit. 

Fortunately,  he  was  not  greedy.  He  passed  and  he  handled  them 
solely  by  himself,  and  he  passed  a  very  limited  number  in  a  period 
of  a  month.  It  made  it  very  difficult  for  any  detection,  but  he  was 
arrested  by  our  Los  Angeles  office  last  year. 

Mr.  Steed.  I  bet  he  had  a  lot  of  interesting  things  to  tell  you  if  he 
was  talkative  after  he  got  picked  up. 

Mr.  Peterson.  Very  much  so.  In  fact,  we  have  an  exhibit  in  the 
Counterfeit  Division  that  if  you  or  the  committee  have  an  opportu- 
nity we  would  like  for  you  to  hear.  We  taped  his  conversation  when 
we  questioned  him  on  his  procedures,  and  it  is  most  interesting. 

Mr.  Steed.  He  took  a  lot  of  delight  in  being  able  to  evade  you 
for  so  long,  didn't  he? 

Mr.  Peterson.  Yes,  he  did. 

Mr.  Steed.  Sort  of  a  game  with  you  ? 

Mr.  Peterson.  Yes,  sir. 

Mr.  Steed.  It  is  now  12.  The  House  is  in  session  so  I  think  we  will 
recess  until  2,  and  then  we  will  have  some  questions  by  the  other  mem- 
bers of  the  subcommittee.  Before  we  do,  however,  Mr.  Addabbo  has 
a  question. 

REVIEW  or  FILES 

Mr.  Addabbo.  First,  Chief  Eowley,  let  me  join  the  chairman  in  com- 
mending you  and  the  members  of  the  Secret  Service  for  the  wonderful 
job  you  have  been  doing  and  are  doing.  Mr.  Rowley,  I  read  recently 
where  the  administration  called  for  a  revision  or  destruction  of  old 
known  subversive  lists. 

Now,  in  keeping  with  that,  will  there  be  a  review  of  your  files  on 
suspect  persons,  or  is  there  a  constant  review  of  suspect  persons  as 
far  as  your  department  is  concerned  ? 

Mr.  Rowley.  We  are  not  involved  with  subversives  unless  they 
are  a  threat  to  our  protectees. 

Yes,  we  are  evaluating  the  information  we  receive  on  a  daily  basis. 

Mr.  Addabbo.  Well,  I  know  the  lists  weren't  yours;  they  were  the 
FBI's,  but  you  work  very  closely  with  the  FBI.  Do  you  maintain  a 
separate  list  from  the  FBI  or  do  you  interchange? 

Mr.  Rowley.  The  FBI,  as  well  as  the  other  agencies,  as  a  result  of 
the  liaison  we  have  established  with  them,  furnish  us  the  raw 
material,  and  then  protective  intelligence,  with  their  analysts,  and 
the  others  that  I  mentioned  earlier  in  my  statement  evaluate  this  in- 
formation and  determine  whether  or  not  it  is  sufficient  to  warrant  an 
investigation  on  our  part  or  to  include  the  party  or  the  individual  or 
groups  in  our  files.  Mr.  Kelley  can  expand  on  it  a  little  if  he  will. 
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Mr.  E^LLEY.  We  have  no  list  of  all  the  people  that  belong  to  a 
particular  subversive  organization.  We  don^t  maintain  those  kinds  of 
lists.  What  we  have  are  individual  names  in  the  files  of  people  which 
come  to  us  not  because  they  are  on  a  list  or  belong  to  an  organization, 
but  they  come  to  us  as  a  result  of  some  information  that  is  of  pro- 
tective interest. 

Mr.  Addabbo.  And  those  files  are  under  constant  review  ? 

Mr.  Kjeldey.  Yes,  we  are  constantly  reviewing  them. 

Mr.  Addabbo.  That  information  is  not  public  information?  That  is 
for  your  information  and  information  of  the  Service.  If  anyone  was 
going  through  a  security  check  for  a  civil  service  position  would  that 
information  be  available  ? 

Mr.  Kelley.  Not  for  every  civil  service  position,  no. 

Mr.  Addabbo.  No  questions. 

Thank  you. 

Mr.  Kjelley.  Our  files  are  not  reviewed  by  people  for  a  routine  civil 
service  job,  but  may  be  checked  for  a  national  agency  check  relative  to 
a  sensitive  position. 

Mr.  Addabbo.  No  further  questions. 

Mr.  Steed.  Thank  you. 

We  will  recess  until  2  o'clock. 

[Whereupon,  at  12 :10  p.m.,  the  committee  was  recessed  to  reconvene 
at  2  p.m.  of  the  same  day.] 

AFTERNOON    SESSION 

Mr.  Steed.  The  committee  will  be  in  order. 
Mr.  Robison. 

APPROPRIATION    REQUEST 

Mr.  Robison.  Chief  Rowley,  I  would  like  to  welcome  you  and  your 
colleagues  back  before  this  subcommittee  and  begin  by  congratulating 
you,  and  the  UJS.  Secret  Service,  for  its  always  commendable  record, 
particularly  for  the  success  of  your  activities  during  this  past  very 
difficult  year  for  the  Service. 

In  your  prepared  statement,  and  in  reference  to  your  budget  re- 
quest, you  tell  us  that  the  pending  appropriation  request  for  fiscal 
year  1974  totals  $64  million,  which  you  go  on  to  describe  as  represent- 
ing a  decrease  of  $475,000  under  the  appropriated  authorized  level  for 
fiscal  year  1973. 

By  "appropriated  authorized  level"  I  assume  you  mean,  or  your 
budget  officer  meant,  the  total  appropriation  for  fiscal  1973,  including 
a  supplemental  appropriation,  which  figure  came  to  $64,475,000. 

Then,  in  your  prepared  statement,  you  go  on  to  tell  us  that  no  addi- 
tional positions  are  requested,  and  you  recite  the  fact  that  funds  have, 
however,  been  included  in  your  new  request  for  mandatory  and  other 
increases  necessary  to  maintain  programs  at  current  operational  levels. 

I  congratulate  you  on  the  fact  that  you  feel  you  are  able  to  get  by 
witliout  any  additional  positions.  I  will  have  something  more  to  say  on 
that  in  a  moment. 

But,  just  so  that  we  will  understand,  and  so  that  the  record  will  be 
clear,  but  with  no  intention  whatsoever  of  being  critical  about  it,  it 
would  appear,  would  it  not,  that  given  the  fact  that  the  justifications 
show  in  the  summary  explanation  thereof  a  nonrecurring  item  in  the 
amount  of  $4,487,000  for  "candidate  and  nominee  expenses  during 
fiscal  1973"  that,  to  that  extent  at  least,  your  budget  is  really  "up"? 
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Mr.  EoBisoN.  That  is  correct  ? 

Mr.  KowLET.  Yes,  sir. 

Mr.  RoBisoN.  And,  so  that  we  will  further  understand  the  appli- 
cation of  this  situation,  these  people  who  were  on  board  as  agents  or 
whatever  of  the  U.S.  Secret  Service  for  the  candidate  and  nominee 
protection  purpose  have  been  kept  on  board,  and  have  been  assigned 
to  other  regular  programs,  activities,  and  responsibilities  of  the  Secret 
Service? 

Mr.  Rowley.  Yes,  sir. 

Mr.  RoBisoN.  In  effect  that  is  the  answer  ? 

Mr.  Rowley.  That  is  right. 

REQUIREMENTS    FOR    NEXT    PRESIDENTIAL    CAMPAIGN 

Mr.  RoBisoN.  Well,  if  we  look  4  years  ahead  or  three  and  a  half 
years  ahead — and  I  don't  wish  to  try  to  tie  you  down  to  any  kind  of 
answer  you  want  to  give  here  because  it  is  very  difficult  to  answer — 
do  you  suppose  that,  when  those  3  years  or  so  are  all  by,  and  we  face 
again  the  quadrennial  responsibility  for  providing  candidates  and  po- 
tential candidates  with  protection,  there  will  be  again  a  need  to  in- 
crease the  personnel  of  the  agency  in  the  same  way  in  which  we  did 
during  the  past  2  or  3  years  ? 

Mr.  Rowley.  No,  I  don't  think  so  for  this  reason.  All  our  agents 
will  have  been  trained  in  protection  by  that  time  and  I  would  cer- 
tainly look  forward  to  the  ensuing  years  between  now  and  that  time 
for  the  Congress  perhaps,  or  maybe  the  Secretary  of  the  Treasury,  to 
make  some  suggestions  as  to  what  the  ground  rules  should  be  in  indi- 
cating who  would  be  a  major  candidate. 

I  think  if  that  is  not  done  it  would  get  out  of  hand. 

Mr.  RoBisoN.  I  concur  in  that  attitude  on  your  part.  I  know  the 
chairman  does  very  strongly.  We  feel  there  should  be  some  clear  guide- 
lines as  to  who  is  going  to  be  covered  rather  than  as  has  been  the  case 
in  the  past. 

Go  ahead ;  I  am  sorry. 

Mr.  Rowley.  Therefore,  given  that  and  where  you  might  have  less 
than  12  candidates  or  nominees  for  a  considerable  period  of  time, 
something  like  9  or  10  months,  conceivably  it  could  be  reduced  in  num- 
ber so  that  you  wouldn't  require  the  number  of  people  that  we  found 
were  necessary  in  the  1968  and  1972  campaigns. 

Mr.  RoBisoN.  I  am  sure  you  are  following  the  thrust  of  my  ques- 
tions here.  We  built  you  up  for  2  or  3  years  to  give  you  a  capability 
and  enough  manpower  to  meet  your  candidate  protection  responsi- 
bility. Now  that  responsibility  is  temporarily  behind  you.  You  have 
absorbed  those  people  in  other  duties.  What  I  am  trying  to  get  at  is 
the  future  requirement. 

Will  we  face,  you  see,  the  need  to  again  build  up  with  another  group 
of  new  employees  and  then  absorb  them  so  that,  every  4  years,  you  will 
go  up  in  steps  like  this  as  to  your  total  strength  ? 

Mr.  Rowley.  No;  I  understand  the  thrust  of  your  question.  Of 
course  you  must  recognize  the  reason  we  asked  for  those  three  incre- 
ments, a  total  of  526  agents,  was  because  when  this  res}x>nsibility  was 
thrust  on  us  in  1968  we  didn't  have  that  kind  of  manpower  or  capability 
to  handle  it  and  we  found  that  we  had  to  work  our  people  long  hours 
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for  months  at  a  time  and,  as  Mr.  Hill  demonstrated  to  you  last  year  at 
the  last  conference,  how  we  wanted  to  rotate  the  men  after  30  days  so 
M'e  would  not  have  the  impairment  that  was  sustained  in  the  1968 
campaign. 

In  that  campaign  one  man  died  of  a  heart  attack  and  others  were 
exhausted  and  hospitalized  for  fatigue. 

ROTATION    OF   SPECIAL  AGENTS 

Mr.  RoBisoN.  I  understand  and  remember  that  very  well,  and  your 
point  is  well  taken  and  it  should  be  considered  by  all  who  might  read 
this  record.  When  you  speak  of  rotating  agents,  on  page  9  of  your 
longer  statement  you  do  refer  to  the  fact  that  you  are  in  the  process 
of  rotating  agents  from  the  field  to  permanent  protective  details. 

This  may  be,  in  part,  what  you  have  in  mind,  or  had  in  mind  earlier, 
when  you  were  giving  some  of  your  answers ;  that  you  want  to  keep 
an  agent  capable  and  qualified  and  trained  to  do  a  variety  of  jobs 
including,  when  the  responsibility  becomes  yours  again,  this  job  of  can- 
didate protection  ? 

Is  that  what  rotation  means  to  you  ? 

Mr.  Rowley.  That  is  correct,  yes,  sir.  The  primary  thing  to  recog- 
nize in  the  Secret  Service  is  that  agents  have  to  be  versatile.  When  we 
say  "rotating,"  we  will  have  them  back  in  the  field  after  having 
spent  a  good  portion  of  their  past  year  on  protective  assignments. 

We  must  recognize  that  since  our  last  meeting  we  got  additional 
responsibility  in  protecting  foreign  dignitaries  and  whenever  that 
responsibility  comes  up  or  there  is  a  request  for  a  detail  to  protect 
a  head  of  a  state,  then  we  draw  from  the  field  those  men  who  have  the 
protective  training,  so  that  they  will  be  occupied  in  that  capacity  also. 

Also  we  will  continue  the  intelligence  liaison  that  we  have  with  the 
various  local  and  State  law  enforcement  agencies  in  addition  to  pur- 
suing the  counterfeiting  and  check  forgery  investigations. 

FORGERY   or   GOVERNMENT   CHECKS 

Mr.  RoBisoN.  Turning  to  a  different  subject  altogether,  we  had  a 
dramatic  explanation  and  demonstration  this  morning  of  the  problems 
faced  by  the  Secret  Service  with  regard  to  those  engaged  in  counter- 
feiting. 

We  understand  the  efforts  you  are  making  in  this  context,  the  success 
you  are  achieving,  and  we  wish  you  well  and  hope  that  you  will  be 
able  to  continue  to  improve  your  record  against  this  sort  of  crime. 
But,  when  we  come  to  the  problem  with  check  forgeries,  you  tell  us, 
in  your  prepared  statement,  that  the  forgery  of  Government  checks 
continues  to  be  a  major  enforcement  problem  of  the  Secret  Service, 
and  that  during  fiscal  1972  there  was  an  increase  of  approximately  15 
percent  over  fiscal  1971  in  check  forgery  cases. 

Well,  in  part,  I  imagine  this  is  due  to  the  fact,  as  we  have  been 
advised  by  the  Bureau  of  Accounts  and  others,  that  there  are  simply 
more  Government  checks  being  issued  all  the  time. 

Mr.  Rowley.  Yes,  sir. 

Mr.  RoBisoN.  And  we  understand  that.  But  does  this  increase,  in 
this  particular  area  of  your  concern,  also  indicate  that  this  sort  of 
crime  is  becoming  more  attractive  to  those  who  want  to  engage  in  it? 
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Mr.  Rowley.  Well,  I  think  you  have  mentioned  the  fact  that  the 
number  of  checks  have  increased,  and  of  course  there  is  that  corre- 
sponding increase  in  the  number  of  checks  stolen  because  they  are 
available. 

What  we  are  saying  is  that  we  have  developed  check  squads  in  the 
larger  cities  where  the  activity  is  greater  than  in  smaller  areas,  and 
that  therefore  and  hopefully  now  with  the  return  of  the  agents  from 
the  protective  details,  as  a  result  of  their  assignments  during  the  year 
on  the  campaign,  we  would  be  able  to  reduce  this  in  such  a  manner 
that  we  will  not  show  the  high  percentage  that  we  have  here. 

Now,  there  are  those  increases  that  will  develop,  and  of  course 
Mr.  Peterson  may  be  able  to  tell  you  a  little  more  about  what  their 
plans  are  for  the  future. 

Mr.  RoBisoN.  Perhaps  he  can. 

What  I  was  trying  to  find  out — maybe  Mr.  Peterson  has  some 
thoughts  on  it — is,  if  check  forgery  cases  went  up  15  percent  in  1972 
over  1971,  was  that  the  same  percentage  as  the  percentage  of  increase 
in  checks,  or  does  it  show,  in  part,  an  increase  in  the  incidence  of  this 
kind  of  crime  ? 

Mr.  Peterson.  I  would  say  it  is  consistent  with  the  increase  in  the 
number  of  checks  issued. 

Mr.  RoBisoN.  More  that  than  the  increase  in  criminal  activity  ? 

Mr.  Peterson.  Correct,  because,  and  this  is  what  the  Director  was 
alluding  to,  we  feel  that  we  are  going  to  be  able  to  make  a  substantial 
impact  in  terms  of  reduction  of  check  forgery  by  consolidating  our 
efforts  on  multiple  operations. 

UTILIZATION  OF  FORGERY  SQUADS 

Mr.  RoBisoN.  This  would  be  the  so-called  forgery  squad  system  ? 

Mr.  Peterson.  Using  the  forgery  squad  system  in  the  larger  offices 
and  of  course  the  independent  agents  in  smaller  offices. 

Mr.  RoBisoN.  Unless  you  have  already  done  so,  would  you  detail  for 
us — and  some  part  of  it  you  may  want  off  the  record  later  on — but 
detail  for  us  how  this  forgery  squad  system  operates  ? 

Mr.  Petersen.  Yes.  In  fact,  we  can  be  on  the  record  on  this. 

Mr.  RoBisoN.  All  right. 

Mr.  Peterson.  It  is  not  unlike  the  necessity  we  had  for  setting  up 
the  counterfeiting  squads  in  the  metropolitan  cities.  We  have  now  done 
this  in  terms  of  forgery  in  the  metropolitan  cities  and  we  are  talking 
of  approximately  15  cities  where  we  have  a  group  of  agents  headed  by 
a  supervisor  who  concentrate  their  efforts  solely  in  the  check  forgery 
and  the  bond  forgery  area. 

I  don't  know  whether  I  am  being  responsive  to  your  question,  but 
that  is  how  it  is  working. 

Mr.  RoBisoN.  Yes,  you  are. 

Mr.  Peterson.  This  gives  them  an  opportunity  to  compare  notes,  one, 
on  the  active  investigations  they  are  involved  with,  and  to  isolate  the 
multiple  operations  and  to  consolidate  our  investigative  effort  on  it. 

Mr.  RoBisoN.  So  it  is  a  concentration  of  effort,  and  sort  of  an  or- 
gainzation  of  effort,  as  opposed  to  new  techniques  or  new  approaches 
to  trying  to  deter  or  solve  check  forgery  cases ;  right  ? 

Mr.  Petersen.  This  is  correct. 
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SECURITY    OF    GOVERNMENT    CHECKS 

Mr.  RoBisoN.  Well,  that  brings  me,  then,  to  the  question  I  am  most 
interested  in  and  have  been  interested  in  for  a  number  of  years.  It  is 
a  question  I  mentioned,  yesterday,  when  we  had  the  Bureau  of  Ac- 
counts people  before  us,  and  that  is  the  interdepartmental  and  inter- 
agency study,  Mr.  Morgan,  that  should  be  going  on — and  I  understand 
has  been  going  on  from  time  to  time — relative  to,  not  only  the  delivery 
systems,  through  the  mail  or  whatever,  of  Government  checks,  but  also 
the  payment  procedures  and  all  the  rest  of  that,  looking  for  the  oppor- 
tunities and  loopholes  that  exist,  perhaps  in  the  check-cashing  mech- 
anism that  we  are  familiar  with  as  one  example  to  try  to  find  methods 
to  deter  this  kind  of  crime. 

Do  you  have  any  comments  on  that? 

Mr.  Morgan.  Yes,  sir.  There  is  an  ongoing  study.  I  can't  presume 
to  speak  for  such  an  agency  as  Social  Security,  but  in  a  prior  capacity 
that  I  occupied  I  know  that  there  is  a  continuing  study  and  attempt 
to  improve  check  delivery. 

By  that  I  mean  reAdewing  the  alteration  of  mailing  dates  so  that  all 
social  security  checks  or  Government  checks  don't  go  out  at  a  particu- 
lar same  time  of  the  month,  as  a  result  of  which  they  all  arrive  in  the 
mailbox  and  are  subject  to  theft  at  the  same  time  of  the  month. 

They  have,  of  course,  a  sociological  problem  of  adjusting  their  re- 
cipients to  the  fact  that  they  are  going  to  receive  checks  at  a  different 
time  of  the  month  than  they  are  used  to  receiving  them. 

So  that  when  bulk  mail  is  mailed,  a  third  of  them  to  arrive  on  the 
15th  or  a  different  third  to  arrive  on  the  20th,  and  a  different  third 
the  30th,  you  have  to  educate  the  recipient  population,  at  least  the  bal- 
ance of  the  two-thirds  who  are  used  to  receiving  on  the  15th,  that  there 
is  not  some  error  in  computation  or  to  be  able  to  explain  when  they 
begin  calling  in  that  there  is  not  really  a  delay  in  their  check ;  they  are 
receiving  it  on  a  new  date. 

This  is  a  large  part  of  the  population  who  may  have  done  all  their 
personal  calculations  and  adjustments  based  on  receiving  the  check  at 
a  particular  time,  so  it  is  not  without  considerable  ramification  that 
we  study  the  check  delivery  problem. 

That  is  the  opening  part  of  the  problem  and  we  are  always  studying 
the  check  cashing  situation. 

Mr.  RoBisoN.  Look  at  check  case  "C,"  as  shown  on  page  21  of  the 
Chief's  longer  statement. 

Mr.  Morgan.  Yes,  sir. 

CHECK  CASHING  PROCEDURES 

Mr.  RoBisoN.  Which  refers  to  the  case  of  William  Eugene  Kendall, 
who  the  Service  finally  arrested.  Evidently,  he  has  since  been  sentenced 
to  two  life  sentences,  which  serves  him  right,  but  here  is  a  man,  accord- 
ing to  the  story,  who  had  a  habit  of  breaking  into,  and  I  quote,  "post 
office  boxes  to  steal  U.S.  Treasury  checks." 

Then  we  are  told,  further  on  in  the  description  of  his  crimes,  that 
some  of  the  deposited  checks  that  he  later  put  into  certain  checking 
accounts  that  he  had  opened,  the  dollar  amount  had  been  altered,  and 
you  say  here  "upward  by  several  thousand  dollars." 
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I  think  something  has  to  be  wrong,  Mr.  Morgan  and  Chief  Rowley, 
with  our  check-cashing  system  if  a  social  security  check,  or  a  Veterans' 
Administration  check,  or  whatever,  which  is  the  normal  kind  you  are 
going  to  find  in  a  post  office  box,  can  be  "kited"  upward  by  a  thousand 
dollars  or  more,  as  you  say  it  was  here,  and  that  some  bank  will  take 
that  as  a  deposit  in  a  forgery  case  without  having  automatic  suspicions 
that  something  is  wrong. 

This  man  apparently  was  a  pretty  clever  crook  and  I  am  glad  you 
got  him. 

But  my  point  is,  it  seems  to  me — and  you  can  address  yourself  to 
this  problem  later  and  look  into  it  further — that  this  sort  of  thing 
just  shouldn't  happen. 

Mr.  Myers.  Will  the  gentleman  yield  ? 

Mr.  RoBisoN.  I  yield  to  my  banker  friend. 

Mr.  Myers.  I  am  assuming  from  your  conversation  here  that  you 
think  that  a  banker  should  realize  that  a  check  like  this  would  be  of 
a  hundred  and  so  dollars  and  nothing  larger  than  that,  but  this  is 
untrue. 

Right  today  they  are  mailing  out  black  lung  checks  in  lump  sums 
and  you  have  other  social  security  benefits  coming  out  in  lump  sum. 
I  have  seen  some  as  high  as  $5,000  right  now.  So  you  can't  make  that 
assumption. 

I  realize  that  it  is  easy  to  think  that  every  banker  will  know  every 
customer,  and  this  I  guess  should  be  true,  but  it  isn't  always  the  case. 

If  you  are  going  to  make  the  check  acceptable,  and  we  must,  that 
check  is  good,  so  you  have  to  accept  checks  and  they  do  come  out  rather 
large  sometimes,  in  large  sizes. 

Mr.  RoBisoN.  I  accept  the  gentleman's  suggestion,  but  we  are  still 
told  that  the  dollar  amounts  had  been  altered  upward,  and  I  quote, 
"by  several  thousand  dollars."  Of  course,  some  lump  sum  checks  are  for 
$5,000  and  perhaps,  more  in  some  instances,  as  Mr.  Meyers  pointed 
out,  but  I  am  getting  back  to  the  basics  of  how  does  the  Government 
proscribe  requirements  around  the  cashing  of  Government  checks  so 
that  there  is  a  safeguard  against  their  being  kited  and  their  being 
forged. 

I  don't  suppose  you  have  any  immediate  answers,  but  I  think  this 
is  an  area  that  ought  to  be  under  constant  inquiry  and  hopefully 
improvement. 

ALTERATION  OF  GOVERNMENT  CHECKS 

Mr.  Morgan.  Congressman,  I  wouldn't  presume  to  demonstrate 
banking  expertise  in  the  face  of  my  good  friend,  Congressman  Myers, 
although  I  did  Avork  my  way  through  law  school  in  a  bank  as  a  teller, 
chief  teller,  and  bookkeeping  manager.  I  would  suggest  the  possibilities 
that  exist  are  not  necessarily  that  the  Government  check  is  easily 
altered,  but  when  you  talk  about  certain  kinds  of  deposit's,  such  as 
mail  deposit  handling,  you  know  in  actuality  you  are  separating  the 
checks  and  deposits  at  the  time  of  the  receipt.  Whether  or  not  we  are 
talking  about  credit  deposits  isn't  the  focus  usually  of  a  bank  in  terms 
of  the  tightest  kind  of  alteration. 

When  the  check  gets  caught  and  you  go  back  through  the  svstem 
and  it  was  not  a  cash  item,  I  think  you  have  a  considerably  different 
set  of  circumstances  in  terms  of  what  you  are  asking  the  bank  to  look 
for  as  a  matter  of  practicality.  Not  that  the  check  could  not  have 
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been  detected,  but  the  difference  between  a  teller  on  the  cash  line 
looking  at  a  check  for  alteration  and,  for  instance,  mail  deposits 
which  can  be  considerable  in  a  given  bank  handling  volumes  of  work, 
and  taking  Government-type  checks  in  deposit;  so  it  won't  catch  up 
until  at  least  in  your  bookkeeping  entry  system,  your  check-proof 
system,  or  in  the  Federal  Reserve.  It  can  go  on  through,  and  I  have 
seen  it. 

Mr.  RoBisoN.  As  an  Assistant  Secretary  of  the  Treasury  I  don't 
suppose  you  ever  have  to  cash  a  check  at  the  supermarket.  I  hope  you 
don't,  but  maybe  you  do. 

Mr.  Morgan.  Yes,  sir ;  I  do. 

Mr.  RoBisoN.  And  if  you  do,  in  the  typical  supermarket  in  this  area, 
you  are  probably  going  to  have  your  picture  taken  during  the  process. 
I  don't  want  to  foist  any  new  additional  problems,  or  burdens,  or 
responsibilities  on  either  the  banker  or  the  Federal  Government,  but 
can  we  not  think  about  something  new  along  those  lines  ? 

I  am  indebted  to  Mr.  Gunnels  for  just  having  suggested  to  me  that 
on  money  orders  somewhere  there  is  printed  on  them,  "Not  valid  for 
more  than  or  in  excess  of  $100,"  or  whatever.  You  could  do  that  on 
Government  checks,  unless  it  is  too  much  work. 

ISSUANCE  OF  GOVERNMENT  CHECKS 

Mr.  Myers.  If  you  will  yield,  I  do  think  that  U.S.  Treasury  checks 
are  not  very  well  written.  I  think  most  bankers  will  agree.  There  is 
only  one  protection  on  them  other  than  electronics.  You  have  them 
punched  in,  but  how^  many  banks  have  the  ability  to  read  what  you 
have  keypunched  in  on  a  check?  Only  one  place  is  there  a  figure. 

You  use  no  check  protector  on  it,  and  I  realize  with  the  volume  that 
is  printed  that  it  is  rather  difficult.  It  seems  to  me  that  there  should  be 
just  one  additional  process  or  one  additional  act  in  the  process  to  have 
it  twice  written  on  there,  once  numerically  and  once  in  legend,  that  you 
would  have  some  more  protection  than  you  have  today  in  defense  of 
what  Mr.  Robison  is  speaking  about  here. 

Mr.  Morgan.  I  think  all  of  the  points  the  committee  is  making  are 
very  well  taken  and  I  will  undertake  to  go  back  to  the  Treasuiy  and 
get  an  answer.  That  is  a  little  different  side  of  the  transaction  than  I 
work  in. 

Mr.  Myers.  The  argument  would  be,  how  much  more  is  it  going  to 
cost  versus  the  loss  ratio  here,  and  I  suspect  the  losses  are  not  so  great 
that  it  would  pay  to  even  do  it. 

Maybe  the  risk  factor  here  is  less  than  the  additional  cost  would  be. 

Mr.  Morgan.  I  will  certainly  personally  look  into  it  and  get  an 
answer  back  to  you. 

Mr.  RoBisoN.  I  have  made  my  point,  I  think,  because  now  I  have 
some  support.  You  are  going  to  have  to  balance  the  cost  versus  the 
value  of  any  such  new  efforts,  but  I  just  haven't  been  satisfied  in  past 
years  with  the  answers  I  have  been  getting  along  these  lines,  and  you 
are  new  to  the  job,  so  let  me  give  you  the  responsibility  of  also  looking 
over  this  whole  situation. 

Mr.  Morgan.  I  will. 

Mr.  RoBisoN.  I  think  the  Chief  would  just  as  soon  have  fewer  check 
forgery  cases  if  there  were  some  mechanical  way  of  deterring  people 
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from  getting  involved  in  this  sort  of  crime.  So  would  society.  Why 
make  it  easy  for  people,  particularly  those  involved  in  narcotics,  the 
addicts  now,  to  steal  a  Government  check  ? 

If  they  know  dam  well  they  were  going  to  have  a  tough  time  cash- 
ing them  they  aren't  going  to  steal  them  anymore. 

Mr.  Morgan.  That  is  right. 

FINGERPRINT    FILE 

Mr.  RoBisoN.  OK ;  on  page  8,  Chief  Rowley,  there  is  reference  to  the 
fingerprint  operations  of  the  Secret  SerAdoe — I  have  probably  asked 
this  in  the  past,  but  let  me  ask  it  again — does  the  Service  keep  its  own 
separate  fingerprint  file,  or  section  or  whatever  you  call  it,  or  do  use 
the  FBI's  great  inventory  in  this  regard  ? 

Mr.  Rowley.  We  use  the  FBI's.  We  just  fingerprint  people  and 
send  their  fingerprint  card  into  the  FBI. 

PARTICIPATION    IN    ORGANIZED    CRIME   TASK    FORCES 

Mr.  RoBisoN.  On  the  same  page,  you  tell  us  that  you  have  18  expe- 
rienced special  agents  representing  the  Service  on  18  strike  forces 
throughout  the  country  operating  against  organized  crime  as  such. 
These  are  just  liaison  people  in  general  ?  That  isn't  very  many. 

Mr.  Rowley.  Those  are  the  number  of  task  forces  that  are  in  exist- 
ence in  the  Country  today. 

Mr.  RoBisoN,  And  you  have  one  agent  on  each  ? 

Mr.  Rowley.  One  agent  has  been  assigned.  Some  agencies  such  as 
the  FBI,  may  have  more  than  one. 

Mr.  RoBisoN.  I  have  a  suspicion  the  task  forces  involve  fairly  large 
numbers,  do  they  not? 

Mr.  Morgan.  Yes,  sir ;  we  have  representative  agents  from  Treasury 
enforcement  bureaus  who  participate  with  the  FBI,  under  the  lead 
of  the  Justice  Department. 

Mr.  RoBisoN.  The  purpose  of  having  a  special  agent  detailed  to  those 
strike  forces  is  what? 

Mr.  Morgan.  I  should  have  mentioned  the  Internal  Revenue  Service 
representatives.  Historically  the  task  forces  have  a  strike  force  capa- 
bility to  cut  across  when  you  are  going  after  organized  crime  and  hit 
them  wherever  we  can. 

UTILIZATION    OF    MANPOWER 

Mr.  RoBisoN.  I  have  only  one  other  question,  and  that  is  brought  to 
my  attention  by  your  remarks  on  page  9  of  your  shorter  statement. 
Chief  Rowley,  where  you  are  seeking  ways  and  means  to  increase  the 
productivity  of  your  agents — and  I  will  bet  also  their  morale — by 
relieving  them,  to  the  extent  possible,  of  such  duties  as  can  best  be 
performed  by  clerical  or  technical  employees. 

In  this  regard,  I  say,  hooray  for  you,  except  I  think  you  should  have 
started  this  sooner,  but  I  am  not  blaming  you  too  much  because  it  took 
the  military  a  long,  long  time  to  discover  that  there  is  not  much  point, 
when  you  have  the  cost  of  a  Volunteer  Army,  for  instance,  of  paying 
those  higher  wages  to  a  soldier,  only  to  have  him  wash  windows,  or 
mow  lawns,  or  wait  table  at  the  officers'  club  cocktail  parties,  and  so 
forth. 
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Whatever  you  can  do  along  tliese  lines,  and  the  sooner  you  can  do 
it,  the  better,  I  think.  I  congratulate  you  for  it. 

Mr.  Rowley.  Thank  you,  sir. 

Mr.  EoBisoN.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Roybal. 

Mr.  Roybal.  I  have  only  one  question  that  is  under  Manpower  Utili- 
zation. 

You  stated  that,  while  your  workload  has  increased,  your  personnel 
have  not.  Is  that  a  true  statement  ? 

Mr.  Rowley.  Yes,  sir.  In  the  past  3  years — we  are  talking  1970, 1971, 
and  1972 — ^we  received  a  total  of  526  agents,  that  is,  funds  for  that 
number  of  agents,  in  order  to  have  the  capability  to  meet  the  responsi- 
bilities of  the  campaign. 

We  are  now  returning  them  to  the  field,  so  we  want  to  have  a  period 
of  digestion  to  see  what  impact  that  will  have  on  our  productivity  in 
the  future,  setting  aside  the  responsibility  of  campaigns. 

Mr.  Roybal.  All  the  personnel  you  had  in  the  campaign 

Mr.  Rowley.  Revert  back  to  the  field. 

Mr.  Roybal.  Are  in  the  field  at  the  present  time  ? 

Mr.  Rowley.  Yes,  sir. 

Mr.  Roybal.  So  they  have  been  able  to  absorb  all  the  extra  duties 
that  have  been  imposed  upon  them  ? 

Mr.  Rowley.  Yes.  We  have,  for  example,  the  Forei^  Dignitary 
Protection.  Tliat  is  another  responsibility.  We  also  now  intensify  our 
liaison  with  the  Intelligence  side,  with  the  State  and  local  police,  in 
addition  to  pursuing  the  criminal  side  of  our  operation,  namely,  coun- 
terfeiting and  forgery. 

additional  personnel 

Mr.  Roybal.  Based  on  the  rate  of  growth  and  the  rate  of  demand 
that  you  are  now  getting,  do  you  anticipate  that  next  year  you  will  be 
requesting  more  funds  for  additional  personnel  ? 

Mr.  Rowley.  No.  As  indicated,  and  I  think  Congressman  Robison 
alluded  to  it,  we  are  now  continuing  a  study  to  evaluate  to  see  what 
impact  these  500  additional  agents  will  have  on  our  productivity  and 
so  forth. 

Now,  one  cannot  say,  for  example,  that  we  might  not  be  between  now 
and  the  next  appearance  ha\^e  additional  responsibilities.  But  at  the 
moment,  as  I  indicated  here,  we  don't  envision  doing  that. 

In  other  words,  we  are  trying  to  be  prudent  in  assessing  what  re- 
quirements we  will  have  and  how  we  will  meet  those  requirements. 

Mr.  Roybal.  What  I  am  trying  to  get  at  is  whether  or  not  it  would 
become  necessary  to  hire  an  additional  500  new  agents  every  time 
there  is  a  Presidential  election. 

Mr.  Rowley.  No.  That  is  a  question  that  was  asked  earlier  by  Mr. 
Robison. 

Mr.  Roybal.  I  am  sorry. 

Mr.  Rowley.  No  ;  because  we  have  the  capability  now.  The  reason  we 
asked  for  the  500,  as  I  might  repeat,  is  that  in  1968  when  we  were  given 
the  responsibility  we  did  not  have  the  manpower  and  the  capability, 
so  having  had  that  experience  we  came  before  this  committee  and  asked 
for  an  increment  on  a  3-year  basis  of  526  to  meet  the  responsibility 
in  the  campaign  of  1972. 


386 

NUMBER  OF  PRESIDENTIAL  CANDIDATES 

Mr.  EoYBAL,  That  answers  my  question,  Mr.  Chairman. 

Mr.  Morgan.  Just  let  me  say,  Congressman,  if  the  advisory  com- 
mittee were  to  certify  something  like  50  people  as  major  candidates  in 
1976  that  would  be  something  else. 

Mr.  RoTBAL.  You  know,  that  is  liable  to  happen  the  way  things  are 
going  politically. 

Mr.  Steed.  Off  the  record. 

[Discussion  off  the  record.] 

Mr.  RoYBAL.  It  is  really  then  in  this  situation  the  definition  of  a 
major  candidate  ? 

Mr.  Morgan.  Yes,  sir. 

Mr.  RoYBAL.  Who  makes  that  definition  ? 

Mr.  Morgan.  Right  now.  Congressman,  there  is  an  advisory  com- 
mittee that  was  created  through  the  Speaker  of  the  House,  the  Presi- 
dent of  the  Senate,  and  minority  leaders  of  the  House  and  Senate  and  a 
fifth  member  that  we  pick.  That  constitutes  the  advisory  committee. 

[Discussion  off  the  record.] 

Mr.  Steed.  Mr.  Edwards. 

presidential  inauguration 

Mr.  Edwards.  Thank  you,  Mr.  Chairman. 

Chief,  on  page  4  you  talk  about  the  fact  that  the  security  planning 
and  execution  for  the  inauguration  this  year  was  the  largest  single 
undertaking  that  vour  Department  has  ever  had.  How  does  that  com- 
pare with  1968?  What  was  the  main  difference  between  the  1968  in- 
auguration and  the  1972  inauguration  ? 

Mr.  Rowley.  Well,  in  1968  the  responsibility  was  upon  us  all  of  a 
sudden  before  we  had  a  chance  to  think.  As  a  result  of  the  1968  cam- 
paign we  conducted  a  critique  with  persons  that  participated  in  that 
campaign,  and  determined  what  preparation  should  be  made  and  what 
things  should  be  corrected  and  improved  for  the  1972  campaign. 
This  gave  us  a  lot  more  advance  time  to  prepare  than  we  had  in  19i68, 
and  with  many  more  experienced  men. 

For  example,  Mr.  Hill  can  tell  you  what  preparations  were  made  in 
advance  for  the  1972  campaign. 

Mr.  Edwards.  I  would  be  interested  in  what  you  saw  as  your  major 
challens:es  in  the  1972  campaign. 

Mr.  Rowley.  Well,  one  of  them  was,  as  I  mentioned  earlier,  that  you 
cannot  work  your  men  and  be  effective  and  efficient  7  days  a  week, 
maybe  16  or  18  hours  a  day,  for  something  like  8  or  9  months,  and 
that  was  one  of  the  principal  thinin'S  we  recognized,  so  that  in  prepar- 
ing for  the  1972  we  were  able,  with  the  manpower  that  we  had,  to 
rotate  these  men  on  the  respective  details  every  30  days,  replacing  them 
with  another  group. 

Mr.  Edwards.  So  that  when  vou  refer  to  the  largest  single  under- 
taking, vou  meant  in  great  part  in  terms  of  manpower? 

Mr.  Rowley.  Yes,  sir. 

Mr.  Edwards.  Did  you  feel  in  looking  back  at  1968  that  there  were 
some  areas  where  you  didn't  provide  security  that  should  have  been 
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provided,  and  that  was  also  in  part  responsible  for  the  larger  under- 
taking in  1972  ? 

Mr.  Rowley.  No.  We  provided  each  detail  to  the  extent  that  we  had 
the  personnel,  but  we  felt  that  we  could  have  greater  security  if  we 
had  additional  men,  and  we  were  able  to  do  so  in  1972. 

Mr.  Edwards.  So  it  really  is  a  question  of  manpower  then  ? 

Mr.  Rowley.  Yes,  sir. 

FEMALE    SPECTAL    AGENTS 

Mr.  Edwards.  Speaking  of  manpower,  how  much  womanpower  do 
you  have  ?  How  many  special  agents  do  you  have  that  are  women  ? 

Mr.  Rowley.  Seven. 

Mr.  Edwards.  Out  of  how  many  special  agents  ? 

Mr.  Knight.  1,238  special  agents. 

Mr.  Edwards.  Of  those  seven  are  women  ? 

Mr.  Knight.  Yes,  sir. 

Mr.  Edwards.  Are  you  recruiting  women  mor©? 

Mr.  Knight.  Yes,  sir. 

Mr.  Edwards.  Are  they  hard  to  find  ? 

Mr.  Rowley.  No  ;  I  wouldn't  say  so. 

Mr.  Edwards.  I  mean  as  special  agents.  I  want  the  record  to  be 
clear. 

Mr.  Rowley.  Since  you  mentioned  it,  Mr.  Congressman,  I  will  say 
they  are  excellent,  perform  remarkably  well  in  all  aspects  of  our 
jurisdiction. 

criminal  activity  trends 

Mr.  Edwards.  When  you  go  into  a  campaign  or  inauguration  period 
of  9  or  10  months,  whatever  it  is,  and  you  devote  a  great  number  of 
your  agents  to  covering  candidates  and  preparing  for  inaugurations 
and  covering  the  inauguration  and  all  of  this,  this  is  obviously  no 
secret.  Do  you  have  a  feeling  that  a  criminal,  counterfeiter,  and  other- 
wise, takes  advantage  of  this  time  to  operate  perhaps  a  little  more 
loosely  ? 

Mr.  Rowley.  No  ;  but  we  always  anticipate  that.  We  are  not  com- 
placent in  the  thought  that  they  would  not  take  advantage.  We  think 
the  much  more  sophisticated  today  would  recognize  the  vulnerability 
there,  but  we  have  not  found  that  to  date. 

Mr.  Edwards.  You  don't  see  any  particular  increase  during  that 
period  ? 

Mr.  Rowley.  No,  sir.  The  fact  that  we  were  able  to  seize  over  $22 
million  before  circulation  is  indicative  that  we  were  on  top  of  it. 

PROTECTIVE  security  PROCEDURES 

Mr.  Edwards.  One  final  point. 

In  October  of  1972,  the  Washington  Monthly  magazine  raked  the 
Secret  Ser\dce  over  the  coals  pretty  badly  for  what  they  call  "pre- 
ventive procedures,"  including  using  mental  institutions  as  holding 
tanks  for  security  risks. 

Did  you  see  that  article? 

Mr.  Rowley.  Yes ;  I  read  that  article. 

Mr.  Edwards.  Can  you  comment  on  what  they  said  ? 
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Mr.  Rowley.  I  don't  think  that  is  a  true  statement.  I  don't  know 
whether  Mr.  Kelley  can  discuss  this  because  this  fellow  attempted 
to  interview  us  and  wrote  his  own  story. 

Mr.  Edwards.  What  do  you  mean  attempted  to  interview  you  ?  You 
vvouldn't  talk  to  him  ? 

Mr.  Rowley.  Did  he  talk  to  you,  Jack  ? 

Mr.  Warner.  Yes,  sir. 

Mr.  Rowley.  Would  you  explain  that? 

Mr.  Warner.  The  gentleman  visited  us  in  our  office  and  spoke  with 
an  agent  in  our  office  of  public  affairs,  and  got  general  information 
as  to  the  manner  in  which  we  proceed  in  the  area  of  commitment. 
Then  he  also  talked  to  at  least  one  doctor  out  at  St.  Elizabeths  and 
I  believe  a  few  other  people. 

I  think  Mr.  Kelley  could  fill  in  the  discrepancies  that  exist  between 
the  article  and  what  happens  in  real  life. 

Mr.  Edwards.  I  would  like  to  know  what  happens  in  real  life.  I 
think  the  record  ought  to  show  what  happens. 

procedures  in  mental  health  cases 

Mr.  Kelley.  What  really  happens  is  that  most  of  these  situations, 
that  he  was  talking,  arise  in  the  Washington  area,  and  these  are  the 
people  who  come  to  the  gates  of  the  White  House  asking  to  see  the 
President,  or  the  President's  family,  or  some  member  in  the  White 
House  for  various  reasons. 

Most  of  them  have  some  kind  of  a  mental  problem.  We  refer  to  St. 
Elizabeths  Hospital  about  one-third  of  the  people  we  interview  at  the 
northwest  gatehouse.  We  will  interview  about  35  a  month. 

When  we  see  that  they  constitute  either  a  danger  to  someone  or  to 
themselves — some  of  them  are  pitiful  cases  that  come  to  the  gate — we 
refer  people  to  St.  Elizabeths  Hospital  who  need  help,  and  St.  Eliza- 
beths doctors  give  a  psychiatric  evaluation  of  them  when  they  come 
into  the  hospital. 

What  the  writer  was  complaining  about  was  the  delay  and  develop- 
ment of  an  in-depth  psychiatric  interview.  He  was  a  civil  liberterian, 
but  he  made  a  rather  startling  statement  that  it  would  be  better  for 
us  to  arrest  them  for  something  so  they  could  make  bond.  At  least 
they  would  be  free.  He  was  complaining  about  the  length  of  time  it 
takes  in  St.  Elizabeths  to  make  some  sort,  of  evaluation  of  them,  and 
in  that  context  while  awaiting  evaluation  they  are  taken  out  of 
circulation. 

We  feel  that  this  is  the  only  procedure  provided  under  the  District 
of  Columbia  Code,  for  us  to  refer  to  St.  Elizabeths  Hospital  someone 
who  is  considered  to  be  unable  to  take  care  of  himself. 

Mr.  Edwards,  T^liat  do  you  mean  by  "refer"  ? 

Mr.  Kelley.  The  Metropolitan  Police  are  called  and  they  transport 
them  to  St.  Elizabeths  Hospital.  We  fill  out  a  form  for  the  District 
of  Columbia  Mental  Health  people  telling  what  happened,  what  the 
person  said,  what  he  was  at  the  gate  for,  a  layman's  evaluation  of  the 
man's  mental  condition,  and  why  we  felt  that  he  needed  treatment. 

Mr.  Edwards.  Suppose  one  of  my  constituents,  not  knowing  any 
better,  comes  and  knocks  on  the  gate  and  says  he  would  like  to  see 
the  President.  Obviously  the  guard  is  not  going  to  let  him  see  the 
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President,  but  does  that  automatically  call  into  play  this  procedure  ? 

Mr.  Kelley.  No. 

Mr.  Edwards.  Then  how  do  you  get  into  it  ? 

Mr.  Kelley.  The  guard  whom  he  would  first  confront  at  the  gate- 
house would  make  an  initial  evaluation  as  to  whether  the  man  had  a 
reason  for  thinking  perhaps  he  could  come  into  the  White  House  to 
see  the  President.  If  he  felt  that  the  man  was  obviously  overemphasiz- 
ing his  need  to  go  in  or  depending  on  what  the  man  said  as  to  why  he 
wanted  to  go  in — you  have  people  claiming,  "I  had  a  vision  last  night 
that  the  President's  family  wanted  me  to  come  in.  I  am  in  love  with 
one  of  the  daughters.  I  have  been  told  by  God  to  come  over  to  the 
White  House." 

Mr.  Edwards.  That  sounds  like  me  so  far.  I  don't  mean  to  make 
light  of  what  you  say. 

Mr.  Kelley.  It  is  this  sort  of  bizarre  behavior.  It  is  a  whole  spectrum 
of  reasons  why  they  think  they  ought  to  see  the  President.  The  Execu- 
tive Protective  Service  officer  then  making  an  initial  evaluation  will 
call  in  one  of  our  intelligence  agents  to  conduct  a  further  interview. 

There  will  be  an  in-depth  interview  conducted  at  the  gatehouse  and 
a  decision  made  whether  the  person  has  a  legitimate  interest  or  prob- 
lem. He  may  be  referred  to  the  Department  of  the  Interior  or  Depart- 
ment of  Agriculture  or 

Mr.  Myers.  See  his  Congressman. 

Mr.  Kelley.  No,  we  don't  usually  tell  him  that.  Depending  on 
what  the  problem  is,  he  may  be  referred  to  another  agency  or  he  may 
be  somebody  we  already  have  on  record.  He  may  have  written  to  us 
saying  he  was  coming  or  indicating  that  he  ought  to  get  in  to  see  the 
President,  and  on  that  evaluation  by  the  agent  after  the  interview  a 
decision  is  made  perhaps  to  refer  him  to  St.  Elizabeths  Hospital  for 
treatment. 

Many  of  them  are  walkaways  from  other  mental  institutions.  Many 
of  them  had  prior  institutional  care. 

Mr.  Edwards.  Are  many  of  them  just  "country  bumpkins"  who 
don't  know  the  procedure  and  when  they  are  told  they  can't  see  the 
President  they  turn  around  and  walk  away  ? 

Mr.  Kelley.  Yes,  sir. 

WHITE   house  visitors 

Mr.  Morgan.  The  point  is,  everyone  who  is  not  on  official  business 
just  doesn't  come  under  analysis  by  the  Executive  Protective  Service 
officer.  Thousands  of  people  go  through  the  ^^^lite  House,  and  we 
deal  with  large  numbers  of  people  who  merely  inquire  if  they  can 
go  into  a  different  part  of  the  White  House,  if  they  will  be  able  to  see 
the  President,  if  he  is  going  to  be  in  the  rose  garden  today. 

We  aren't  talking  about  that  kind  of  person,  you  and  me  so  to 
speak.  It  is  only  when  some  mdication  is  made  that  the  person  is 
pressing  for  this,  that,  or  he  doesn't  make  sense  to  a  particular  officer, 
and  only  then,  that  this  procedure  comes  into  play. 

So  to  leave  an  impression  that  we  are  judging  everyone  who  walks 
up  to  a  gate  to  be  a  psychiatric  case  would  be  wron^. 

Mr.  Edwards.  Wliere  do  you  talk  to  them  in  detail  ? 

Mr.  Kelley.  There  is  a  booth  at  the  northwest  gate  at  the  White 
House. 
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Mr,  Edwards.  Just  inside  the  gate  ? 
Mr.  Kelley.  Yes,  sir. 

Mr.  Edwards.  If  at  any  time  they  say,  "I  don't  think  I  want  to  go 
in,  anyway,"  do  you  at  some  point  forcibly  hold  them  ? 

REFERRALS    TO    ST.    ELIZABETHS    HOSPITAL 

Mr.  Kelley.  If  a  decision  is  made  to  refer  them  to  St.  Elizabeths, 
we  will  insist  that  they  stay  until  the  Metropolitan  Police  come. 

Mr,  Edwards.  And  you  do  that  under  the  authority  of  the  District 
of  Columbia  law  that  was  passed  by  this  Congress  ? 

Mr.  Kelley.  Yes.  With  respect  to  some  of  them  referred  to  St. 
Elizabeths  Hospital,  we  may  interview  them  in  a  hotel  if  they  called 
into  the  office  saying  they  are  coming  down  to  the  White  House,  but 
most  of  the  interviews  of  this  kind  are  people  who  drive  to  the  gate. 

Mr.  Edwards.  How  many  would  you  say  that  happens  to  a  year  ? 

Mr.  Kelley.  Well,  in  fiscal  1972  there  were  387  interviews  under 
this  procedure.  We  referred  157  to  St.  Elizabeths. 

Mr.  Edwards.  How  long  is  the  normal  commitment  ?  How  long  does 
it  take  for  them  to  be  interviewed  at  St.  Elizabeths  ? 

Mr.  Kelley.  They  are  interviewed  immediately  when  they  come 
into  the  hospital.  Then  there  is  a  period  in  which  the  hospital  has  to 
make  an  evaluation.  Very  frequently  their  family,  after  being  noti- 
fied that  they  are  in  St.  iElizabeths,  may  come  and  arrange  for  their 
release  and  treatment. 

If  they  have  a  previous  history  of  mental  illness  a  family  member 
may  arrange  for  their  treatment  at  another  facility. 

Mr.  Edwards.  I  can  see  that  what  you  do  is  necessary  on  occasion, 
I  think  you  have  to  be  awfully  careful  because  you  are  really  treading 
on  dangerous  ground  in  my  opinion  when  you  get  into  this.  I  am  sure 
that  you  are  aware  of  this  and  that  you  approach  it  with  that  idea  in 
mind,  but  I  think  you  have  to  be  awfully  careful  the  way  you  approach 
this  thing. 

I  have  a  thing  about  locking  somebody  up  because  he  doesn't  sound 
right  to  me  and  too  often  the  Federal  Government  is  charged  with 
that,  and  I  just  don't  want  this  thing  to  ever  get  out  of  hand. 

Mr.  Kelley.  Our  relationship  with  St.  Elizabeths  Hospital  seems 
to  be  excellent.  The  doctors  from  St.  Elizabeths  Hospital  come  and 
lecture  to  our  training  classes.  We  have  constant  liaison  with  them  and 
we  have  never  heard  the  complaint  from  the  St.  Elizabeths  Hospital 
that  we  are  sending  people  that  shouldn't  be  sent  there. 

I  think  thev  would  be  the  first  one  to  complain  if  we  were  arbitrarily 
sending  people  that  really  didn't  need  treatment,  and  we  are  careful 
about  that. 

We  send  experienced  agents  to  conduct  these  interviews.  They  are 
monitored  by  a  supervisor,  as  this  interview  is  taking  place,  and  we 
build  into  it  all  the  safeguards  that  we  can,  but  I  asrree  with  you  to 
decide  to  take  somebody's  libertv  just  because  he  doesn't  sound  the 
way  you  think  he  ought  to  sound  is  a  big  responsibility,  and  we  con- 
sider it  a  tremendous  responsibilitv. 

Mr.  Edwards.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Bevill. 
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APPROPRIATION  REQUEST 

Mr.  Bevill.  I  would  just  like  to  commend  Chief  Rowley  and  the 
Secret  Service  for  coming  up  here  and  asking  for  less  money  than  they 
did  last  year.  We  have  heard  the  President  wants  us  to  cut  down  on 
spending  and  the  Secretary  of  the  Treasury,  who  was  a  witness  before 
this  group,  said  we  need  to  cut  down  on  Federal  spending. 

This  is  the  10th  office  from  the  Treasury  Department  that  has  ap- 
peared before  this  subcommittee  and  it  is  the  only  one  that  is,  without 
a  revolving  fund  that  takes  care  of  some  things,  that  has  come  in  and 
asked  for  less  money  than  received  last  year. 

So  I  think  that  should  be  pointed  out  and  that  you  should  be  com- 
mended for  it  because  we  are  trying  to  find  where  we  can  cut  down 
on  expense,  and  the  people  who  are  advocating  cutting  down  on  ex- 
pense just  "ain't"  doing  it. 

So  it  is  commendable. 

Tliat  is  all  I  have,  Mr.  Chairman 

Mr.  Steed.  Mr.  Myers. 

REFERRAL   OF   CORRESPONDENCE   AND   REPORTS 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Director  Rowley,  I  join  my  colleagues  in  congratulating  you  on  the 
very  fine  job  that  you  have  been  doing  under  sometimes  very  trying 
circumstances. 

I  am  sure  last  year  was  far  from  anything  that  any  of  your  personnel 
really  looked  forward  to  with  the  campaign  year  and  being  called 
upon  to  protect  the  many  people  that  you  had  to  under  trying  circum- 
stances. 

You  introduced  something  that  I  don't  recall  was  an  area  of  respon- 
sibility for  you  previously  and  that  is  that  of  the  White  House  mail- 
room,  the  White  House  switchboard,  and  reports  from  other  agencies 
and  reports  from  field  offices. 

All  these  communications,  whether  they  be  verbal  or  written,  are 
a  responsibility  of  the  Secret  Service ;  is  that  right  ? 

Mr.  Rowley.  Those  are  the  cases  that  represent  threats  or  obscene 
letters,  et  cetera,  that  we  include  as  the  number  of  cases  that  we  have. 
We  evaluate  them,  determine  whether  or  not  they  should  be  inves- 
tigated. 

Mr.  Myers.  You  receive  threats  from  other  agencies  ? 

Mr.  Rowley.  No  ;  information  on  individuals  that  might  be  of  in- 
terest to  us  or  of  interest  to  our  protectees.  It  is  a  raw  intelligence 
and,  of  course,  it  is  our  responsibility  to  evaluate  and  analyze  it  and 
determine  whether  we  should  pursue  it  by  way  of  investigation. 

Mr.  Myers.  The  actual  figures  here  for  1972  are  194,500.  Those  are 
the  different  communications  that  you  had  to  investigate  then? 

Mr.  Rowley.  Those  that  came  to  our  attention.  I  don't  say  necessa- 
rily that  we  had  to  investigate  them,  but  we  would  evaluate  them. 

In  other  words,  if  the  White  House  had  gotten  a  call  from  an  un- 
known person  who  demanded  to  speak  to  the  President  or  threatened 
the  President,  they  would  switch  it  over  to  Protective  Intelligence. 
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MAIL   SECURITY   MEASURES 


Mr.  Myers.  Some  countries  experienced  a  problem  in  the  past  year 
with  so-called  letter  bombs.  Have  you  developed  a  procedure  that 
would  hopefully  interdict  an  envelope  bomb  if  one  should  be  received 
at  the  White  House  ? 

Mr.  Rowley.  If  such  mail  is  received  at  the  general  "VVTiite  House 
mailroom  there  are  located  nearby  X-ray  machines,  and  if  there  is  a 
suspicion — in  fact  all  packages  are  X-rayed  that  are  addressed  to  the 
White  House. 

Mr.  Myers.  How  about  just  a  letter  ? 

Mr.  Rowley.  Mr.  Kelley,  can  you  tell  us  that.  I  don't  know  whether 
you  want  to  go  off  the  record  on  that,  Tom. 

Mr.  Kelley.  The  letters  are  all  reviewed  and  X-rayed  before  they 
get  into  the  White  House.  They  are  looked  at  in  the  mailroom,  except 
those  that  are  known  to  the  mailroom  as  belonging  personally  to  the 
President  or  the  first  family  or  the  staff  and  the  latter  are  X-rayed. 

But  most  letters  are  opened. 

Mr.  Myers.  Well,  of  course,  those  mail  bombs  are  opened,  too,  and 
the  opener  sometimes  gets  a  terrible  shock.  My  question  was,  have  you 
developed  a  system  to  prevent  some  innocent  person  or  any  person 
being  blown  lip  by  a  letter  bomb.  My  understanding  is  those  letters 
come  pretty  much  inconspicuous.  They  are  not  large,  bulky  letters. 
They  are  able  to  put  plastic  or  something  inside 

Mr.  Kelley.  They  are  large  sized  envelopes.  They  are  not  small, 
but  they  are  in  a  package  and  the  photographs  of  those  intercepted 
are  in  the  mailroom.  They  are  watching  out  for  similar  packages  and 
all  flat  material  is  still  X-rayed. 

protection  of  cabinet  officers 

Mr.  Myers.  Before  we  go  off  the  record,  I  only  have  one  more  general 
area  and  that  is  your  area  of  providing  protection  on  a  routine  basis. 

In  the  past  year  or  so  a  number  of  Cabinet  Officers  have  made  re- 
marks about  what  the  Secret  Service  told  them  to  do  and  what  they 
couldn't  do.  I  didn't  realize  that  the  Secret  Service  was  providing  pro- 
tection to  Cabinet  Officers. 

Mr.  Rowley.  No,  sir.  Each  Cabinet  Officer  today  may  have,  in  addi- 
tion to  Defense  and  the  State  Department  and  the  Attorney  General, 
to  name  a  few,  have  their  own  security  officers. 

What  they  are  talking  about  is  we  train  them  in  the  basics  of  pro- 
tection. We  don't  advise  them  one  way  or  another  except  that  if  they 
want  to  select  a  certain  number  of  their  personnel  for  training  we 
accept  them  and  we  train  them  on  the  basics  of  personal  protection, 
but  we  are  not  involved  in  protecting  Cabinet  Officers. 

Mr.  Morgan.  And  as  far  as  State,  Defense,  and  the  Attorney  Gen- 
eral, we  are  talking  about  security  of  the  FBI  in  those  cases.  The  Secret 
Service  doesn't  protect  the  Cabinet  Officers  with  the  exception  of  the 
Secretary  of  the  Treasury. 

Mr.  Myers.  Then  the  areas  of  responsibility  have  not  changed.  You 
still  have  not  gotten  the  authorization. 

Mr.  Rowley.  No,  sir. 
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FAMILY    MEMBERS    OF    CANDIDATES    AND    NOMINEES 

Mr.  Myers.  Also  during  the  last  campaign  I  saw  in  several  instances 
where  dependents  of  candidates  had  Secret  Service  protection.  I  didn't 
realize  this  was  authorized  either,  that  a  wife  of  a  candidate  was 
afforded  protection. 

Mr.  Rowley.  Of  course  she  and  members  of  the  family  would  come 
under  the  umbrella  when  they  are  accompanying  the  candidate,  and 
then  if  there  is  a  situation  where  we  get  an  intelligence  report  that 
there  is  a  threat  on  them,  of  course  for  that  one  period  or  whenever 
they  are  going  into  an  area  where  the  threat  originated,  then  we  might 
put  an  additional  agent  or  so  on. 

I  might  ask  Mr.  Hill  what  you  did  further. 

Mr.  Hill.  It  was  only  during  those  periods  of  travel  when  they  were 
traveling  with  their  husbands  they  came  under  the  travel  umbrella. 

Mr.  Myers.  This  wasn't  at  the  same  time. 

Mr.  Hill.  Traveling  separate?  A  side  trip  separate  from  their 
husbands  ? 

Mr.  Myers.  I  don't  know  whether  to  say  a  side  trip.  The  husband  was 
in  one  part  of  the  country  and  they  were  in  a  different  part  of  the 
country. 

Mr.  Hill.  That  did  happen  on  one  occasion  where  we  had  intelli- 
gence and  it  was  indicated  there  was  a  need. 

Mr.  Myers.  It  was  Eunice  Shriver  I  am  speaking  about.  She  had 
five  people  who  identified  themselves  as  Secret  Service  in  Indianapolis. 
I  objected  because  they  got  on  an  airplane  without  going  through  nor- 
mal clearance,  having  their  baggage  searched.  There  were  seven  people 
who  got  on.  Five  of  them  said  they  were  Secret  Service  and  she  had 
two  other  people  with  her.  They  all  walked  right  through  with  not 
having  anything  searched. 

I  objected  because  airline  security  personnel  even  opened  my  wife's 
purse.  I  don't  object,  but  I  do  object  to  people  having  special  privileges. 
I  don't  know,  they  do  not  know  who  all  handled  this  baggage  during 
the  day. 

Mr.  HiiJL.  We  have  an  arrangement  with  the  Federal  Aviation 
Agency  where  our  agents  are  permitted  to  board  an  aircraft  in  that 
manner. 

Mr.  Myers.  I  don't  like  it  because  taxi  drivers  and  everybody  else 
handled  their  baggage.  Who  all  handled  those  bags  ? 

The  guards  themselves  admitted  during  the  morning  that  da;^  they 
had  investigated  and  checked  the  baggage,  but  this  was  at  6 :30  in  the 
evening  when  they  got  on  the  airplane. 

Mr.  Hill.  It  is  something  I  am  certainly  going  to  check  into. 

Mr.  Myers.  To  go  back,  the  service  was  provided  to  wives  ? 

Mr.  Hill.  On  occasion  to  wives,  but  not  on  a  permanent  basis  and 
not  to  all  wives. 

Mr.  Myers.  How  did  you  decide  ? 

Mr.  Hill.  It  depended  upon  the  information  we  had  basically  and 
the  activity  of  the  individual.  Certain  family  members  of  certain  can- 
didates were  not  a  part  of  the  campaign. 

Mr.  Myers.  OK ;  I  don't  know  as  I  agree  with  you,  but  that  is  neither 
here  nor  there.  We  will  take  that  up  4  years  from  now.  I  will  not 
forget.  I  may  not  be  here,  but  I  will  not  forget. 
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SECRET  SERVICE  RESPONSIBILITIES 

It  seems  to  me  that  the  areas  of  your  responsibility  are  not  really 
related.  You  have  responsibility  of  protection.  Then  you  have  a  sep- 
arate and  entirely  different  responsibility,  that  of  criminal  investiga- 
tion, forgery,  and  counterfeiting.  I  just  don't  see  the  two  areas  of  your 
primary  responsibility  in  Secret  Service  are  related. 

Mr.  Rowley.  Mr.  Congressman,  that  was  discussed  after  the  Dallas 
tragedy  by  the  Warren  Commission,  and  so  forth,  that  they  thought 
it  was  unique,  but  you  must  recognize  historically  that  we  were  the 
first  general  Federal  investigative  agency  created  in  1865.  I  don't 
mean  to  bore  you  with  these  facts.  Then  when  McKinley  was  assassi- 
nated following  Garfield,  they  looked  around  and  made  a  determina- 
tion that  the  President  should  be  protected,  and  we  being  the  only 
general  investigative  agency  at  the  time  were  given  the  assignment, 
and  it  continuallv  evolved  over  a  period  of  years  until  the  present  time. 

I  mentioned  the  Warren  Commission.  There  was  some  thought  of 
whether  to  give  it  to  the  FBI  or  to  continue  it  with  the  Secret  Service, 
and  they  decided  to  continue  with  the  Secret  Service  for  the  good 
reason  that  we  had  offices  throughout  the  country  and  could  call  upon 
the  personnel  in  those  offices  to  support  and  augment  the  protective 
details  that  would  be  in  their  area.  So  as  a  result  of  our  diverse  mission 
our  men  are  trained  to  handle  areas  of  our  work. 

We  don't  separate  them  to  the  extent  that  you  just  indicated.  A  man 
today  may  be  on  a  counterfeit  investigation  and  then  tomorrow  or  dur- 
ing the  night  he  may  receive  instructions  to  report  to  city  "A"  to  aug- 
ment or  join  a  detail. 

Mr.  Myers.  That  is  what  I  am  saying.  It  isn't  investigative  really. 
He  has  two  different  hats  to  wear.  At  the  present  time  this  administra- 
tion is  trying  to  consolidate  agencies,  eliminating  duplication,  and 
putting  areas  of  responsibility  together  under  one  heading  instead  of 
having  multiple  agencies  or  multiple  commissions  or  departments. 

Is  there  any  investigation  or  any  consideration  or  any  studies  being 
conducted  now  to  consolidate  some  of  these  responsibilities? 

Mr.  Morgan.  Not  these  two  particular  responsibilities,  not  protect- 
ing the  President  or  the  Treasury  Department's  responsibility  in  terms 
of  protecting  the  fiscal  and  economic  health  of  the  country. 

As  you  are  aware,  in  the  press  there  is  some  study  being  given  to  the 
drug  question. 

EXECUTIVE   PROTECTIVE    SERVICE 

Mr.  Myers.  Here  we  have  EPS  as  well  as  Secret  Service.  They  both 
have  related  responsibilities. 

Mr.  Morgan.  The  Secret  Service  supervises  the  Executive  Protec- 
tive Service. 

Mr.  Myers.  They  are  two  separate  agencies  ? 

Mr.  Morgan.  No. 

Mr.  Myers.  EPS  is  part  of  your  figures  that  you  have  in  here? 

Mr.  Rowley.  Yes,  sir. 

Mr.  Myers.  OK  •  thank  you. 

Mr.  Rowley.  I  think,  too,  Mr.  Congressman,  you  must  recognize  that 
really  we  are  specialists  in  both  fields. 
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Mr.  Myers.  I  don't  disagree  with  that.  I  am  not  trying  to  say  you 
are  not  doing  a  good  job.  Please  don't  misunderstand. 

Mr.  Rowley.  No,  but  there  is  that  tendency  to  think  why  this  and 
why  that,  and,  of  course,  I  would  call  to  your  attention  when  we  get 
in  the  area  of  law  enforcement,  as  we  discussed  previously,  and  you 
want  to  merge  them,  you  are  treading  on  dangerous  ground  unless 
you  want  a  national  police  force. 

Mr.  Myers.  We  have  that,  anyway.  We  are  just  kidding  ourselves. 
You  don't  get  away  from  that  because  you  live  in  three  different  camps. 
You  still  have  the  same  number  of  people.  I  see  nothing  wrong  with 
it.  As  long  as  we  have  people  who  want  to  shoot  someone  else  and  take 
their  lives  we  better  have  some  protection. 

I  am  not  worried  about  being  hauled  off  to  St.  Elizabeth's.  I  don't 
live  in  that  fear  all  the  time.  I  think  we  who  are  law-abiding  should 
not  fear  it,  but  we  should  respect  it  and  appreciate  it.  I  do  think  in 
the  interest  of  clarification,  if  nothing  else,  of  responsibility,  there 
is  much  merit  in  consolidating,  and  I  am  not  suggesting  for  a  moment 
that  you  aren't  doing  a  good  job  in  both  of  your  areas. 

treasury  department  law  enforcement  responsibilities 

I  certainly  do  commend  you  and  your  colleagues  for  doing  a  very 
fine  job,  but  I  am  wondering  if  maybe  a  better  job  couldn't  be  done 
by  putting  other  areas — every  agency  within  the  Treasury  now  has 
been  coming  in  and  they  have  their  own  investigating  force,  their  own 
council,  and  I  wonder  if  we  are  not  just  duplicating  a  lot  of  effort 
here. 

Mr.  Morgan.  Should  I  respond  ? 

Mr.  Myers.  If  you  would  like. 

Mr.  Morgan.  It  seems  to  me,  historically,  in  the  Government  you  go 
back  and  forth  between  centralization  and  decentralization  in  terms  of 
philosophical  matters.  I  don't  see  that,  from  an  investigator}^  stand- 
point the  kind  of  things  that  the  Customs  Department  or  Bureau  does 
and  has  to  be  involved  in,  is  necessarily  related  to  the  Secret  Service; 
or  that  the  collection  of  $6  to  $8  million  in  terms  of  revenue  from  an 
investigatory  and  regulatory  standpoint  falls  back  on  firearms  and 
necessarily  should  be  merged  from  a  Bureau  standpoint. 

It  is  properly  administered  by  the  Department  of  the  Treasury.  &o 
I  suppose,  Congressman,  from  a  Treasury  standpoint  we  feel  that  we 
are  properly  consolidated  in  Treasury  law  enforcement,  but  that  each 
bureau  with  its  particular  kind  of  responsibility  is  a  separate  bureau 
doing  its  job. 

Mr.  Steed.  Mr.  Miller  ? 

REVOLVING  FUNDS 

Mr.  Miller.  Mr.  Rowley,  I  think  you  have  presented  a  very  good 
case.  You  are  asking  for  appropriated  funds  of  $64  million.  It  is  a 
decrease,  as  I  understand  it.  I  heard  a  little  while  ago  that  you  did  not 
have  any  revolving  funds.  Do  you  have  any  other  funds  coming  in, 
other  than  the  appropriated  funds  that  you  can  draw  on  in  order  to 
support  your  budget  ? 

Mr.  Rowley.  No,  sir. 
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NUMBER   OF   ARRESTS   AND    CONVICTIONS 

Mr.  Miller.  T  noticed  too  in  the  testimony  that  we  have  arrests  by 
the  Secret  Service  totaling  6,881,  an  increase  of  1,574  or  30  percent 
over  the  5,307  arrests  in  fiscal  year  1971.  Then  the  next  sentence  says, 
"Furthermore,  the  5,814  convictions  in  fiscal  1972  represented  an  in- 
crease of  25  percent  over  the  3,818  convictions  in  fiscal  year  1971."  T)o 
you  have  people  who  are  now  trained  better  in  order  to  come  up  with 
the  proper  evidence  that  will  stand  up  in  court  in  order  to  receive  that 
conviction  ? 

Mr.  Rowley.  Yes,  sir.  Plus  the  fact,  as  we  discussed  here  earlier,  we 
have  the  manpower  increase.  Furthermore,  we  are  getting  more  so- 
phisticated in  the  technical  field,  as  we  indicated.  We  have  the  finger- 
print laboratory.  We  have  the  handwriting  and  document  examina- 
tions, et  cetera. 

Mr.  Miller.  You  had  most  of  those  before  1972  though,  I  would 
assume. 

Mr.  Rowley.  We  were  just  developing  them. 

Mr.  Miller.  My  reason  in  asking  the  question  is,  I  imagine  it  would 
be  pretty  frustrating  with  you  when  you  know  that  you  have  evidence 
and  people  are  not  convicted.  "What  has  helped  you  gain  the  convic- 
tions ?  That  was  the  main  purpose  of  the  question. 

Mr.  Rowley.  I  think  it  was  a  thorough  investigation  on  the  part 
of  the  agents  who  are  involved,  plus  the  expertise  of  our  technical  peo- 
ple who  are  called  upon  to  support  the  evidence  by  their  testimony. 

evaluation  of  new  equipment 

Mr.  Miller.  Very  good.  You  mentioned  on  page  2  of  your  testimony 
that  you  are  continuously  evaluating  new  equipment  and  methods 
to  assist  in  providing  a  safe  and  secure  environment  to  those  persons 
whom  you  protect. 

"\^^at  are  the  new  technology  items  that  could  be  listed  ?  We  have 
passed  such  things  as  closed  circuit  television.  We  have  moved  on 
down  the  road.  I  know  there  must  be  other  pieces  of  equipment  that 
you  could  tell  us  about  that  might  be  helpful  to  you. 

Mr.  Rowley.  I  will  make  a  general  statement,  Mr.  Congressman. 
We  have  our  research  division,  which  is  keeping  up  with  the  state  of  the 
art.  We  mentioned  this  morning  what  this  division  does  and  what 
other  agencies  in  the  Government  do  who  are  comparable  to  ours,  and 
that  they  are  as  interested  as  we  are. 

To  answer  your  question  specifically,  I  would  like  Mr.  Kelly  to  ex- 
pand on  that.  It  comes  under  his  area. 

[Discussion  off  the  record,] 

cost  OF  candidate  and  nominee  protection 

Mr.  Miller.  To  better  understand  the  Presidential  candidate  pro- 
tection system  and  its  cost  to  the  taxpayers,  I  came  up  with  some 
figures,  i  am  not  real  sure  that  I  am  correct  because  I  heard  two 
amounts.  One  was  something  over  $4  million  in  order  to  protect  the 
candidates  this  last  Presidential  election,  and  another  figure  of  $6 
million.  Wliat  is  the  correct  amount  ? 
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Mr.  Rowley.  It's  a  total  of  $6  million  plus.  The  $2  million  plus  is 
for  the  end  of  the  last  fiscal  year.  The  $4  million  plus  was  the  beginning 
of  this  fiscal  year,  from  July  until  after  the  inauguration. 

Mr.  Miller.  Are  you  saying  it's  over  $10  million  ? 

Mr.  Rowley.  No,  I  am  saying  it  was  a  total  of  $6  million,  $2  million 
from  March  20, 1972,  until  June  30, 1972.  That  was  the  end  of  the  fiscal 
year  1972. 

Mr.  Miller.  I  am  trying  to  come  up  with  some  figure  to  show  how 
much  per  month  it  would  cost.  There  are  several  on  the  list  for  only 
2  and  3  months.  If  it  costs  $6  million  to  protect  these  people,  I  came 
up  with  a  total  of  43  months  which  is  about  $140,000  a  month  to  pro- 
tect one  person. 

Mr.  Rowley.  It's  $100,000  a  month.  That  also  includes  equipment 
such  as  portable  radio  stations,  and  alarm  equipment  that  Mr.  Kelly 
was  describing,  and  radios. 

Mr.  Miller.  That  is  very  interesting.  I  think  it  should  be  on  the 
record.  The  next  Presidential  campaign  may  have  200  people  who  want 
to  run  for  President  and  you  could  be  asked  to  protect  every  one  of 
them.  At  least  the  record  should  show  that  it  costs  $100,000  a  month  to 
protect  a  Presidential  candidate. 

forgery  of  government  bonds 

I  have  a  question  on  bond  forgery.  The  statistics  show  that  this 
has  dropped  off.  You  have  a  reduction  in  backlog  to  15,526  cases. 
It  reflects  approximately  a  28-percent  decrease  in  the  number  of  bond 
investigations  received  in  comparison  with  22,991  cases  received  in 
the  year  1971. 

Why  the  other  direction  ?  Is  it  harder  to  forge  bonds  now  ?  Or  do  you 
have  a  handle  on  it  ? 

Mr.  Rowley.  I  don't  know  whether  we  have  a  handle.  Our  reading 
at  the  moment  is  that  we  were  successful  in  apprehending  teams  func- 
tioning around  the  country.  You  might  have  an  operation  of  bond 
forgery  of  38  persons.  These  are  the  professionals.  We  have  been 
more  successful  lately.  We  like  to  think  that  we  have  been  able  to  deter 
the  operation  to  that  extent. 

Mr.  Miller.  Do  you  feel  that  you  have  some  of  the  pros  out  of  the 
way  at  this  time  ? 

Mr.  Rowley.  The  experts. 

Mr.  Miller.  As  they  get  back  in  circulation,  then  they  could  create 
more  problems  for  you  ? 

Mr.  Rowley.  Yes,  sir. 

sentences  imposed  by  courts 

Mr.  Steed.  Chief,  in  your  statement  you  made  a  good  case  for  the 
work  you  have  been  able  to  do  and  in  the  success  you  had  in  getting 
convictions.  Your  current  rate  is  about  98  percent. 

Since  this  is  a  very  good  percentage  and  since  the  number  of  people 
you  brought  to  trial  was  high,  what  do  you  think  about  the  severity  of 
the  penalties  that  were  assessed  by  the  courts  in  these  cases? 

Mr.  Rowley.  We  would  like  to  see  stiffer  sentences  in  some  of  these 
cases  that  we  think  were  rather  serious.  As  we  indicated  in  some  of 
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the  illustrations  here,  some  of  them  have  gotten  pretty  substantial 
sentences  for  the  crimes  they  had  committed.  On  the  whole,  there  is 
still  that  leniency  that  we  mentioned  last  year. 

LENIENCY  OF   COURTS 

Mr.  Steed.  It  seems  to  me  that  every  time  a  major  criminal  opera- 
tion is  broken  up  that  it  is  full  of  participants  with  serious  criminal 
records  who  never  have  been  assessed  much  more  than  a  slap  on  the 
wrist  by  the  judges.  What  does  it  take  to  convince  some  judges  that 
leniency  with  some  of  these  operators  is  not  the  answer  ?  It  is  awfully 
had  to  enforce  the  law  when  judges  are  inclined  to  be  so  soft  on  a 
fellow  who  has  been  a  repeater  and  becomes  what  would  be  known 
as  a  professional  operator. 

There  are  a  lot  of  things  a  man  can  get  into  more  than  once  without 
being  very  smart.  But  when  he  gets  into  forgery  and  counterfeiting, 
and  this  sort  of  thing,  it  takes  a  little  bit  of  expertise. 

To  be  lenient  on  people  who  have  that  much  ingenuity  and  expertise 
to  violate  the  law  is  a  very  difficult  thing  for  the  Government  to 
combat.  You  would  think  the  courts  would  be  more  inclined  to  make 
it  less  fruitful  for  people  to  attempt  to  use  their  talents  in  these 
areas. 

It's  more  than  just  the  dollars  and  cents.  It's  the  threat  against 
the  public  confidence,  and  a  serious  national  threat.  Anybody  who 
takes  that  lightly  ought  to  have  their  heads  examined.  You  can't 
take  it  lightly. 

You  can't  do  the  job  all  by  yourself.  If  you  don't  have  some  support 
you  can't  be  efficient  enough  to  stop  them, 

I  had  a  talk  with  some  of  the  high  ranking  judicial  people.  I  think 
some  of  them  were  becoming  alarmed,  too. 

Mr.  Rowley.  If  you  recall  last  year  Mr.  Boggs  answered  that  ques- 
tion. As  much  as  we  would  like  to  prevail  upon  them  to  take  such 
action,  they  are  guided  by  the  judge  in  charge  of  that  particular 
court. 

Mr.  Steed.  I  think  that  the  American  Bar  Association  is  going  to 
have  to  take  note  of  it  in  a  more  positive  sense  than  they  have  up 
to  now.  You  just  can't  go  on  turning  criminals  loose  faster  than  the 
official  law  enforcement  people  can  bring  them  in,  and  get  laAV  and 
order  in  the  country. 

It's  like  other  things.  We  complain  about  it  and  just  deliberately 
steer  away  from  the  real  cause  of  the  problem. 

Are  there  any  further  questions? 

SECRET  SERVICE   FIELD   OFFICES 

Mr.  Edwards.  How  many  field  offices  do  you  have? 
Mr.  Rowley.  Sixty-two. 

Mr.  Edwards.  Wliat  is  the  breakdown  between  agents  in  Wash- 
ington and  in  the  field  offices? 
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Mr.  Rowley.  This  is  a  larger  office  here.  I  think  we  have  somewhere 
in  the  area  of  58  at  the  present  time. 

Mr.  Edwards.  Fifty-eight  what? 

Mr.  Rowley.  Special  agents. 

Mr.  Edwards.  Where? 

Mr.  Rowley.  In  the  Washington  field  office. 

Mr.  Edwards.  I  was  thinking  in  your  main  office,  not  in  your  Wash- 
ington field  office,  as  between  all  field  offices  on  the  one  hand  and  the 
headquarters  on  the  other? 

Mr.  Morgan.  You  are  asking  between  field  offices  and  those  assigned 
to  protective  service? 

Mr.  Edwards.  Why  don't  you  submit  it  for  the  record? 

Mr.  Rowley.  I  will  have  to  submit  it  for  the  record.  Off  the  top 
of  my  head  I  would  say  100-something. 

Mr.  Steed.  We  have  material  in  the  justifications  that  has  all  this 
listed. 

Mr.  Edwards.  I  looked,  but  couldn't  find  it. 

Mr.  Steed.  We  will  put  that  all  in  as  a  part  of  the  record. 

[The  information  follows :] 

Of  the  current  strength  of  1,238  special  agents,  905  are  assigned  to  the  various 
field  oflBces  around  the  country.  The  remaining  333  are  assigned  to  headquarters 
and  protective  activities. 

PROTECTION   AGAINST   HI-JACKERS 

Mr.  Miller.  Mr.  Director,  what  responsibility  do  you  have  to  train 
those  who  are  protecting  against  hi-jacking? 

Mr.  Rowley.  We  assisted  in  that,  in  training  the  agents  or  the  mar- 
shals who  were  assigned  to  hi-jacking. 

Mr.  Miller.  Was  that  last  year,  the  year  before,  or  are  you  still  doing 
that? 

Mr.  Rowley.  No,  we  are  not,  sir.  That  was  discontinued  about  a 
year  ago,  when  they  reached  the  total  number  that  they  recruited. 

Mr.  Miller.  As  that  personnel  changes,  is  that  then  your  responsi- 
bility to  train  new  agents  to  replace  those  who  would  drop  out  of  the 
program  ? 

Mr.  Morgan.  Actually,  Congressman,  the  Secret  Service  that  runs 
the  firing  training  ranges  provide  some  of  the  instructions.  That  isn't 
recurring  at  the  moment  because  we  have  been  asked  to  phase  that 
down.  So  this  is  not  a  recurring  thing  at  the  moment  in  terms  of  train- 
ing those  people.  They  come  under  Customs,  actually. 

Mr.  Steed.  If  there  are  no  further  questions,  let  me  express  the  ap- 
preciation of  the  subcommittee  for  your  appearance  and  your  coopera- 
tion, and  again  the  pleasure  we  have  in  always  knowing  that  we  will 
get  a  fine  presentation  and  evidence  of  a  job  well  done  every  time 
Director  Rowley  and  his  staff  appear  and  report  to  us.  We  are  very 
proud  of  you. 

Mr.  Rowley.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Without  objection  we  will  insert  the  justification  mate- 
rials in  the  record  at  this  point. 
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Justification  of  the  Budget  Estimate 
UNITED  STATES  SECRET  SERVICE 

Federal  Funds 
General  and  special  funds: 

Salaries  and  Expenses 

For  necessary  expenses  for  the  operation  of  the  United  States 
Secret  Service,  including  purchase  (not  to  exceed  seventy-seven  for 
police-type  use  for  replacement  only)  and  hire  of  passenger  motor 
vehicles;  hire  of  aircraft;  and  training  and  assistance  requested 
by  State  and  local  governments  which  may  be  provided  without 
reimbursement;  and  not  to  exceed  $50,000  for  unforeseen  emergen- 
cies of  a  confidential  character,  to  be  expended  under  the  direction 
of  the  Secretary  of  the  Treasury  and  accounted  for  solelv  on  his 
certificate;  [$62,650,0001  $64,000,000.  {3  U.S.C.  202,  203a,  as 
amended,  5  U.S.C.  301,  formerly  258{a);  18  U.S.C.  3056,  as  amended; 
Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-55-1408-0-1-908 

1972  actual 

1973  est. 

1974  est. 

Program  by  activities: 

Direct  program: 

1.  Suppressing    counterfeiting    and 

investigating  check  and  bond 

forgeries 

46.  388 

50.570 

49. 970 

2.  Protection     of     White     House. 

Executive  Office  Building  and 

grounds,    and    foreign    diplo- 

matic missions 

8.725 

12.758 

13.087 

3.  Safeguarding  Government  secu- 

rities and  protection  of  Treas- 

ury buildings 

792 

803 

809 

4.  Executive  direction 

92 

133 
64.264 

134 

Total  direct  program 

55.997 

64.000 

Reimbursable  program: 

1.  Suppressing   counterfeiting   and 

investigating  check  and  bond 

forgeries 216  47  47 

2.  Protection     of     White     House, 

Executive  Office  Building  and 
grounds,  and  foreign  diplo- 
matic missions 


Total  reimbursable  program  355  52  52 


139 

5 

355 

52 

56. 352 

764 

64.316 
84 

Total  program  costs,  funded  56.352  64.316  64.052 

Change  in  selected  resources  ' 

10  Total  obligations.. 57.116  64.400  64.052 

Financing: 

Receipts  and  reimbursements  from: 

11  Federal  funds -326  -52  -52 

14              Non-Federal  sources —29     

25           Unobligated  balance  lapsing 331      

Budget  authority 57,092  64,348  64,000 
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Budget  authority: 

40  Appropriation 57.500         62.650         64.000 

41  Transfer  to  other  accounts —408  —127 


43  Appropriation  (adjusted) 57,092  62,523  64,000 

44.20            Proposed  supplemental  for  civil- 
ian pay  raises  - 1,825    


Relation  of  obligations  to  outlays: 

71  Obligations  incurred,  net 56,762  64,348  64,000 

72  Obligated  balance,  start  of  year 7,518  10,177  10,525 

74          Obligated  balance,  end  of  year -10.177  -10.525  -llio25 

77          Adjustments  in  expired  accounts —7     ._ 


90  Outlays,     excluding     pay     raise 

supplemental 54.096         62,280  63,395 

91.20  Outlays  from  civilian  pay  raise 

supplemental 1,720  105 


'  Selected    resources    as    of    June    30    are    as   follows: 

1972 
adjusl- 
1971         mcnts         1972  1973  1974 

^\°V\- /---, '♦88         --  '♦73  485  485 

Undelivered  orders 4.643         —7  5,415        5,487        5.487 

Total  selected  resources        5,131         —7  5,888        5.972        5,972 

2  Language  and  explanation  for  this  supplemental  are  included  in  Part  III  of 
the  budget  appendix. 

The  Service  must  provide  for  the  protection  of  the  Presi- 
dent of  the  United  States,  members  of  his  immediate 
family,  the  President-elect,  the  Vice  President  or  other 
officer  next  in  the  order  of  succession  to  the  Office  of  the 
President,  and  the  Vice  President-elect;  protection  of  the 
person  of  a  visiting  head  of  a  foreign  state  or  foreign 
government  and,  at  the  direction  of  the  President,  other 
distinguished  foreign  visitors  to  the  United  States  and 
ojfficial  representatives  of  the  United  States  performing 
special  missions  abroad ;  the  protection  of  persons  who  are 
determined  to  be  major  presidential  or  vice  presidential 
candidates,  unless  such  protection  is  dechned ;  the  protec- 
tion of  the  person  of  a  former  President  and  his  wife  dur- 
ing his  lifetime,  the  protection  of  the  person  of  the  widow 
of_  a  former  President  until  her  death  or  remarriage,  and 
minor  children  of  a  former  President  until  they  reach  16 
years  of  age,  unless  such  protection  is  declined.  The  Serv- 
ice is  also  responsible  for  investigation  of  counterfeiting 
of  currency,  specie,  and  securities;  forgery  and  altering  of 
Govermnent  checks  and  bonds ;  and  criminal  and  noncrim- 
inal cases. 

The  Executive  Protective  Service  protects  the  Executive 
Residence  and  grounds  in  the  District  of  Columbia  and 
any  building  in  which  White  House  offices  are  located.  This 
operation  is  clearly  allied  with  the  personal  protection  of  the 
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General   and   special    funds — Continued 

Salaries  and  Expenses — Ccmtinued 

President  and  his  family  while  they  are  in  residence.  In 
addition,  the  Executive  Protective  Service  protects  foreign 
diplomatic  missions  in  the  Washington  metropolitan  area 
and  such  other  areas  in  the  United  States  as  the  President 
may  direct  on  a  case-by-case  basis. 

The  Treasury  Security  Force  is  responsible  for  safe- 
guarding paper  currency  and  other  Government  securi- 
ties and  obligations  that  are  contained  in  the  main  Treas- 
ury Building  and  its  annex  in  Washington,  D.C 

NUMBER    OF    CASES    CLOSED 

1971  1972  1971  1974 

actual  actual         estimate       estimate 

Check  cases 59.675  87,566  85.000  86,000 

Bond  cases 22,606  21,075  22,000  24,000 

Counterfeiting 22,462  23,377  24.000  24.000 

Protective  intelligence 14,547  13,783  14,000  14.000 

Other  criminal  and  noncriminal  cases 13,460  13,070  13.400  13.500 

Total 132,750    158,871     158.400    161.500 


Object  Classification  (in  thousands  of  dollars) 


Identification  code  15-55-1408-0-1-908  1972  actual      1973  est.         1974  est. 


Direct  obligations: 

Personnel  compensation: 

11.1         Permanent  positions 32,560 

11.3        Positions  other  than  permanent 43 

11.5         Other  personnel  compensation 5,  75 1 

Total  personnel  compensation 38,  354 

1 2.  1     Personnel  benefits:  Civilian 2,  682 

21.  0    Travel  and  transportation  of  persons.  -  5,  293 

22.0    Transportation  of  things 232 

23.0     Rent,  communications,  and  U!  ''ties 1,317 

24.0     Printing  and  reproduction 177 

25.0    Other  services 2.309 

26.  0    Supplies  and  materials 1,753 

31.0    Equipment 4,419 

42. 0     Insurance  claims  and  indemnities.  20 

91.0    Unvouchered 205 

Total  direct  obligations 56,  761 

Reimbursable  obligations: 
Personnel  compensation: 

11.  1         Permanent  positions 124 

11.5        Other  personnel  compensation 52 

Total  personnel  compensation 176 

1 2.  I     Personnel  benefits :  Civilian 5 

21.0    Travel  and  transportation  of  persons..  28 

25.  0    Other  services 

26.0    Supplies  and  materials 107 

31.0     Equipment 29 

91.0     Unvouchered 10 

Total  reimbursable  obligations 355 

99.0            Total  obligations 57,116 


37, 959 

39.680 

47 

47 

6,192 

6,192 

44.  198 

45,919 

3,318 

3,431 

8.246 

5.154 

270 

271 

2,201 

3.071 

133 

133 

2,664 

2,858 

1,503 

1,481 

1,765 

1.632 

50 

50 

64, 348 

64.000 

15 

15 

10 

10 

25 

25 

2 

2 

._ 

jo 

15 

15 

52 

52 

64.400 

64.052 
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Personnel  Summary 


Direct: 

Total  number  of  permanent  positions 2,  875  2,  876  2, 876 

Average  paid  employment 2,655  2,817  2,817 

Average  GS  grade 9.0  9.6  9.7 

Average  GS  salary $13,263  $13,842  $14,298 

Average  salary,  grades  established  by  Public 

Law  92-410  (4  D.C.  823)..... $9,970  $11,811  $12,280 

Average  salary  of  ungraded  positions $8,  906  $8,  906  $8,  906 


Reimbursable: 

Total  number  of  permanent  positions 1  2  2 

Average  paid  employment 1  2  2 

Average  GS  grade 7.4  6.5  6.6 

Average  GS  salary $9,959  $7,266  $7,478 
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March  15, 1973. 
BUREAU  OF  THE  PUBLIC  DEBT 

WITNESSES 

HUBERT  J.   HINTGEN,  COMMISSIONER  OF  THE  PUBLIC  DEBT 
JEREMIAS  J.   LUBELEY,   DEPUTY  COMMISSIONER 
MICHAEL  E.   McGEOGHEGAN,  ASSISTANT   COMMISSIONER 
WILLIAM  M.    GREGG,  ASSISTANT   DEPUTY   COMMISSIONER 
VINCENT    P.    VALLELY,    DIRECTOR,    DIVISION    OF    BUDGET    AND 

ACCOUNTS 
MICHAEL  D.  PECOVISH,  DEPUTY  DIRECTOR,  DIVISION  OF  BUDGET 

AND  ACCOUNTS 
EDWARD    J.    WIDMAYER,    DIRECTOR,    OFFICE    OF    BUDGET    AND 

FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  will  now  take  up  the  budget  request  for  the  Bureau 
of  the  Public  Debt.  The  1973  appropriation  was  $74  million.  The 
1974  estimate  is  $79,400,000,  an  increase  of  $5.4  million.  The  justifi- 
cations show  a  proposed  decrease  of  10  positions  for  fiscal  year  1974. 1 
would  like  to  repeat,  decrease. 

We  are  very  pleased  to  have  Commissioner  Hintgen  and  his  staff 
here.  Commissioner,  if  jou  would  like  to  identify  your  associates 
for  the  record,  and  if  there  are  any  who  have  biographical  sketches, 
we  would  like  to  have  them  in  the  record  and  then  we  will  be  pleased 
to  have  your  statement. 

Mr.  HiNTGEN.  On  my  right  is  the  Deputy  Commissioner,  Mr. 
Lubeley.  On  my  left  is  the  Assistant  Commissioner  who  is  in  charge 
of  all  of  our  field  office  activities.  Mr.  McGeoghegan.  Directly  behind 
me  is  Mr.  Gregg,  who  is  the  Assistant  Deputy  Commissioner  and 
heads  the  Washington  office  operations.  Next  to  him  is  Mr.  Vallely, 
our  budget  officer.  In  the  blue  shirt  and  red  tie  is  Mr.  Pecovish.  Mr. 
Gregg  is  new.  The  others  have  been  here  before.  I  would  like  to  submit 
Mr.  Gregg's  biography,  if  I  may. 

[The  information  follows :] 

Biography  of  William  M.  Gbeqg 

Mr.  Gregg  was  born  on  April  19,  1929,  in  Independence,  Mo.  After  military 
service  with  the  U.S.  Army  from  July  1951  to  July  1953,  he  received  a  B.A.  degree 
in  business  administration  from  the  College  of  William  &  Mary,  graduating  in 
1954.  He  entered  Government  service  in  1956  as  an  auditor  with  the  U.S.  General 
Accounting  Oflice,  Washington,  D.C.,  and  subsequently  served  13  years  with  the 
Federal  Home  Loan  Bank  Board.  In  October  in  1970.  he  assumed  the  position 
of  Administrative  Assistant  to  the  Commissioner  of  the  Public  Debt  and  in 
July  of  1972,  became  Assistant  Deputy  Commissioner. 

Mr.  Gregg  and  his  wife,  the  former  Nancy  Lee  Cooper  of  Washington,  D.C., 
live  in  Potomac,  Md.,  with  their  three  children. 

Mr.  HiNTGEN.  I  will  re^d  my  statement,  if  I  may. 
Mr.  Steed.  You  may  proceed. 
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Statement  of  the  Commissioner 

Mr.  HiNTGEN.  Mr.  Chairman  and  members  of  the  committee,  I  am 
pleased  to  present  the  1974  appropriation  request  for  "Administering 
the  public  debt."  This  appropriation  provides  funds  for  the  Bureau 
of  the  Public  Debt  and  the  U.S.  Savings  Bonds  Division.  The  latter 
is  a  separate  organization  directly  responsible  to  the  Secretary  for 
promoting  the  sale  of  savings  bonds'.  Representatives  of  the  Division 
will  appear  later  to  justify  their  requirements,  which  are  separately 
identified  in  the  justification  material. 

The  Bureau  of  the  Public  Debt  is  responsible  for  the  administrative 
functions  arising  from  the  Treasury's  debt  management  activities. 
Those  functions  relate  to  transactions  in  security  issues  of  the  United 
Sates  and  of  the  Government  agencies  and  instrumentalities  for  which 
the  Treasury  acts  as  agent. 

The  Bureau  maintains  offices  in  Chicago,  111.,  and  Parkersburg, 
W.  Va.,  as  well  as  the  headquarters  office  in  Washington,  D.C.  The 
Federal  Reserve  banks  and  branches  conduct  public  debt  transactions 
as  fiscal  agents  of  the  United  States.  Most  banks  and  other  financial 
institutions  act  as  issuing  and  paying  agents  for  the  sale  and  redemp- 
tion of  savings  bonds  and  notes. 

We  are  requesting  an  appropriation  of  $79,400,000  to  carry  out  the 
responsibilties  of  the  Bureau  of  the  Public  Debt  and  the  Savings 
Bonds  Division  in  fiscal  1974.  It  should  be  noted  that  of  the  total 
request,  only  32.7  percent  is  for  actual  operating  expenses  of  the 
Bureau  of  the  Public  Debt.  The  Savings  Bonds  Division  is  asking 
for  12.2  percent  of  the  total,  and  the  remaining  55.1  percent  is  for 
services  rendered  by  the  Federal  Reserve  banks,  by  commercial  banks 
and  other  financial  institutions  which  redeem  savings  bonds,  and  by 
the  U.S.  Postal  Service. 

Perhaps  this  chart  might  be  illuminating  to  you. 

[The  chart  follows :] 
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Mr.  HiNTGEN.  This  shows  the  distribution.  The  shaded  segment  is 
that  part  of  the  appropriation  which  actually  is  for  operating  the 
Bureau.  The  balance  is  for  reimbursable  items. 

The  fiscal  year  1974  request  is  $5,400,000  above  the  authorized  level 
for  1973.  Program  increases  amount  to  $3,737,000  and  increases  nec- 
essary to  maintain  present  levels  total  $1,974,000.  These  increases  are 
partially  offset  by  a  reduction  of  $311,000  attributable  to  savings 
through  management  improvements  and  to  nonrecurring  items. 

Although  we  are  asking  for  more  money,  we  show  a  net  reduction  of 
10  permanent  ]X)sitions  and  11  man-years  in  the  Bureau.  We  expect 
to  accomplish  this  saving  through  further  automation  and  other  man- 
agement improvements,  despite  the  fact  that  the  projected  workload 
will  be  heavier. 

WORKLOAD 

The  major  element  in  the  development  of  the  appropriation  request 
is  the  estimated  workload  for  the  budget  year.  Essentially,  we  express 
the  workload  and  justify  the  request  in  terms  of  the  number  of  secu- 
rities issued  and  retired.  While  these  numbers  remain  the  most  im- 
portant yardstick,  they  do  not  entirely  reflect  or  measure  all  of  the 
operations  performed  or  the  need  for  personnel  and  funds.  For  ex- 
ample, such  activities  as  the  number  of  claims  cases  to  be  adjudicated, 
the  number  of  accounting  line  entries  and  the  volume  of  activity  in 
servicing  registered  accoimts,  which  require  the  commitment  of  sub- 
stantial resources,  are  not  directly  related  to  the  total  number  of  pieces 
issued  and  retired. 

The  debt  continues  to  grow  and  now  stands  in  excess  of  $450  billion. 
We  predict  a  moderate  expansion  in  the  volume  of  work  arising  from 
the  issue,  servicing,  and  retirement  of  the  securities  that  evidence  the 
debt.  It  is  estimated  that  147.2  million  securities  will  be  issued  and 
136.2  million  securities  retired  in  fiscal  year  1974.  This  will  be  an 
increase  of  10.3  million  pieces  above  the  anticipated  1973  volume. 

The  savings  bond  program  generates  our  principal  workload.  Cur- 
rent estimates  indicate  volume  increases  in  1974  over  1973  of  2.5 
million  pieces  in  issues  and  5.8  million  in  retirements. 

Sales  in  particular  continue  to  show  great  strength.  For  16  straight 
months  they  have  been  above  10,400,000  pieces.  In  January  1973  they 
reached  a  peak  of  13,260,000  pieces,  the  highest  single  month  since 
1945.  While  redemptions  have  been  running  slightly  below  earlier 
estimates,  they,  too,  rose  in  January  to  10,160,000  pieces,  the  highest 
figure  in  about  4  years.  Although  February  is  a  short  month,  sales  of 
11,330,000  pieces  and  redemptions  of  9,400,000  pieces  were  both  sub- 
stantially above  the  average  for  all  of  1972.  If  these  fisrures  are  indic- 
ative of  a  trend,  our  estimates  for  1974  may  be  significantly  under- 
stated. 

In  addition  to  processing  current  issue  and  redemption  transac- 
tions, we  devote  substantial  resources  to  servicing  inquiries  and  claims 
from  savings  bond  owners.  More  than  3.5  billion  savings  bonds  have 
been  issued  since  1935,  and  almost  580  million  are  still  outstanding. 
This  comprises  a  constantly  growing  base  from  which  inquires  and 
claims  can  arise.  In  1963  we  granted  relief  on  62,450  savings  bonds ;  in 
1972  we  granted  relief  on  131,000  savings  bonds  and  5,500  savings 
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notes.  This  represents  an  increase  of  about  119  percent  in  this  import- 
ant and  difficult  work. 

The  other  major  source  of  workload  arises  from  transactions  in 
marketable  Treasury  bills,  notes,  and  bonds.  In  support  of  ref  undings, 
new  financing  and  secondary  market  operations,  we  expect  the  volume 
of  both  issues  and  retirements  of  these  marketable  instruments  to 
increase  by  1  million  pieces  each  in  1974  over  1973. 

Although  the  debt  has  increased  substantially  in  recent  years,  the 
ratio  of  pieces  to  dollars  has  decreased.  This  is  due  to  a  number  of  fac- 
tors such  as  the  discontinuance  of  low  denomination  bills;  large  in- 
vestments by  foreign  central  banks  and  governments  in  special  for- 
eign series  securities;  the  expansion  of  so-called  book-entry  proce- 
dures under  which  securities  are  evidenced  by  entries  in  the  records 
of  the  Federal  Reserve  banks  rather  than  by  definitive  pieces  of  pa- 
per; and  the  implementation  of  a  procedure  under  which  the  large 
New  York  City  banks  settle  with  the  Federal  Reserve  bank  once  a 
day  on  a  net  basis,  rather  than  for  each  individual  transaction. 

in  spite  of  the  anticipated  workload  increases,  we  are  asking  for 
fewer  people  to  carry  out  Bureau  operations.  We  expect  to  be  able  to 
effect  reductions  of  16  man-years  in  our  marketable  security  opera- 
tions and  we  are  asking  for  an  additional  5  man-years  for  savings  bond 
operations.  This  will  mean  a  net  savings  of  11  man-years. 

The  anticipated  increases  in  volume  and  workload,  however,  are 
responsible  for  a  substantial  part  of  the  additional  amounts  requested 
for  1974  to  fund  other  public  debt  activities. 

FEDERAL  RESERVE  BANK  REIMBURSEMENTS 

In  its  report  on  the  1973  appropriation  request,  the  committee  ex- 
pressed its  concern  about  the  increases  in  the  reimbursements  to  the 
Federal  Reserve  banks  for  ser\dces  performed  as  fiscal  agents.  The 
Secretary  responded  in  a  letter  of  January  3,  1973,  addressed  to  the 
chairman  of  this  subcommittee.  The  material  submitted  with  the  Secre- 
tary's letter  outlined  the  role  of  the  Reserve  banks  in  the  conduct  of 
vital  public  debt  functions  and  the  range  of  services  they  perform. 
The  Secretary  concluded  that  operations  are  carried  out  efficiently, 
that  there  are  regular  programs  designed  to  subject  methods  and 
procedures  to  continuing  review,  and  that  increases  in  reimbursements 
in  recent  years  are  consonant  with  the  general  rise  in  the  cost  of  goods 
and  services. 

Personnel  costs  account  for  about  75  p-.rcent  of  the  banks'  charges. 
The  personnel  compensation  paid  by  each  bank  is  based  on  a  com- 
petitive rate  within  each  district  and  our  review  indicates  that  the 
salary  and  benefit  increases  in  recent  years  are  not  out  of  line  with 
increases  in  the  Federal  pay  scale. 

In  the  1974  request  we  are  again  asking  for  additional  funds  to  reim- 
burse the  Reserve  banks.  The  amount  of  the  requested  increase  is 
$2,116,000.  It  is  caused  by  a  number  of  uncontrollable  factors:  a 
heavier  and  more  diversified  workload,  periodic  cost-of-living  salary 
adjustments,  merit  increases  and  promotions  and  generally  higher 
costs  for  ffoods  and  services. 
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PAYING  AGENT  FEES 


In  its  report  on  the  1973  appropriation,  the  committee  also  expressed 
its  concern  over  the  recent  increases  in  reimbursements  to  qualified 
paying  agents  for  redeeming  savings  bonds  and  notes.  The  Secretary's 
letter  and  its  attacliments  dealt  also  with  this  aspect  of  the  Bureau's 
appropriation.  The  Secretary  pointed  out  that  the  fee  schedule  is  of 
long-standing  and  is  highly  favorable  to  the  Treasury,  and  that  the 
upward  trend  in  reimbursements  has  been  a  direct  result  of  the  in- 
crease in  savings  bond  redemptions. 

Fees  are  based  on  the  number  of  bonds  and  notes  redeemed.  The 
volume  of  redemptions  and  the  amount  of  fees  rose  steadily  from  fiscal 
years  1960  through  1970,  but  dropped  off  in  1971  and  1972  when  there 
was  an  increase  in  all  forms  of  sa\'ings  because  of  economic  conditions. 
Eedemptions  are  expected  to  rise  again  both  in  1973  and  in  1974,  in 
part  because  of  the  condition  of  the  economy  and  in  part  because  the 
heavier  volume  of  sales  and  the  increase  in  the  number  of  bonds 
outstanding  provide  a  greater  stockpile  of  securities  that  can  be 
presented  for  encashment. 

To  fund  this  anticipated  rise  in  redemption  costs  we  are  asking  for 
an  additional  $711,000  in  fiscal  year  1974. 


POSTAL  SERVICE  FEES 


An  increase  of  $1,642,000  is  requested  to  reimburse  the  U.S.  Postal 
Service.  This  increase  is  based  on  the  application  of  the  current  sched- 
ule of  unit  costs  for  penalty  mail  and  registry  fees  to  our  estimate  of  the 
volume  of  1974  mailings. 


SECURITY  PRINTINGS 

An  additional  $390,000  is  requested  in  anticipation  of  higher  costs 
for  the  printing  of  securities.  This  increase  reflects  both  the  need  for 
more  savings  bond  stock  to  meet  sales  demands  and  a  rise  in  the  unit 
cost  of  new  securities. 

FIELD  OFFICE  CONSOLIDATION 

Beginning  with  fiscal  year  1972,  funds  were  appropriated  to  con- 
solidate in  iParkersburg,  W.  Va.,  all  savings  bond  functions  then  per- 
formed in  offices  in  Chicago  and  Parkersburg.  This  initial  funding 
was  approv^ed  with  the  understanding  that  the  consolidation  would  be 
accomplished  on  a  phased  basis  and  in  an  orderly  fashion  to  minimize 
its  impact  on  Chicago  Office  personnel. 

The  General  Services  Administration  is  in  the  process  of  making 
awards  for  the  construction  of  two  new  buildings  to  house  the  con- 
solidated operations :  an  office  building  in  Parkersburg,  expected  to  be 
ready  for  occupancy  by  December  1974;  and  a  microfilm  storage 
building  to  be  located  within  50  miles  of  Parkersburg,  expected  to  be 
ready  for  occupancy  by  December  1973.  In  the  meantime,  temporary 
office  space  is  being  rented  in  Parkersburg  to  house  the  two  segments 
of  the  operations  currently  being  relocated. 
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A  staff  of  82  people  has  been  recruited  and  trained  to  process  certain 
classes  of  claims  cases,  and  we  expect  to  transfer  all  remaining  claims 
work  during  this  calendar  year. 

A  surplus  computer,  similar  to  the  one  used  in  Chicago  to  main- 
tain the  H  bond  accounts  and  authorize  interest  payments,  has  been 
acquired  and  installed  in  Parkersburg.  A  group  of  37  people  has  been 
recruited  and  is  being  trained  in  the  maintenance  and  servicing  of 
the  accounts.  Parallel  operations  will  be  conducted  in  Parkersburg 
until  we  are  completely  satisfied  that  the  H  bond  activity  can  be  carried 
on  there  with  no  loss  of  control  or  efficiency.  It  will  then  be  possible  to 
transfer  the  entire  operation.  Our  timetable  calls  for  completing  this 
phase  in  calendar  1973. 

The  recriutment  and  training  of  personnel  for  employment  m 
Parkersburg  and  the  transfer  of  Chicago  personnel  will  be  continued 
through  fiscal  year  1974  and  into  fiscal  1975,  when  we  expect  to  com- 
plete the  consolidation. 

To  fund  consolidation  activities  in  1974  we  are  asking  for  an  in- 
crease of  $500,000  over  the  amount  appropriated  for  1973.  The  increase 
will  be  required  to  pay  such  costs  as  the  transportation  of  employees 
and  their  families  incident  to  their  transfer  from  Chicago  to  Parkers- 
burg ;  reimbursement  for  expenses  related  to  the  sale  and  acquisition 
of  real  estate  and  other  benefits  to  which  transferred  employees  are 
entitled ;  severance  and  lump  sum  pay  to  Chicago  employees  who  elect 
not  to  move;  and  rent  for  the  film  storage  building  for  one-half  of  the 
fiscal  year  and  of  additional  office  space  for  the  full  year.  The  amount 
also  provides  for  an  additional  5  man-years  for  the  specialized  training 
of  Parkersburg  personnel.  This  is  the  only  personnel  increase  we  are 
requesting  and  it  is  more  than  offset  by  personnel  reductions  in  other 
areas. 

PRODUCTIVITY 

Bureau  staffing  decreased  from  5,080  man-years  to  1,929  man-years 
between  1950  and  1972.  During  this  same  period  the  annual  volume  of 
issues  and  retirements  of  securities  increased  from  158  million  pieces 
to  259.3  million  pieces  representing  a  productivity  increase  of  about 
332  percent.  Many  management  improvements  have  contributed  to  this 
increase  especially  the  automation  of  operations  and  the  use  of  com- 
puters. At  the  1950  productivity  rate,  we  would  require  7,181  more 
man-years  than  we  are  requesting  to  process  the  volume  of  issues  and 
redemptions  of  securities  estimated  for  fiscal  1974  had  not  the  type 
of  management  improvements  cited  above  been  implemented. 

CONCLUSION 

We  appreciate  the  opportunity  of  appearing  before  this  committee 
and  freely  discussing  our  problems  in  the  knowledge  that  we  can  count 
on  your  cooperation  and  benefit  from  your  suggestions.  Mr.  Chairman, 
this  summarizes  our  budget  request  for  1974  and  we  will  be  glad  to 
answer  any  questions  you  and  the  members  of  your  committee  wish 
to  ask. 

RESULTS   or   AUTOMATION 

Mr.  Steed.  I  think  that  you  have  made  a  very  fine  and  a  very  effective 
use  of  automation.  The  record  you  piled  up  is  a  remarkably  fine  one. 
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We  are  glad  to  have  this  report.  I  don't  recall  any  place  in  the  entire 
Government  where  automation  has  paid  off  anywhere  nearly  as  well 
as  it  has  in  your  function. 
Mr.  HiNTGEN.  Thank  you. 

CAUSE    OF   DOLLAR   INCREASES 

Mr.  Steed.  As  I  understand  it,  the  paradox  of  your  reducing  the 
number  of  employees  when  you  are  increasing  the  amount  of  your 
dollar  request  is  that  most  of  this  increase  is  for  fees  and  services  that 
you  hire,  that  you  have  no  control  over  because  of  the  volume  that  you 
anticipate. 

Mr.  HiNTGEN.  That  is  correct,  sir.  Most  of  the  increase  is  in  the 
Federal  Reserve  banks,  which  perform  many  vital  public  debt  activi- 
ties, and  in  fees  which  we  pay  to  paying  agents  for  redeeming  savings 
bonds.  Both  of  those  activities  are  pretty  much  dictated  by  conditions 
beyond  our  control. 

Mr.  Steed.  Will  you  have  a  significant  increase  from  the  pay  raise  ? 
You  are  going  to  have  to  make  some  adjustment  when  you  annualize 
that  in  the  1974  budget,  aren't  you  ? 

Mr.  HiNTGEN.  We  probably  will.  We  expect  in  the  Bureau  that  the 
impact  of  the  pay  raise  in  1974  will  be  $949,000.  The  pay  raise  impact 
for  1973  is  $449,693.  We  are  not  asking  for  more  money  in  1973.  The 
1974  picture,  of  course,  is  not  clear. 

MOVE  FROM   CHICAGO  TO  PARKERSBURG 

Mr.  Steed.  On  the  move  of  the  function  from  Chicago  to  Parkers- 
burg,  have  you  actually  already  transferred  people  from  Chicago  to 
Parkersburg  ? 

Mr.  HiNTGEN.  Yes,  sir.  We  have  transferred  some  people,  not  very 
many,  but  we  have  transferred  functions  and  recruited  in  Parkers- 
burg. We  have  people  in  Parkersburg  doing  the  work  that  had  been 
done  previously  in  Chicago. 

Mr.  Steed.  When  you  first  got  into  this,  you  anticipated  attrition 
to  minimize  the  problem  of  the  change  for  the  individual  employee. 
How  is  that  working  out? 

Mr.  HiNTGEN.  It's  working  out  very  well.  We  have  taken  no  action 
at  this  point  that  adversely  affected  any  employee  in  the  Chicago 
office.  Mr.  McGeoghegan  can  perhaps  tell  you  a  little  better  than  I, 
what  the  impact  has  been. 

Mr.  McGeoghegan.  During  the  period  since  1969,  when  we  began 
to  plan  this  operation,  as  you  probably  recall,  we  indicated  how  many 
of  the  people  in  Chicago  were  eligible  to  retire.  During  that  period  of 
time,  146  people  who  were  on  that  staff  have  retired.  So  we  have  been 
putting  people  on  in  Parkersburg  or  moving  people  from  Chicago  to 
perform  functions  that  we  have  already  transferred  to  Parkersburg. 

Mr.  Steed.  Wlien  you  get  all  fixed  in  Parkersburg  with  new  space, 
and  even  though  you  have  a  lot  of  new  work  force,  will  you  be  doing 
the  job  with  fewer  people? 

Mr.  McGeoghegan.  We  anticipate  it;  yes,  sir.  We  anticipate  that 
we  will  save  about  100  man-years. 

Mr.  Steed.  Do  you  think  you  will  have  overall  a  more  efficient  opera- 
tion in  terms  of  its  cost  or  its  productivity  ? 
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Mr.  McGeoghegan.  Its  productivity,  sir. 

Mr.  Steed.  Just  to  get  a  little  idea  of  why  you  have  to  recruit  and 
then  train  people,  could  you  give  us  a  brief  run  down  on  the  sort  of 
things  that  most  of  these  people  do  for  you  after  you  get  them  on  the 
payroll  ? 

FUNCTIONS   OF   THE    CHICAGO   OFFICE 

Mr.  McGeoghegan.  The  function  of  the  activity  that  we  have  in 
Chicago  has  to  do  entirely  with  savings  bonds  and  servicing  the  ac- 
counts. First,  the  Office  maintains  the  individual  ownership  accounts 
of  holders  of  H  bonds,  a  current  income  series,  and  authorizes  the  issu- 
ance of  interest  pajrments.  Second,  as  you  recall,  there  are  about  3 ¥2 
billion  bonds  that  have  been  sold  since  the  beginning  of  the  program. 
In  excess  of  500  million  of  those  bonds  are  still  outstanding  and  they 
require  servicing,  usually  in  connection  with  bonds  that  have  been  lost, 
stolen,  or  destroyed  which  we  recognize  as  a  claim  and  for  which  sub- 
stitutes have  to  be  provided. 

They  involve  bonds  that  have  been  stolen  from  individuals  and 
which  may  eventually  become  Secret  Service  investigation  cases  and 
which  we  call  fraud  or  forgery,  such  as  bonds  that  have  been 
processed  over  the  counter  at  a  bank,  for  instance. 

We  do  have  cases  involving  settlement  of  estates,  where  people  owned 
bonds  and  we  have  to  make  the  determination  as  to  how  the  bonds  will 
be  distributed.  We  have  cases  involving  incompetency,  people  who  buy 
securities  and  for  one  reason  or  another  become  incompetent  at  a  later 
date.  We  do  not  retain  custody  of  the  securities,  but  we  do  monitor  how 
these  bonds  will  be  used  to  fund  their  hospitalization  or  whatever  other 
need  there  is  for  the  funds. 

We  have  a  myriad  of  transactions  that  we  have  to  handle  every  day. 
These  are  legal  cases  that  might  involve  litigation  over  securities.  They 
may  involve  divorces.  I  don't  know  whether  I  can  recite  all  the  various 
things  that  do  happen  to  a  security,  but  servicing  that  large  volume  of 
sales  is  really  the  function  of  the  Chicago  office. 

personnel  turnover   in    CHICAGO   OFFICE 

Mr.  Steed.  Is  it  your  contention  that  because  of  this  very  high 
attrition  brought  on  by  this  retirement  that,  even  if  you  hadn't  been 
moving  from  Chicago  to  Parkersburg,  you  would  have  had  a  sizable 
recruiting  and  training  program  ? 

Mr.  McGeoghegan.  Yes,  exactly. 

Mr.  Steed.  Up  to  now  it  has  been  about  as  broad  as  it  was  long  as 
far  as  the  cost  is  concerned  ? 

Mr.  McGeoghegan.  Of  the  534  people  in  Chicago,  we  still  have  266 
people  who  can  retire  at  their  option  or  through  discontinued  service. 

Mr.  Steed.  Mr.  Kobison  ? 

Mr.  RoBisoN.  Mr.  Chairman,  I  am  going  to  yield  to  my  colleagues. 
I  have  no  questions  at  this  point. 

Mr.  Steed.  Mr.  Edwards  ? 

LOCATION    or    MICROFILM    STORAGE  BUILDING 

Mr.  Edwards.  Should  we  attach  any  significance  to  the  fact  that 
the  microfilm  storage  building  is  to  he  located  within  50  miles  of 
Parkersburg  ?  Why  do  you  say  it  that  way  ? 
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Mr.  HiNTGEN.  We  have  always  maintained  the  microfilm  reposi- 
tory, which  is  where  we  store  all  of  our  negative  microfilm,  out  away 
from  the  city,  partly  as  a  security  measure  partly,  too,  because  we 
wanted  it  to  be  as  free  as  possible  from  pollutants  and  from  anything 
that  can  contaminate  or  injure  or  impair  the  film. 

We  established  its  location  25  or  30  years  ago  at  a  point  out  away 
from  the  city,  and  we  have  continued  that  practice. 

Mr.  Edwards.  Where  has  it  been,  in  Chicago  or  outside  of  Chicago  ? 

Mr.  HiNTGEN.  It  has  been  located  in  Oconomowoc,  Wis.,  which  is 
about  100  miles  from  Chicago. 

Mr.  Steed.  Mr.  Roybal  ? 

SIZE   OF  THE   PUBLIC    DEBT 

Mr.  RoYBAL.  The  debt  at  the  present  time  stands  at  $450  billion. 

Mr.  HiNTGEN.  Yes,  sir,  slightly  more  than  that.  It  was  $456  billion 
on  February  28. 

Mr.  RoTBAL.  A  figure  on  page  3  is  only  $450  billion.  I  had  heard 
that  it  was  more  than  that. 

Mr.  HiNTGEN.  When  the  statement  was  prepared  we  didn't  know 
what  the  precise  figure  would  be.  It  is  $456  billion. 

INTEREST   RATES   FOR   BORROWING 

Mr.  RoYBAi..  When  you  go  out  into  the  market  to  get  money  to  meet 
the  demands  of  the  budget,  at  what  interest  rate  do  you  have  to  get 
that  money  ? 

Mr.  HiNTGEN.  It  depends.  The  most  active  market  in  raising  money 
is  through  the  issuance  of  Treasury  bills.  These  are  sold  at  auction, 
and  the  market  demand  sets  the  rate.  The  bill  rate  has  been  increasing 
in  recent  months. 

In  the  auction  we  held  on  Monday  the  rate  was  5.99  on  91-day  bills 
and  6.44  on  182-day  bills,  which  is  up  quite  substantially  from  what 
it  had  been  a  year  ago. 

The  last  borrowing  that  was  made  in  a  longer  term  security  was 
the  notes  back  in  February.  The  rate  was  up  around  6%. 

Mr.  RoYBAL.  Do  you  predict  that  the  rate  will  go  even  higher  than 
that? 

Mr.  HiNTGEN.  There  is  every  indication  that  rates  are  increasing, 
yes,  sir.  The  bill  market  indicates  that  they  are  going  up. 

Mr.  RoYBAL.  So  one  borrows  the  money  at  6  percent,  say,  and  then 
turns  around  and  makes  it  available  to  a  foreign  country,  which,  under 
the  act,  is  the  Inter- American  Development  Bank,  the  World  Bank, 
and  so  forth,  in  some  instances  at  2i/2  i^ercent;  is  that  correct? 

Mr.  HiNTGEN.  This  is  not  in  our  area  of  competence. 

Mr.  RoTBAL.  It  seems  to  me  that  the  rate  is  somewhere  between  2, 
21/^  and  31/2  percent,  and  it's  costing  the  taxpayers  twice  that  amount. 
If  we  continue  to  do  this  more  extensively,  our  national  debt  is  going 
to  continue  to  increase  just  based  on  the  fact  that  we  borrow  rnoney  at 
twice  the  rate  that  we  lend  it  out.  I  see  no  particular  sense  in  doing 
business  in  that  manner. 

It's  very  interesting  to  review  some  of  your  testimony.  I  am  in- 
terested in  the  way  you  handled  the  savings  bonds  and  the  interest  rate 
that  you  pay  out  on  these  bonds.  What  is  the  actual  rate  ? 
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INTEREST  RATES  ON   SAVINGS  BONDS  AND  OTHER  SECURITIES 

Mr,  HiNTGEN.  The  rate  on  savings  bonds  is  51/^  percent,  if  you  hold 
them  to  full  maturity.  It's  a  graduated  rate,  so  that  the  return  in  the 
earlier  period  is  lower.  If  you  hold  it  to  full  maturity,  which  is  5  years 
and  10  months  on  an  E  bond,  10  years  on  an  H  bond,  you  will  get 
514  percent. 

Mr.  RoYBAL.  But  that  is  not  the  fact  when  you  borrow  from  a  bank  on 
the  short-term  basis. 

Mr.  HiNTGEN.  When  we  issue  bills  ? 

Mr.  RoYBAL.  Yes. 

Mr.  HiNTGEN.  No ;  the  rate  on  bills  is  sometimes  less  than  that,  and 
sometimes  it's  above  that.  It  depends  on  what  the  going  rate  is  for 
money  when  we  borrow  it. 

Mr.  RoYBAL.  Most  of  the  time  it's  at  a  higher  rate  than  that  which 
you  pay  for  the  savings  bonds. 

Mr.  HiNTGEN.  I  don't  know  that  that  is  necessarily  true.  In  the 
last  couple  of  years  it  has  been  generally  a  little  lower.  I  have  some 
figures  here.  For  instance,  in  1972,  the  91 -day  rate  in  January  ranged 
between  3.1  and  3.7  for  bills.  In  February  it  was  from  3  to  3.4.  In 
March  it  was  between  3.5  and  3.9.  Then  it  rose.  In  December  we 
were  paying  somewhere  between  4.9  and  5.1.  On  the  182-day  bills  we 
started  with  a  rate  which  ranged  in  January  1972  between  3.375  and 
4.043,  and  we  got  up  in  December  to  an  average  between  5.230  and 
5.396.  In  January  1973  the  rates  on  182-day  bills  were  up  between  5.4 
and  5.8.  Then  in  February  they  were  between  5.6  and  6.  So  they  are 
going  back  up  again. 

You  might  recall  several  years  ago  when  we  were  worrying  about 
rates  that  were  up  between  7  and  8  percent  on  bills.  Then  they  dropped 
way  back  down  to  4  percent  and  3  percent. 

Mr.  RoYBAL.  I  am  afraid  they  are  going  to  go  up  again. 

Mr.  HiNTGEN.  That  is  the  indication. 

Mr.  Steed.  Mr.  Myers  ? 

BORROWING  THROUGH  SAVINGS  BONDS  VERSUS  OTHER  SECURITIES 

Mr.  Myers.  Carrying  on  with  the  same  line  Mr.  Roybal  has  been 
discussing,  I  recall  last  year,  because  there  is  a  certain  cost  in  handling 
money,  it  costs  more  to  borrow  a  given  amount  of  money  through 
savings  bonds,  considerably  more,  than  it  does  through  issuance  of 
bonds,  notes,  or  bills ;  is  that  correct  ? 

Mr.  HiNTGEN.  No,  sir,  I  think  our  figures,  when  we  sent  them  to 
you,  indicated  that,  if  you  consider  the  interest  costs  in  addition  to 
the  handling  costs,  it  costs  more  money  to  borrow  on  the  marketables 
than  it  does  on  savings  bonds. 

Mr.  Myers.  I  thought  it  was  the  other  way  around  last  year. 

Mr.  HiNTGEN.  No ;  I  think  that  the  figures  which  we  sent  to  you 
indicate  otherwise.  The  going  rate  on  marketable  securities  for  a  term 
of  51/^  years,  which  is  what  savings  bonds  stay  out  for,  was  about 
6  percent  when  we  were  here  last  year.  The  savings  bond  rate  is  about 
5Y2  percent.  In  the  earlier  periods,  of  coiirse,  it  is  even  less. 

Today  the  average  rate  is  probably  up  for  a  Si^-year  marketable 
security  to  aroimd  6%  percent.  So  you  are  paying  a  differential  in 
interest  cost  which  more  than  offsets  the  administrative  costs  of  the 
savings  bonds  program.  We  have  the  figures  from  last  year.  I  think 
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we  showed  that  it  was  $5,494  per  $100  for  savings  bonds  against  $6,003 
per  $100  for  marketables. 

RESTRICTION    OF    SALE    OF   TREASURY   BILLS 

Mr.  Myers.  Refresh  my  memory ;  Why  in  the  last  few  years  have 
you  restricted  the  individual  from  purchasing  less  than  $10,000  in 
bills? 

Mr.  HiNTGEN.  There  were  a  number  of  reasons  why  they  cut  out 
the  $1,000  and  $5,000  bills.  The  Secretary  set  them  all  out  in  the  press 
release  at  the  time. 

One  of  the  reasons  is  that  the  bill  market  is  a  very  bad  market  for 
individuals  to  be  in  because  those  securities  are  so  volatile  and  they  are 
just  like  currency.  We  had  all  kinds  of  problems  with  people  buying 
them  and  losing  them,  and  people  not  understanding  them,  thinking 
that  they  were  like  savings  bonds,  for  example. 

The  market  for  people  who  wanted  to  get  into  Government  securi- 
ties and  don't  want  to  buy  savings  bonds  is  in  Treasury  notes  and 
bonds  when  we  offer  them,  because  there  you  can  buy  them  as  low  as 
$1,000  and  you  can  also  have  the  advantage  of  registration.  Anybody 
who  buys  securities  as  an  investment — the  little  man  as  distinguished 
from  the  sophisticated  individual  who  is  perhaps  speculating  or  wants 
to  go  in  the  market  to  roll  the  money  over — should  be  in  registered 
securities  and  have  that  protection.  They  can  buy  notes  and  bonds 
as  low  as  $1,000. 

Mr.  ]\Iyers.  If  I  have  $5,000  for  90  days  or  6  months,  it's  cheaper 
for  me  to  buy  a  bill,  or  it  was,  than  to  buy  a  bond  and  get  it  registered. 
I  would  keep  it  in  safe  keeping  someplace  and  pay  a  safe-keeping  fee. 
I  always  found  it  was  cheaper.  I  personally  was  unhappy  when  they 
increased  it  to  $10,000. 

Mr.  Hintgen.  I  don't  think  that  you  are  typical  of  the  ordinary 
person  who  might  want  to  dabble  in  the  bill  market  if  the  rate  was 
high.  We  had  all  kinds  of  problems. 

Of  course,  we  had  a  very  marked  increase  in  the  administrative 
costs  of  handling  bills  because  we  had  a  retail  business  in  facilities 
where  we  simply  weren't  equipped  to  handle  it.  We  had  all  kinds  of 
increases  in  costs  in  that  area  at  that  time. 

participation  certificates 

Mr.  Myers.  Do  you  manage  the  participation  as  well  as  the  con- 
tingent liability  of  the  U.S.  Treasury? 

Mr.  Hintgen.  You  mean  the  participation  certificates  ? 

Mr.  Myers.  Yes. 

INIr.  Hintgen.  No,  we  service  them  for  Ginny  Mae  and  the  Export- 
Import  Bank  in  the  sense  we  do  the  nuts  and  bolts  work,  but  the  offer- 
ing is  their  responsibility. 

Mr.  Myers.  Do  you  pay  the  interest  on  them  ?  Are  you  in  charge  of 
that? 

Mr.  Hintgen.  No,  we  don't  pay  the  interest  on  them.  Interest  is 
paid  through  the  Federal  Reserve  Bank  in  New  York. 

Mr.  Myers.  Then  the  $26  billion  that  we  expect  to  spend  this  year 
on  interest  does  not  include  the  contingent  liability  through  Fanny 
May  and  some  of  the  other  agencies  ? 
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Mr.  HiNTGEN.  That  is  public  debt  interest.  That  is  the  public  debt 
cost. 

Mr.  Myers.  It  is  not  included  on  the  guaranteed  loans? 

Mr.  HiNTGEN.  No,  sir. 

Mr.  Myers.  Have  you  already  furnished  for  the  committee  where 
the  borrowing  is  and  what  securities,  how  much  each  of  the  liability 
is  for  savings  bonds,  for  Treasury  notes,  for  Treasury  bills,  et  cetera  ? 

Mr.  HiNTGEN.  I  haven't  furnished  it,  but  we  certainly  can.  We  have 
tables  for  that. 

[The  information  follows.] 

Distribution  of  the  public  debt  as  of  Feb.  28, 1973 

Interest-bearing  debt: 

Public  issues — marketable : 

Treasury    bills $105,  008,  360,  000.  00 

Treasury    notes 120,  225,  741,  000.  00 

Treasury   bonds 44,  646,  847,  500.  00 

Total   public   issues— marketable $269,880,948,500.00 

Public  issues — nonmarketable  : 

U.S.  savings  bonds  and  notes $58,  696, 174,  375.  94 

Other  nonmarketable  public  issues 28,  524,  807,  058.  53 

Total  public  issues— nonmarketable $87,  220,  981,  434.  47 

Special     issues $95,  825,  693, 197.  01 

Matured  debt  on  which  interest  has  ceased $389,  415,  755.  26 

Debt  bearing  no  interest $1,  521,  247,  263.  34 

Total  gross  public  debt $454,  838,  286,  150.  08 

Guaranteed  debt  of  U.S.  Government  agencies $475,  393,  825.  00 

Total  gross  public  debt  and  guaranteed  debt $455,  313,  679,  975.  08 

Deduct  debt  not  subject  to  statutory  limitations 620,  976,  855.  80 

Add  participation  certificates  subject  to  limitation 1,  465,  000, 000.  00 

Total  subject  to  limitation $456, 157,  703, 119.  28 

Mr.  Steed.  Mr.  Miller? 

STATUS  or  OUTSTANDING  SAVINGS  BONDS 

Mr.  Miller.  Mr.  Commissioner,  you  state  that  3I/2  billion  savings 
bonds  have  been  issued  since  1935  and  almost  580  million  are  still 
outstanding.  Are  you  saying  they  have  been  recycled,  that  they  have 
been  cashed  in,  or  brought  up  to  date,  and  brought  up  to  a  new  interest 
rate? 

Mr.  HiNTGEN.  No,  sir.  They  have  been  left  untouched  in  the  out- 
standing group.  It's  not  necessary  for  the  holder  of  a  savings  bond 
to  have  taken  any  affirmative  action  to  have  gotten  the  benefit  of  the 
increased  rates.  If  you  have  a  bond  that  was  issued  in  1941  and  you 
haven't  cashed  it,  it  has  had  the  advantage  of  all  the  interest  rate 
increases  and  it's  a  valid  obligation. 

Mr.  Miller.  You  spoke  of  maintenance  of  those  items.  Wliat  would 
be  the  maintenance  on  savings  bonds  that  are  now  filed  away  some- 
where and  might  be  25  or  30  years  old  ? 
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Mr,  HiNTGEN.  We  don't  have  any  filed  away. 

Mr,  Miller.  I  mean  the  public  has  them  filed  away.  Why  would 
you  have  a  maintenance  on  that  particular  bond  ? 

Mr.  HiNTGEN.  We  have  a  maintenance  for  several  reasons.  In  many 
cases,  of  course,  bonds  are  lost,  bonds  are  stolen,  or  people  write  in 
and  can't  locate  their  bonds  and  they  need  the  information  about  them. 
So  they  ask  us  for  substitute  bonds.  Or  they  may  have  someone's  name 
on  a  bond  who  dies  and  they  want  that  name  taken  off  and  another 
one  put  on.  We  have  an  infinite  variety  of  activities  involving  bonds. 

INVESTMENTS  BY  FOREIGN  CENTRAL  BANKS 

Mr.  Miller.  Although  the  debt  has  increased,  you  say  on  page  5 : 

Increased  substantially  in  recent  years,  the  ratio  of  pieces  to  dollars  has 
decreased.  This  is  due  to  a  number  of  factors,  such  as  discontinuance  of  low 
denominational  bills,  large  investments  by  foreign  central  banks  and  govern- 
ments in  special  foreign  series  securities. 

What  amount  is  sold  to  foreign  countries?  Do  you  have  a  break- 
down that  would  indicate  the  volume  of  the  public  debt  that  is  owned 
by  foreign  countries? 

Mr.  HiNTGEN.  We  have  foreign  holdings  in  two  categories.  One  is 
in  special  foreign  series  and  foreign  currency  securities  that  are  issued 
to  foreign  central  banks  and  governments.  There  has  been  a  great  deal 
of  activity  in  those  in  recent  months.  They  stood  at  around  $16  billion 
at  the  end  of  1971.  They  were  around  $20  billion  at  the  end  of  1972. 
They  went  up  another  $5  billion  in  February  and  they  went  up  about 
$3  billion  in  early  March. 

At  this  time  they  are  on  the  order  of  $28  billion.  At  the  end  of 
February,  in  the  last  published  statement  that  we  had,  which  is  in 
the  daily  statement  of  the  U.S.  Treasury,  they  were  on  the  order  of 
$25  billion. 

The  investments  of  foreign  central  banks  and  governments  in  mar- 
ketable securities  are  estimated  at  $32  billion. 

Mr.  Miller.  Are  they  long-term  securities  ? 

Mr.  HiNTGEN.  Which  are  these  ? 

Mr.  Miller.  Those  securities  held  by  foreign  investors. 

TYPES    OF    securities    HELD    BY    FOREIGN    INVESTORS 

Mr.  HiNTGEN.  There  is  a  variety.  You  have  four  different  kinds  of 
foreign  series  securities.  You  have  some  certificates  of  indebtedness 
which  run  for  terms  of  a  year  or  less.  Then  there  are  notes  which  run 
for  terms  of  from  1  to  7  years.  They  vary. 

Mr.  Miller.  Seven  years  is  the  maximum  ? 

Mr.  HiNTGEN.  That  is  right.  This  is  in  the  nonnegotiable  special 
series  borrowings.  I  couldn't  tell  you  what  they  buy  in  the  way  of 
marketable  securities.  I  think  a  lot  of  their  buying  is  in  bills,  which 
are  short  term. 

Mr.  Miller.  This  adds  to  our  balance-of -payments  deficit.  That  is 
what  it  amounts  to,  as  you  pay  interest  to  those  foreign  countries. 

Mr.  HiNTGEN.  Yes.  Of  couree,  it  represents  a  borrowing  we  make 
from  them  so  there  is  an  inflow  of  cash  into  this  country  in  terms  of 
their  investing  in  Government  securities.  This  means  we  don't  have 
to  go  into  the  market  and  borrow  from  banks  and  others. 
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FOREIGN    DOLLAR    INVESTMENTS    DURING    DEVALUATION 

Mr.  Miller.  Did  those  countries  unload  the  dollars  here  when  we 
had  our  devaluation  of  the  dollar  ?  Did  they  unload  ahead  of  or  right 
after  the  devaluation  took  place  ? 

Mr.  Hintgen.  I  don't  know  what  they  did  about  their  dollars  be- 
cause we  aren't  involved  in  that.  Their  holdings  of  public  debt  securi- 
ties increased  quite  markedly.  They  went  up  $8  billion  in  about  6  weeks. 
This  was  an  investment  of  foreign  central  banks  and  governments  in 
Treasury  securities.  It  was  in  the  period  in  which  the  devaluation 
occurred.  This  was  about  February  1.  I  don't  remember  the  date  of 
the  devaluation. 

Mr.  Miller.  Do  you  have  a  list  of  the  countries  or  the  governments 
which  would  be  holding  our  notes  at  the  present  time  ? 

Mr.  Hintgen.  I  don't  have  it  here,  sir;  no.  But  I  am  sure  it's 
available. 

DEBT    HOLDINGS    BY    OTHER    COUNTRIES 

Mr.  Miller.  Could  you  furnish  for  the  committee  the  amount  that 
is  invested  in  our  national  debt  by  other  countries?  I  ask  unanimous 
consent  that  the  list  be  included  for  the  record,  Mr.  Chairman.  If  the 
information  is  available  we  would  like  to  have  it. 

Mr.  Hintgen.  All  right,  sir.  How  do  you  want  this?  Do  you  want 
to  know  the  amoimt  that  is  invested  by  foreign  countries  in  these 
various  kinds  of  securities? 

Mr.  Miller.  By  the  foreign  countiy,  so  we  could  indicate  how  much 
each  country  has  invested  in  our  national  debt. 

Mr.  Hintgen.  All  right. 

[The  information  follows :] 

TREASURY  BULLETIN-FEBRUARY  1973 

TABLE  I FS-4.-N0N MARKETABLE  U.S.  TREASURY  BONDS  AND  NOTES  ISSUED  TO  OFFICIAL 
INSTITUTIONS  OF  FOREIGN  COUNTRIES 

[In  millions  of  dollars  or  dollar  equivalent] 


Payable  in  dollars 

End  of  calendar 
year  or  month 

Total       Total 

Bel- 
gium 

Cana- 
da' 

Den-        Ger-                                 Swe- 
mark      many     Italy  2     Korea        den 

Tai-        Thai- 
wan         land 

December  1972... 
January  1973 

..  15,872    14,333 
..  16,016    14,474 

20 
20 

2,840 
2,840 

11,315           22           15 

11,471           22 

20           100 
20           100 

Payable  in  foreign  currencies 

Total 

Austria 

Beig 

um      Germany  3              Italy       Switzerland 

Bank  for 
International 
Settlements 

1,539.... 
1,542.... 

306 1,233 

306.. --              1,236 

January  1973 

I  Includes  bonds  issued  to  the  Government  of  Canada  In  connection  with  tnnsactions  under  the  Columbia  River  treaty. 
Amounts  outstanding  were  $204  million,  September  1964  through  October  1965;  $175  million,  November  1965  through 
October  1966;  $144  million,  November  1966  through  October  1967;  $114  million,  November  1967  through  October  1968; 
$84  million,  November  1968  through  September  1969;  $54  million,  October  1969  through  September  1970;  and  $24  million , 
October  1970  through  October  1971. 

^  Notes  issued  to  the  Government  of  Italy  in  connection  with  military  purchases  in  the  United  States. 

3  In  addition,  nonmarketable  Treasury  notes  amounting  to  $125  million  equivalent  were  held  by  a  group  of  German 
commercial  banks  from  June  1S68  through  November  1972.  The  dollar  value  of  these  notes  was  increased  by  $10  million 
in  October  1969,  and  by  $18  million  as  of  December  31, 1971. 
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SEC.  V.-TRANSACTIONS  IN  LONG-TERM  SECURITIES  BY  FOREIGNERS  REPORTED  BY  BANKS 
AND  BROKERS  IN  THE  UNITED  STATES 

TABLE  CM-V-4.— ESTIMATED  FOREIGN  HOLDINGS  OF  MARKETABLE  U.S.  GOVERNMENT  BONDS 
AND  NOTES  BY  COUNTRY 

[In  millions  of  dollars;  negative  figures  Indicate  net  sales  by  foreigners  or  a  net  outflow  of  capital 
from  the  United  States] 


Country 


Decem- 
ber 
19721 


Europe; 

Austria O 

Belgium-Luxembourg 6 

Denmark. (2) 

Finland 1 

France - ..- 2 

Germany 3 

Greece (2) 

Italy.... (2) 

Netherlands 1 

Norway. (2) 

Portugal (2) 

Spain.. 1 

Sweden... 85 

Switzerland 45 

Turkey. 

United  Kingdom 327 

Yugoslavia 

OtherWestern  Europe 71 

U.S.S.R 

Other  Eastern  Europe 5 

Total,  Europe 547 

Canada 558 

Latin  America: 

Argentina (2) 

Brazil 

Chile (2) 

Colombia 0 

Cuba 

Mexico (2) 

Panama (2) 

Peru 

Uruguay 

Venezuela (2) 

Other  Latin  American  Republics.. 1 

Bahamas  and  Bermuda 4 

Netherlands  Antilles  and  Surinam 2 

Other  Latin  America (2) 

Total,  Latin  America 7 


Country 


Decem- 
ber 
19721 


Asia: 

China  Mainland (2) 

Hong  Kong 1 

India 

Indonesia.. 

Israel (2) 

Japan.. 4,380 

Korea (2) 

Philippines (2) 

Taiwan 

Thailand (2) 

Other  Asia 9 

Total,  Asia.. 4, 391 

Africa: 

Congo  (Kinshasa) 

Morocco... 

South  Africa.. (2) 

United  Arab  Republic  (Egypt). 

Other  Africa 133 

Total,  Africa 133 

Other  countries: 

Australia 25 

Another 

Total,  other  countries 25 

Total,  foreign  countries 5,661 

International  and  regional: 

International 186 

Latin  American  regional.. 28 

Asian  regional (2) 

Total,  international  and  regional 214 

Grand  total.. 5,875 


1  Preliminary. 

2  Less  than  $500,000. 

Note:  Data  represent  estimated  official  and  private  holdings  of  marketable  U.S.  Government  securities  with  an  origina' 
maturity  of  more  than  1  year.  Data  are  based  on  a  benchmark  survey  as  of  Jan.  31,  1971,  and  the  monthly  transactions 
reports.  For  statistical  convenience,  the  new  series  is  introduced  as  of  Dec.  31,  1970,  rather  than  as  of  the  survey  date. 
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SEC.  I-LI ABILITIES  TO  FOREIGNERS  REPORTED  BY  BANKS  IN  THE  UNITED  STATES 
TABLE  CM-I-4.-SH0RT-TERM  LIABILITIES.  BY  TYPE  AND  COUNTRY,  AS  OF  DEC.  31,  1972  (PRELIMINARY) 

[Position  in  millions  of  dollars] 


Country 


Short-term  liabilities  payable 

in  dollars  (U.S.  Treasury 

bills  and  certificates) 

To  foreign 
banks  and 

official         To  all  other 
institutions  foreigners 


Europe: 

Austria 

Belgium-Luxembourg.. 

Denmark 

Finland 

France 

Germany 

Greece 

Italy 

Netherlands 

Norway. 

Portugal 

Spain 

Sweden 

Switzerland 

Turkey 

United  Kingdom 

Yugoslavia 

Other  Western  Europe. 

U.S.S.R... ---- 

Other  Eastern  Europe.. 


152 
651 
183 

16 
845 
735 

25 
533 
025 
273 

94 


988 
,529 


,948 

53 

2 


1 
2 

(') 
1 
9 

(0 


(«) 
0) 
1 
(') 
16 


(0 

35 

To 


Total,  Europe. 


Canada 

Latin  America: 
Argentina.. 

Brazil 

Chile.-..;. 
Colombia.. 

Cuba 

Mexico 

Panama.... 


Peru. 


Uruguay - -. 

Venezuela. -- 

Other  Latin  American  Republics... 

Bahamas  and  Bermuda 

Netherlands  Antilles  and  Surinam. 
Other  Latin  America 


Total,  Latin  American. 


Asia: 


China  Mainland. 

Hong  Kong 

India 

Indonesia 

Israel 

Japan 

Korea 


Philippines. 

Taiwan 

Thailand... 
Other  Asia. 


Total,  Asia. 


Congo  (Kinshasa). 


Morocco. 

South  Africa 

United  Arab  Republic  (Egypt). 
Other  Africa 


1 


17, 055 


855 


133 
1 


206 


17 

10 

2 

10, 099 


11 
149 

39 
127 


0) 
(0 

8 

1 
2 


0) 
0) 
0) 
11 


(') 


0) 


0) 
3 


10,453 


39 

1 

399 


0) 


Total,  Africa. 


439 
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SEC.  I— UABILIJIES  TO  FOREIGNERS  REPORTED  BY  BANKS  m  THE  UNITED  STATES 
TABLE  CM-I-4.-SH0RT-TERM  LIABILITIES,  BY  TYPE  AND  COUNTRY,  AS  OF  DEC.  31,  1972  (PRELMINARY)-Con. 

IPosition  in  millions  of  dollars] 

Short-term  liabilities  payable 

in  dollars  (U.S.  Treasury 

bills  and  certificates) 


To  foreign 
banks  and 

official        To  all  other 


Country  institutions  foreigners 

Other  countries: 

Australia - 2,447  

Another (0 


Total,  other  countries -.. 2,447  (') 

Total,  foreign  countries 31,454  65 


International  and  regional: 

International 292 

European  regional - 

Latin  American  regional - -.  32 

Asian  regional - 3 

African  regional -.. 


Total,  international  and  regional 326 


Grand  total 31,780  65 


1  Less  than  $500,000. 

OWNERSHIP   OF   THE   NATIONAI.  DEBT 

Mr.  Steed.  By  category,  who  owns  this  $456  billion  that  we  call 
our  national  debt  ? 

Mr.  Hintgen.  As  of  December  31,  1972,  Government  accounts  had 
$116.9  billion.  The  Federal  Reserve  Open  Market  Committee  had 
$69.9  billion.  Commercial  banks  had  about  $67  billion.  Individuals 
had  roughly  $75  billion.  Insurance  companies  and  mutual  savings 
banks  had  about  $8.6  billion.  Corporations  had  about  $11.7  billion. 
State  and  local  governments  had  $28.3  billion.  At  this  point  there  were 
$55.3  billion  in  international  holdings  and  $17  billion  held  by  miscel- 
laneous investors  who  are  in  the  private  sector. 

Mr.  Steed.  Putting  it  another  way,  what  part  of  your  outstanding 
debt  are  savings  bonds  and  what  part  are  other  types  ? 

Mr.  Hintgen.  Savings  bonds  nm  about  $58.5  billion.  They  repre- 
sent roughly  about  13  percent  of  the  total  debt. 

Mr.  Steed.  Are  there  any  further  questions?  We  are  very  grateful 
to  you  gentlemen  for  coming.  The  committee  is  very  proud  of  your 
record.  You  are  the  only  customer  that  we  have  really  been  glad  your 
business  keeps  growing. 

Mr.  Hintgen.  Thank  you.  We  always  enjoy  coming  to  see  you. 
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March  15,  1973. 


U.S.  SAVINGS  BONDS  DIVISION 
ADMINISTERING  THE  PUBLIC  DEBT 

WITNESSES 

JESSE  L.   ADAMS,  ACTING  NATIONAL  DIRECTOR 
J.    QUENT   WILLIAMS,   DIRECTOR   OF  PROGRAM  PLANNING 
FRANK  L.    SEITZ,   ADMINISTRATIVE   OFFICER 
ROLIN  J.    DOWNIE,    BUDGET   OFFICER 
THOMAS  J.    BIRD,   ASSISTANT   BUDGET   OFFICER 

EDWARD    J.     WIDMAYER,     DIRECTOR,    OFFICE     OF     BUDGET    AND 
FINANCE 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  now  will  take  up  the  1974  fiscal  year  budget  request 
for  the  U.S.  Savings  Bonds  Division  of  the  department  of  the 
Treasury.  We  are  pleased  to  have  Mr.  Jesse  L.  Adams,  the  Acting 
National  Director,  and  his  associates. 

Mr.  Director,  if  you  would  like  to  identify  your  associates  for  the 
record  and  provide  whatever  proper  biographies  are  available  for 
our  record,  we  would  appreciate  it.  Then  we  would  be  glad  to  have 
whatever  statement  you  see  fit  to  give. 

INTRODUCTION    OF   WITNESSES 

Mr.  Adams.  To  my  left  is  Frank  Seitz,  our  Administrative  Officer. 
On  my  right  is  Quent  Williams,  Director  of  Program  Planning.  In 
back  of  me  is  Rolin  Downie,  our  Budget  Officer  and  the  Assistant 
Budget  Officer  Thomas  Bird. 

General  Statement 

Mr.  Adams.  Mr.  Chairman  and  members  of  the  committee,  I  am 
pleased  to  be  here  today  to  present  the  1974  appropriation  request  of 
the  U.S.  Savings  Bonds  Division.  Joining  me  are :  Quent  Williams,  our 
Director  of  Program  Planning;  Frank  Seitz,  our  administrative  of- 
ficer; Rolin  Downie,  budget  officer;  and  the  assistant  budget  officer, 
Thomas  Bird. 

record    growth    during    19  7  2 

We  are  happy  to  be  in  the  position  of  being  able  to  report  to  you 
gentlemen  here  today  that  the  savings  bonds  program  made  record 
growth  again  during  calendar  year  1972. 

E  and  H  bond  sales  reached  $6,236  million  for  1972 — an  increase  of 
14  percent  over  1971.  Series  E  sales  of  $5.9  billion  were  the  highest 
since  1945.  Redemptions  of  savings  bonds  rose  by  only  2  percent  dur- 
ing the  year  with  a  net  increase  in  holdings  of  $3.3  billion  over  1971, 
the  greatest  annual  growth  in  27  years. 
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OBJECTIVES    AND    GOALS 


As  has  been  discussed  with  this  committee  in  years  past,  the  savings 
bonds  program  was  designed  to  meet  economic  needs  on  two  broad 
fronts.  First,  it  is  an  important  tool  of  debt  management;  second,  it 
encourages  thrift  and  individual  security  as  a  national  goal,  while 
providing  an  opportunity  for  all  citizens  to  participate  directly  in  the 
financing  of  their  Government. 

The  program  is  intended  to  broaden  the  base  of  the  public  debt  by 
persuading  the  greatest  number  of  people  to  buy  and  hold  securities  of 
their  Government.  This  objective  is  based  on  the  consideration  that 
placing  a  substantial  part  of  the  public  debt  with  a  large  number  of 
small  savers  would  result  in  a  more  stable  debt  structure,  and  that 
the  purchase  of  savings  bonds  by  individuals  is  a  noninflationary  form 
of  Treasury  borrowing.  Today  nearly  one  quarter  of  the  privately  held 
j)ortion  of  the  public  debt  is  in  U.S.  savings  bonds. 

INDUSTRIAL    PAYROLL    SAVINGS    COMMITTEE 

Since  payroll  savings  programs  account  for  about  60  percent  of  all 
savings  bonds  sold  during  1972,  the  emphasis  for  our  program  this 
year  and  next  will  continue  to  be  dominated  by  sales  promotional  ac- 
tivity in  payroll  savings.  The  U.S.' Industrial  Payroll  Savings  Com- 
mittee, headed  by  William  M.  Batten  who  was  appointed  January  11, 
1973,  has  accepted  a  goal  of  adding  2.4  million  savers  to  the  rolls  of 
roughly  9%  million  Americans  now  buying  bonds  regularly  through 
payroll  savings  plans.  Mr.  Batten,  chairman  of  the  board,  J.  C.  Penney 
Co.,  Inc.,  New  York,  N.Y.,  will  spearhead  the  work  of  a  committee 
composed  of  approximately  60  of  the  chief  executives  of  America's 
leading  companies  during  calendar  year  1973. 

VOLUNTEER    NATIONAL    COMMITTEES 

The  savings  bonds  program  relies  heavily  on  volunteer  sand  we  are 
fortunate  to  have  nationally  known  public  spirited  Americans  head- 
ing our  other  major  volunteer  committees.  Chairmen  of  these  com- 
mittees include:  National  Cormnittee  of  Newspaper  Publishers, 
Charles  L.  Gould,  publisher,  San  Francisco  Examiner;  advertising, 
Robert  P.  Keim,  president  of  the  Advertising  Council ;  banking,  the 
American  Bankers  Association-Savings  Bonds  Committee,  Douglas  R. 
Smith,  chairman  and  president,  National  Savings  &  Trust  Co.,  Wash- 
ington, D.C. ;  and  Labor,  George  Meany,  president,  AFL-CIO. 

PROMOTIONAL    ACTIVITY 

The  promotional  activity  will  center  around  local  campaigns  in 
slightly  over  100  of  the  largest  communities  in  the  Nation.  There  is  a 
volunteer  organization  in  each  State,  under  the  leadership  of  State 
and  county  chairmen,  coordinated  nationallv  by  tlie  State  Chairmen's 
Council  headed  by  Bland  W.  Worley,  North  Carolina,  chairman  and 
president  of  the  Wachovia  Corp.,  Winston-Salem,  N.C. 


93-674   O  -  73  -  28 
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Over-the-counter  purchases  will  be  encouraged  by  national  and  local 
advertising  and  publicity,  the  major  sponsor  of  which  will  be  the  Ad- 
vertising Council.  Their  reports  indicate  that  this  support,  which  is 
contributed  free  of  charge  to  the  Government,  is  valued  at  more  than 
$60  million  on  an  annual  basis. 

1974    FUND    REQUEST 

To  finance  the  savings  bonds  program  for  the  next  fiscal  year  the 
division  is  requesting  $9,702,000  as  compared  with  a  figure  of  $9,656,- 
000  for  the  current  year,  a  proposed  net  increase  of  $46,000  in  fiscal 
year  1974  over  1973.  There  are  three  minor  increases  totalling  to 
$48,000.  One  item  of  $2,000  is  an  offset  as  a  decrease  by  reason  of  being 
a  nonrecurring  cost  of  rental  of  office  space  transferred  to  GSA.  The 
small  increases  are:  $20,000  for  an  increase  in  travel  mileage  rates; 
$21,000  represents  a  larger  reimbursement  to  the  U.S.  Postal  Service; 
and  there  is  a  slightly  higher  cost  for  teleconununications  service  in 
the  amount  of  $7,000.  The  staffing  pattern  for  1974  is  being  held  to  the 
level  of  fiscal  1973  which  is,  incidently,  below  the  authorized  strength 
for  the  division  for  fiscal  1972. 

This  concludes  my  general  statement,  Mr.  Chairman,  but,  with  your 
permission,  we  would  like  to  present  some  charts  which  graphically 
picture  the  sales  progress  during  the  year. 
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Savings  Bonds  Sales  Trend 


$6.2  Bil. 


Series  H 


Freedom  Shares 
.3 
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1948 


bz 


*  Including  Freedom  Shores, 
sold  Moy  1967  through  June  1970 


5o  ^O 

Calendar  Years 
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Savings  Bonds  Sales  Trend  i 

Chart  I  shows  Bond  sales  for  the  past  27  years,  from  1946  throujyh  1972. 

The  top  line  shows  the  total  combined  sales  of  Series  E  and  H  Bonds  from 
1952,  when  the  H  Bonds  were  first  introduced,  throug:h  1972.  It  shows  1955  as 
a  banner  sales  year  which  was  not  matched  for  a  long:  period,  until  topped  in 
1971.  Then  in  1972,  Series  E  and  H  sales  of  6.2  billion  dollars  were  the  higrhest 
combined  sales  of  E  and  H  Bonds  on  record,  and  14  percent  niore  than  in  1971. 

The  line  for  E  Bonds  shows  sales  since  1946.  In  1972,  E  sales  of  5.9  billion 
dollars  reached  a  27-year  high  and  were  13  percent  more  than  1971  E  sales. 

The  Series  H  Bond  sales  are  shown  by  the  dotted  bottom  line.  Although  H 
Bond  sales  have  gone  down  in  the  years  since  the  1955  peak,  in  1972  there  was 
a  21  percent  sales  increase  in  these  Bonds  over  1971.  (In  addition,  330  million 
dollars  worth  of  new  H  Bonds  were  issued  in  exchange  for  E  Bonds  and  Free- 
dom Shares,  in  1972,  the  largest  amount  ever  exchanged.) 

The  broken  line  at  the  bottom  represents  Freedom  Shares,  which  were  re- 
moved from  sale  in  mid-1970. 
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Denomination  Soles  Trends 


Cho 


Calendar  Years 
Denomination  Sales  Trend 

Chart  II  depicts  denomination  sales  trends.  It  compares  the  larger  denomina- 
tion E  and  H  Bonds  to  the  smaller  denomination  E  Bonds  (200  dollars  and 
under).  [Freedom  Shares  were  withdrawn  from  sale  July  1,  1970.] 

The  most  significant  thing  shown  by  this  chart  is  the  way  that  the  smaller 
denomination  E  Bonds,  purchased  chiefly  by  payroll  savers,  have  grown  since 
1947.  Particularly  since  1962,  the  r'se  in  these  smaller  denomination  sales  has 
been  very  substantial -to  a  27-yeai  ecord  4V4  billion  dollars  in  1972.  In  1962  the 
U.S.  Industrial  Payroll  Savings  Committee  was  organized,  which  has  greatly 
stimulated  payroll  savings  purchases.  Over  two-thirds  of  the  total  sales  dollar 
is  derived  from  these  small  denominations. 

This  chart  also  shows  the  wide  fluctuations  in  the  larger  denomination  Bond 
sales  as  compared  to  the  steady  growth  line  of  the  small  denominations.  This 
is  largely  caused  by  variations  in  the  competitive  interest  rate  position,  in  peo- 
ple's propensity  to  save,  and  changes  in  the  annual  limit  on  Bond  purchases. 
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Number  of  Bonds  Sold 


Millions 
Pieces 


lOO 


Chorf  3 


131  Mil. 
Pieces 


Calendar  Years 

*  Includes  Freedom  Shares,  sold  May  1967  through  Jurie  197C 

Number  of  Bonds  Sold 

Chart  III  shows  the  number  of  individual  Bonds  sold  since  World  War  II. 
From  a  low  of  62  million  pieces  in  1948  there  has  been  a  fairly  steady  increase 
in  pieces  sold,  rising- 131  million  this  past  year.*  Nearly  98  percent  of  the  pieces 
sold  are  in  the  25  to  200  dollar  E  denominations,  chiefly  boug-ht  by  payroll 
savers.  This  is  the  market  in  which  we  concentrate  most  of  our  promotional 
resources. 


*The  lli9  million  unit  sales  in  1968  and  1969  included  Freedom  Shares  (the  small  denomination  Notes 
sold  to  E  Bond  buyers).  At  their  1969  peak  nearly  12'/i  million  Freedom  Shares  were  sold.  The  decrease 
shown  for  1970  resulted  from  the  mid-year  termination  of  Freedom  Share  sales. 
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Annual  Effect  of  Sales  &  Redemptions 
(Including  Interest)  on  Amount  Outstanding 
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Annual  Effect  of  Sales  and  Redemptions  (Including  Interest)  on 
Amount  Outstanding,  1955-1972 

Chart  IV  points  up  the  annual  changes  in  the  total  amount  outstanding  of 
E  and  H  Bonds  in  each  of  the  past  18  years,  1955-1972.  ^  .,      -^        , 

The  top  line  represents  cash  sales  of  the  two  Bond  series  (and  the  Freedom 
Shares)  including  the  interest  accrued  on  outstanding  E  Bonds  and  Freedom 
Shares  The  lower  line  shows  redemptions  at  cost  price  plus  the  amount  ot 
accrued  interest  paid  out  at  the  time  of  redemption.  In  general,  there  is  an 
inverese  relationship  between  them,  like  a  scissors  action. 

The  gap  between  these  two  lines  represents  the  growth  or  net  investment 
gain.  In  two  of  these  years,  1959  and  1969,  where  the  lines  overlap,  there  was  a 
small  decrease  in  Bonds  outstanding.         ,     ,.       .  ,  oau-n-       ^  ii„>.o 

In  calendar  year  1972  the  total  sales  including  interest  Avere  8  7  billion  dollars 
and  the  total  redemptions  including  interest  were  5  4  billion  dollars.  This  re- 
sulted in  a  net  investment  gain  amounting  to  3.3  bilhon  dollars,  the  greatest 
annual  net  growth  in  27  years. 
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How  Bond  Holdings  Hove  Grown 


ChortS 


Calendar  Years 

*  including  Sovings  Notes  (Freedom  Shores)  first  issued  Moy  1,  1967 


May-Dec 
1941 


How  Bond  Holdings  Have  Grown 

Chart  V  shows  the  cash  values  of  E  and  H  Bonds  held  at  the  close  of  each 
calendar  year  since  the  inception  of  the  proj?ram  in  1941. 

There  was  a  dramatic  rise  during  the  World  War  II  years  to  1945.  At  the 
1945  year-end  (after  termination  of  the  Victory  Loan),  total  holdings  amounted 
to  30.7  billion  dollars  — and  the  40  billion  dollar  mark  was  passed  in  1955.  The 
amount  outstanding  at  year-end  1972  reached  58.1  billion  dollars,  the  all-time 
record. 

Of  the  58.1  billion  dollars  held  at  the  close  of  1972,  just  over  50  billion  dollars 
were  in  E  Bonds,  IV2  billion  dollars  in  Series  H  and  a  half-billion  dollars  were  in 
Freedom  Shares.  Well  over  half  (59  percent)  of  the  Bonds  outstanding  have 
passed  their  first  term  to  maturity  and  are  being  held  into  an  extension  period. 
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That  wraps  up  our  formal  presentation,  Mr.  Chq-irman.  We  would 
be  happy  to  entertain  any  questions  you  might  have. 

TELEVISION    ADVERTISING 

Mr.  Steed.  One  comment.  There  must  be  something  wrong  with  it 
because  I  thought  it  was  very  good.  I  have  seen  what  I  consider  to  be 
some  very  good  and  very  adult  television  advertisements.  That  part 
of  your  operation,  in  my  opinion,  has  been  doing  a  very  good  job,  I 
hope  an  effective  one.  Since  I  like  it,  it  probably  isn't. 

Mr.  Adams.  As  a  matter  of  fact,  some  of  our  TV  commercials  have 
won  awards  in  public  service  advertising.  I  don't  know  if  you  saw  the 
one  of  the  little  boy  getting  the  haircut.  That  had  a  great  impact.  That 
one  won  an  outstanding  award. 

Mr.  Steed.  I  don't  recall  seeing  any  of  those  advertisements  that 
turned  me  off.  Most  television  advertising  does.  I  thought  it  passed 
the  acid  test. 

Mr.  Adams.  That  is  good  news,  Mr.  Chairman. 

UPSWING   IN    SALES 

Mr.  Steed.  What  do  you  consider  the  reason  for  this  recent  upswing 
in  sales  which  has  been  achieved  ? 

Mr.  Adams.  Firet  of  all,  I  think  the  upswing  in  sales  is  attributable 
to  several  different  factors.  One  is  that  all  forms  of  savings  during  the 
past  couple  of  years  have  been  increasing  quite  dramatically.  Second, 
we  had  a  rate  increase  in  1970  that  helped  to  get  our  savings  bond  rate 
more  in  line  with  other  types  of  savings.  Third,  I  would  like  to  say, 
Mr.  Chairman,  I  think  we  are  doing  a  pretty  effective  job. 

Mr.  Steed.  Do  you  still  find  that  the  payroll  plan  is  where  you  make 
the  best  gains  ? 

Mr.  Adams.  Yes,  sir.  The  payroll  plan,  I  think,  is  the  plan  that  we 
like  to  think  is  the  heart,  and  soul  of  the  savings  bond  program  because 
we  think  that  the  majority  of  the  people  who  sign  up  on  payroll  sav- 
ings, are  saving  for  the  first  time.  In  a  lot  of  cases  we  know  this  is  the 
only  type  of  savings  they  might  have.  Through  payroll  saving-s,  we 
know  that  they  go  on  to  other  types  of  savings  and  go  into  investing. 
This  is  where  they  learn  to  save,  through  the  payroll  savings  plan. 

Mr.  Steed.  In  other  words,  this  is  where  the  word  "savings"  is 
really  true,  rather  than  in  other  types  in  which  you  would  have  an 
investment. 

Mr.  Adams.  Right. 

1941    E- BONDS   STILL   EARNING   INTEREST 

Mr.  Steed.  You  said  there  is  no  statute  of  limitations  on  any  of  the 
unredeemed  bonds  that  are  outstanding. 

Mr.  Adams.  No,  sir.  All  series  E  bonds  purchased  since  1941  are 
still  earning  interest.  The  Treasury  has  committed  itself  to  1981  on 
those  bonds. 
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Mr.  Steed.  That  is  when,  as  far  as  the  power  to  cash  them  in?  Ac- 
tually, it  hasn't  really  cost  anything^.  I  mean  you  couldn't  have  avoided 
it  by  having  them  cash  the  bonds.  They  could  turn  right  around  and 
remvest  the  proceeds,  and  you  would  be  right  back  in  the  same  in- 
terest posture, 

Mr.  Adams.  That  is  right.  It  would  have  been  an  added  cost  if  peo- 
ple had  done  that. 

CONTRIBUTIONS   OF  VOLUNTEERS 

Mr.  Steed.  Are  you  still  getting  what  vou  think  is  a  widespread 
reaction  to  your  appeal  for  volunteers  ?  Or  do  you  have  certain  trouble 
spots  in  the  country  where  you  don't  get  them  ? 

Mr.  Adams.  No,  sir.  For  the  past  couple  of  years  we  have  been  able 
to  organize  our  committees  quicker  than  we  had,  say,  7  or  8  or  5  vears 
ago  because  business  leaders  and  community  leaders  of  the  country 
seem  to  realize  the  need  for  the  savings  bonds  program.  They  are  will- 
ing to  lend  their  time,  money,  and  effort  to  help  us  do  a  job. 

Mr.  Steed.  About  the  only  regional  office  that  the  Federal  Govern- 
ment has  in  my  State  anymore  is  the  Savings  Bonds  Division.  The  di- 
rector and  I  were  newspaper  buddies  way  back.  I  have  known  him  for 
years  and  years.  He  visits  with  us  quite  a  bit.  I  was  talking  to  him 
recently,  and  he  said  he  was  also  surprised  at  how  many  people  now 
would  just  react  immediately  to  a  chance  to  participate  in  a  program. 
There  was  a  time  when  you  could  hardly  persuade  them  to  do  so.  The 
press  generally  has  been  about  as  cooperative  as  the  electronic  media. 

Mr.  Adams.  Through  the  years,  Mr.  Chairman,  the  newspapers  in 
Oklahoma  have  done  a  tremendous  job  in  supporting  the  savings 
bonds  program. 

Mr.  Steed.  I  think  what  he  was  reflecting  is  that  it  was  a  state  of 
mind  that  these  trends  come  and  go  and  you  are  on  the  uptrend  now. 

distribution  of  funds 

Mr.  RoBisoN.  Mr.  Adams,  I  want  to  congratulate  you  for  the 
achievements  which  you  have  presented  to  us  in  the  graph  and  in 
verbal  form  this  afternoon.  You  are  doing  a  good  job  apparently  in 
connection  with  your  assigned  responsibilities. 

Could  you  give  us  a  breakdown  of  your  own  budget?  As  I  see  the 
iu'^ifications  on  najre  PD  2.  you  are  showing  the  U.S.  Savings  Bonds 
Division  operations  expenses  with  these  subheadings:  "Personnel 
Compensation,"  "Personnel  Benefits,"  and  then  a  third  item,  "Other 
Objects  of  Expenditure."  You  just  lumped  it  in  here  at  $2,150,000 
without  giving  us  a  breakdown  of  what  items  compose  that  total.  I 
know  those  items  are  included,  apparently,  in  the  overall  Bureau  of 
Public  Debt  figures.  Could  you  give  them*  to  us  separately  ?  You  can 
provide  it  for  the  record,  if  you  want. 

Mr.  Adams.  Yes,  sir ;  we  will  be  glad  to  provide  it. 

[The  infoiTnation  follows :] 


I 
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DISTRIBUTION  OF  FUNDS  BY  OBJECT  OF  EXPENDITURE,  FISCAL  YEARS  1973-74 
[In  thousands  of  dollars] 


Fiscal  year 


Personnel  compensation 

Personnel  benefits 

Travel  and  transportation  of  persons 

Transportation  of  tfiings 

Rent,  communications,  and  utilities.. 

Printing  and  reproduction 

Other  services 

Supplies  and  materials 

Equipment - 

Total... 


1973 

1974 

6,954 

6,954 

643 

643 

406 

426 

73 

73 

403 

429 

633 

633 

435 

435 

65 

65 

44 

44 

9,656 


9,702 


STAFF  DISTRIBUTION 

Mr.  RoBisoN.  I  would  like  to  talk  to  you  about  staffing  again.  Can 
you  tell  us  how  many  staff  people  you  have  now  ?  Wliat  is  your  em- 
ployee situation  now  ? 

Mr.  Adams.  Our  average  positions  for  budget  fiscal  year  1974  is 
485.  At  the  present  time  we  have  465  people  on  the  rolls.  As  you 
know,  we  have  had  a  freeze  for  some  time,  and  we  haven't  been  able 
to  fill  some  vacancies  that  have  been  created.  We  are  trying  to  make 
sure  that  we  locate  our  people  in  the  industrial  areas  rather  than 
in  the  rural  areas,  since  we  are  putting  more  and  more  emphasis  on 
our  payroll  savings  plan. 

Mr.  RoBisoN.  Would  you  include,  in  the  record  at  this  point,  a 
table  showing  the  distribution  of  your  average  number  of  positions 
for  fiscal  year  1974  ?  Do  you  have  it  ready  for  us  ? 

Mr.  Adams.  Yes,  sir ;  we  do. 

Mr.  RoBisoN.  This  will  show  us  how  many  you  have  here  in  Wash- 
ington, how  many  out  in  the  field,  and  where  they  are  located,  par- 
ticularly in  the  so-called  marketing  offices. 

[The  document  follows :] 


DISTRIBUTION  OF  AVERAGE  NUIVIBER  POSITIONS  FISCAL  YEAR  1974 


Location 

Promotional 

Administra- 
tive and 
clerical 

Total 

State  offices: 

Alabama 

Alaska 

4 

2 

6 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia. 

Florida 

Georgia 

Hawaii 

Idaho.. 

Illinois.. 

Indiana 

Iowa.. 

Kansas 

Kentucky 

Louisiana 

Maine 


1 

1 

2 

2 
13 

1 
6 

3 
19 

2 

1 

3 

4 

2 

6 

1 

1 

2 

2 

1 

3 

4 

2 

6 

4 

3 

7 

1 

1 

2 

13 

6 

19 

6 

3 

9 

5 

3 

8 

3 

2 

5 

3 

2 

5 

4 

2 

6 

1 

1 

2 
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DISTRIBUTION  OF  AVERAGE  NUMBER  POSITIONS  FISCAL  YEAR  1974-Continued 


Administra- 
,      ,.  tive  and 

Location  Promotional  clerical  Total 


State  officers— Continued 

Maryland 3                        2                         5 

Massachusetts 6                      3                        9 

Michigan 6                        4                        lO 

Minnesota _ _  4                        3                          7 

Mississippi 112 

Missouri J 6                       5                        11 

Montana.. 112 

Nebraska.. 3                      2                        5 

Nevada 

New  Hampshire '[ 1 " 2 

New  Jersey 6                      5                       11 

New  Mexico 1                       12 

New  York 18                     10                      28 

North  Carolina ...  4                      2                        6 

North  Dakota 112 

Ohio 12                      5                      17 

Oklahoma 4                      3                        7 

Oregon. 2                      2                        4 

Pennsylvania 12                      6                       18 

Rhode  Island 112 

South  Carolina 2                       13 

South  Dakota 2                      13 

Tennessee 4                      2                        6 

Texas H                       6                      17 

Utah.... 1                      1                       2 

Vermont 

Virginia.. 3 2 5 

Washington 3                      2                        5 

WestVirginia 2                      2                        4 

Wisconsin 5                      4                        9 

Wyoming 1                       1                        2 

Total  Stales 199  120  319 

Regional  offices:  ~~~ 

New  England 1  1  2 

New  York 2  1  3 

Penn-Jersey... 2  13 

Ohio-Michigan 2  13 

North  Central 2  1  3 

Mid-West... 1  1  2 

Western 112 

California.. 112 

Southwest 112 

Southern 1  1  2 

Mid-Atlantic... 1  1  2 

Total  regions 15  11  26 

Distribution  center 49  49 

Headquarters 24  67  91 

Total... 238  247  485 

Mr.  KoBisoN.  In  that  connection,  do  you  have  the  same  number  of 
field  offices — or  State  offices  as  they  are  called — as  you  did  last  year? 

Mr.  Adams.  Yes,  sir,  11  regional  offices  and  42  State  offices. 

Mr.  RoBisoN.  How  many  States  have  field  offices  ? 

Mr.  Adams.  That  is  kind  of  misleading.  In  New  York,  for  example, 
because  it  is  so  large  and  there  is  such  a  potential  there,  we  make  it  a 
region  rather  than  a  State.  So  we  do  not  have  a  State  office  in  New 
York.  The  regional  director  and  the  State  director,  in  effect,  are  the 
same.  But  we  do  have  42  State  offices.  We  don't  have  one  in  Nevada, 
Idaho,  or  Vermont.  We  have  one  man  who  covers  Vermont  and  New 
Hampshire.  In  Alaska  we  do  not  have  anybody.  Some  years  ago  we 
used  to  have  offices  in  all  those  States,  but  we  have  eliminated  those. 

Mr.  RoBisoN.  That  is  something  that  is  in  line  with  what  I  think  you 
can  do,  and  what  I  think  you  should  continue  to  think  about  doing. 
Once  again,  congratulations  for  what  you  are  achieving.  I  have  always 
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felt  perhaps  it  could  be  achieved  with  a  few  less  people.  That  is  your 
problem,  not  mine.  I  hope  you  will  stay  on  top  of  it,  given  all  the  volun- 
teer help  you  have,  and  the  contributions  from  the  private  sector  for 
this  tremendous  effort.  Thank  you. 

Mr.  Adams.  Thank  you. 

Mr.  Steed.  Mr.  Edwards? 

VOLUNTEER    ACTIVITY 

Mr,  Edwards.  It's  true,  is  it  not,  that  it  takes  some  good  permanent 
people  to  make  a  good  volunteer  program  go  ? 

Mr.  Adams.  Absolutely.  Although  volunteers  serve  most  effectively 
when  motivated,  we  have  to  have  good  professional  staff  members  to 
keep  them  going,  to  keep  them  organized  and  to  keep  them  pointed  in 
the  right  direction.  We  are  trying  to  do  that.  For  example,  each  of  the 
members  of  the  U.S.  Industrial  Payroll  Savings  Committee  has  a  staff' 
member  assigned  to  him  to  work  with  him  and  to  help  him  map  out 
strategies  and  plans  and  meetings,  and  that  sort  of  thing.  It's  just 
like  any  volunteer  organization,  you  have  to  have  a  staff'  man  back 
there  motivating  him  and  guiding  him. 

Mr.  RoBisoN.  You  might  turn  that  argument  around  and  apply  it  to 
the  Community  Action  program  in  the  so-called  war  on  poverty  that 
some  of  our  constituents  are  arguing  with  us;  no  matter  how  you  view 
that  picture,  they  say  they  need  some  professionals  paid  with  public 
funds  back  home  to  encourage  and  operate  and  direct  a  volunteer. 
Community  Action  program. 

ADMINISTRATIVE  COSTS 

Mr.  Edwards.  On  that  point,  it's  a  valid  point.  What  poi'centage  of 
your  bond  sales  in  a  year  would  go  to  overhead?  You  are  asking  for 
$9  million  ? 

Mr.  Adams.  Yes.  sir.  The  sales  were  $6.2  billion. 

Mr.  Edwards.  "NYhat  is  that  percentage  ? 

Mr.  Adams.  One-seventh  of  1  percent  sales  cost. 

Mr.  Miller.  Does  that  include  the  amount  paid  for  cashing  those 
bonds,  too  ? 

Mr.  Adams.  No,  sir.  This  does  not  include  any  item  that  has  been 
presented  in  the  budget  for  the  Bureau  of  the  Public  Debt.  Part  of  the 
overall  costs  of  the  savings  bonds  program  is  included  in  the  Bureau 
of  Public  Debt  budget  submission. 

Mr.  Edwards.  That  was  12  percent  of  what  they  were  asking  for, 
was  it  ? 

Mr.  Adams.  I  believe  that  is  correct. 

Mr.  Steed.  Mr.  Myers  ? 

Mr.  Myers.  Along  that  same  line,  you  pay  for  redeeming  bonds,  but 
not  to  issuing  accents ;  is  that  correct  ? 

Mr.  Adams.  That  is  correct. 

Mr.  Steed.  Mr.  ISIiller? 

Mr.  Miller.  To  go  just  a  little  further  on  what  we  were  talking 
about  a  minute  ago,  as  I  understand,  on  page  2  it  should  be  noted,  of 
the  total  requests,  only  32.7  percent  is  for  actual  operating  expenses. 
I  am  speaking  now  of  the  prior  testimony  that  we  had.  This  is  the 
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Bureau  of  the  Public  Debt  who  testified  that  32.7  percent  of  the  $79.4 
million  would  be  used  by  the  Bureau  of  the  Public  Debt.  That  is 
12.2  percent,  and  the  remaining;  55  percent  would  be  used  for  Savings 
Bonds  Division,  if  I  understand  it  correctly.  They  are  saying  here  that 
your  12  percent  would  amount  to  about  $9.7  million.  You  are  asking 
very  close  to  that. 

Mr.  Adams.  Yes,  sir. 

Mr.  Miller.  That  balances  out.  Is  it  correct  that  the  55.1  percent 
would  be  for  services  rendered  through  the  Federal  Reserve  bank  and 
the  commercial  banks  for  cashing  the  savings  bonds  that  we  are  talking 
about? 

Mr.  HiNTGEN.  If  I  might  answer  that,  sir,  no.  That  includes  all  of  the 
work  that  is  done  by  the  Federal  Reserve  banks  in  servicing  both  mar- 
ketable securities  and  savings  bonds.  The  amount  of  fees  paid  to  the 
paying  agents  is  purely  a  savings  bonds  activity.  But  the  other  part  of 
it  includes  the  marketable  securities  as  well  as  savings  bonds. 

Mr.  MiiXER.  The  Bureau  of  the  Public  Debt  would  actually  have  a 
little  higher  percentage  than  32.7  percent  of  the  $79.4  million? 

Mr.  HiNTGEN.  This  is  for  operations  of  the  Bureau  itself.  We  also,  of 
course,  have  as  a  part  of  our  function  the  distribution  of  the  reim- 
bursable cost  to  the  Postal  Service,  to  the  Federal  Reserve  banks  and  to 
the  paying  agents,  and  so  on.  But  this  is  not  an  operating  cost.  That  is 
the  distinction  we  are  making.  It's  an  uncontrollable  cost. 

COMPARATIVE    ADMINISTRATIVE    COSTS 

Mr.  Miller.  You  seem  to  have  a  high  operating  cost  for  savings 
bonds.  You  mentioned  that  there  is  outstanding  some  $58  billion  ac- 
cording to  your  chart.  Is  that  the  ]:)roper  road  to  go?  Do  you  still  feel 
that  we  should  attempt  to  raise  the  money  by  savings  bonds,  even 
though  that  seems  to  be  a  more  expensive  way  to  raise  the  money  ? 

Mr.  Adams.  I  think  that  the  Commissioner  pointed  out,  if  you  add 
in  the  interest  rate  and  the  administrative  costs  to  marketable  bor- 
rowing versus  savings  bonds  borrowing,  it's  still  less  expensive  for 
the  Govei-nment  to  go  the  savings  bonds  route.  Also,  there  are  other 
l)enefits  to  the  Treasury  that  accrue  through  the  savings  bonds  pro- 
gram by  virtue  of  the  fact  that  it  is  a  noninflationary  form  of  Treas- 
urv  borrowing. 

]Mr.  Miller.  I  am  glad  vou  brought  that  out.  Thank  you. 

Mr.  Myers.  It  would  depend  somewhat  on  the  rate  the  Treasury 
notes  are  going  for  at  the  time,  too. 

]Mr.  Adams.  Absolutely. 

Mr.  Myers.  When  they  Avere  down  around  31^  percent  last  year,  it 
would  have  been  cheaper  to  borrow  the  money  that  way. 

]Mr.  Adams.  We  are  taking  a  relatively  short  period,  a  period  of 
about  51/^  years,  and  using  it  as  a  base  to  make  this  comparison. 

BEGINNER   SAVERS 

.^f r.,  Myers.  The  thing  that  always  concerned  me  is  the  fact  I  have 
seen  so  many  people  in  these  programs  who  sign  up  for  the  bonds — 
and  I  know  you  experience  this — but  they  s:^i  up  because  they  have 
been  under  pressure  or  at  least  they  feel  they  are  under  pressure  from 
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their  employer  to  sign  up  with  a  savings  bonds  program,  and  they  keep 
them  just  the  minimum  of  the  intervening  month  and  then  cash  them 
just  as  quickly  as  they  can.  There  must  be  a  tremendous  cost  in  that 
respect. 

Mr.  Adams.  There  is.  I  think  you  have  to  look  at  other  types  of  sav- 
ings. If  you  compare  our  turnover  rate  in  savings  bonds,  which  was 
less  than  10  percent  last  year,  to  other  types  of  savings — bank  savings 
and  loans,  and  what  have  you — our  turnover  rate  is  much,  much  less 
than  other  types  of  savings. 

CONCLUSION 

Mr.  Steed.  Unless  you  do  give  weight  to  the  beginning  saver  and 
the  influence  this  program  has  on  getting  people  to  begin  to  become 
savers,  you  overlook  one  of  its  best  assets. 

When  I  was  in  the  Army  during  World  War  II  as  a  second  lieu- 
tenant, I  had  the  job  of  getting  the  GI's  to  buy  bonds.  I  am  not  going 
to  tell  you  what  sales  talk  I  used  to  get  one  of  those  boys  to  buy  bonds, 
but  he  fell  for  it. 

I  heard  from  him  not  too  long  ago.  He  didn't  do  what  he  set  out  to 
do.  He  got  his  first  bond  and  the  bug  bit  him.  He  kept  saving  all  during 
the  war  and  he  finally  bought  a  garage  in  Kansas  City.  Today  he  is  a 
very  successful  young  businessman.  He's  not  young  anymore,  but  it  all 
started  by  the  fact  that  I  gave  him  what  he  thought  was  a  reason  why 
he  ought  to  buy  Government  bonds. 

Gentlemen,  on  behalf  of  the  committee,  I  would  like  to  express  our 
commendation  to  you  for  a  job  well  done.  We  appreciate  your  appear- 
ance and  your  cooperation  and  the  information  you  gave  us.  It's  urgent 
that  you  carry  on  in  the  same  successful  way. 

Mr.  Adams.  Thank  you,  Mr.  Chairman.  We  appreciate  it. 

Mr.  Steed.  We  will  insert  the  justification  materials  in  the  record 
at  this  point. 
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Justification  of  the  Budget  Estimate 
BUREAU  OF  THE  PUBLIC  DEBT 

Federal  Funds 
General   and  special   funds: 

Administering  the  Public  Debt 

For  necessary  expenses  connected  with  any  public-debt  issues  of 
the  United  States,  [$74,000,000J  $79,400,000.  {31  U.S.C.  731-774, 
1023;  12  U.S.C.  391;  Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 

Identification  code  15-35-0560-0-1-904  1972  actual      1973  est.         1974  est. 

Program  by  activities: 

Direct  program: 

!.    Issuance,  servicing,  and  retirement 

of  savings-type  securities 43,862  46,827  51,417 

2.  Issuance,  servicing,  and  retirement 

of  other  Treasury  securities 15,669  17,452  18,118 

3.  Promotion  of  the  sale  of  savings- 

type  securities 9,382  9,684  9.702 

4.  Executive  direction 312  322  324 

Total  direct  program 69,225  74.285  79.561 

Reimbursable  program: 
2.    Issuance,  servicing,  and  retirement 

of  other  Treasury  securities 280  550 

Total  program  costs,  funded.  _.  69,225  74,565  80.111 

Unfunded  adjustments  to  total  operating 
costs:  Depreciation  included  above —280  —270  —270 

Total  operating  costs,  funded 68.945  74,295  79.841 
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Capital  outlay 

Total  program  costs,  funded. 
Change  in  selected  resources  ' 


2.922 

85 

109 

71.867 
597 

74. 380 
-102 

79.950 

10  Total  obligations 72.464         74.278         79.950 

Financing: 

1 1  Receipts  and  reimbursements  from  Fed- 

eral funds - -280  -550 

25     Unobligated  balance  lapsing 35     


Budget  authority 72,499  73,998  79.400 

Budget  authority: 

40  Appropriation 77,490  74.000  79.400 

41  Transferred  to  other  accounts —4.991  —2    


43           Appropriation  (adjusted) 72,499  73,998  79,400 

Relation  of  obligations  to  outlays: 

71  Obligationsincurred.net 72.464  73,998  79.400 

72  Obligated  balance,  start  of  year 6,569  9,515  7,313 

74    Obligated  balance,  end  of  year -9,515  -7.313  -8.313 

77    Adjustments  in  expired  accounts —129     


90  Outlays 69.388         76,200         78.400 


'  Selected   resources   as   of   June    30   are   as   follows: 

1972 
adjust- 

1971         mcnts  1972  1973  1974 

Stores 176     210  !86  186 

Undelivered    orders 1,167      -132  1,687  1,550  1,550 

Accrued  annual  leave -2,349     -2,438  -2,379  -2,379 

Total      selected      re- 
sources       -1.006      -132  -541  -643  -643 
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This  appropriation  provides  funds  for  the  conduct  of 
all  pubUc  debt  operations  and  the  promotion  of  the  sale 
of  U.S.  savings-type  securities. 

1.  Issuance,  servicing,  and  retirement  of  savings-type 
securities. — This  activity  consists  of  (a)  procuring,  re- 
ceiving, storing,  and  distributing  securities;  (b)  issuing 
securities  and  maintaining  records;  (c)  adjudicating 
claims  for  the  replacement  or  payment  of  lost,  stolen,  or 
destroyed  securities;  (d)  handling  reissues  and  other 
transactions  incident  to  servicing  outstanding  securities; 
(e)  retiring  securities;  and  (f)  determining  and  author- 
izing semiannual  interest  payments  on  series  H  bonds. 

U.S.    SAVINGS-TYPE    SECURITIES 

[Number   of   pieces  in   thousands] 

Issues:  1972   actual      1973   eslimaU      1974   estimate 

Sales 128,472  130.550  132,550 

Reissues  and  claims 5,980  6.100  6,600 

Total 134.452  136,650  139,150 

Retirements- 

Redemptions 109,339  114,200  119,700 

Reissues,  claims,  and  spoils 6, 455  6, 700  7, 000 

Total 115.794  120,900  126.700 

2.  Issuance,  servicing,  and  retirement  of  other  Treasury 
securities. — This  activity  covers  the  same  type  of  func- 
tions as  described  above  for  all  U.S.  securities  other  than 
savings-type  securities  except  that  there  are,  in  addition, 
certain  functions  related  to  the  processing  of  interest 
coupons  which  are  not  a  part  of  the  savings-type  securi- 
ties activity. 

TREASURY    SECURITIES    OTHER    THAN    SAVINGS-TYPE 
[Number   of   pieces   in   thousands] 

1972   actual      1973   estimate      1974   estimate 

Original  issues 1,258  3,000  3,500 

Servicing: 

Securities  issued 2.848  4,000  4,500 

Securities  retired 1,993  2,500  2.500 


-674  0-73-29 
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Redemptions 2.942  6,000  7.000 


Total  other  Treasury  securities..        9.041  15.500  17,500 


3.  Promotion  of  the  sale  of  savings-type  securities. — 
This  activity  consists  of  continuous  sales  promotion 
efforts  using  press,  radio,  other  advertising  media  and 
organized  groups,  augmented  by  concentrated  sales  cam- 
paigns, with  strong  emphasis  on  payroll  savings  plans. 

Object  Classification  (in  thousands  of  dollars) 

Identification  code  15-35-0560-0-1-904  1972  actual      1973  est.         1974  est. 

Direct  obligations: 

Personnel  compensation: 

11.1         Permanent  positions 22, 347 

11.3         Positions  other  than  permanent 1 26 

11.5        Other  personnel  compensation 178 

11.8        Special  personal  services  payments. .  89 

Total  personnel  compensation 22, 740 

1 2. 1     Personnel  benefits :  Civilian 2, 035 

13.0    Benefits  for  former  personnel 

21.0    Travel  and  transp>ortation  of  persons.-  549 

22.0    Transportation  of  things 585 

23.0    Rent,  communications,  and  utilities.. -  6,968 

24. 0    Printing  and  reproduction 3,  747 

25.0    Other  services 31.945 

26.0    Supplies  and  materials 381 

31.0    Equipment... . . 2.914 

42. 0     Insurance  claims  and  indemnities 3 

Total  costs,  funded 71.867 

94. 0  Change  in  selected  resources 597 

Total  direct  obligations 72. 464 

Reimbursable  obligations : 

11.1  Personnel    compensation:    Permanent 

positions 

1 2.  I     Personnel  benefits:  Civilian 

Total  reimbursable  obligations 

99.0           Total  obligations 72.464         74.278         79,950 

Personnel  Summary 

Direct : 

Total  number  of  permanent  positions 2, 548            2. 564            2. 554 

Full-time  equivalent  of  other  positions 27                  18                  18 

Average  paid  employment 2. 422            2. 478            2. 467 

Average  GS  grade 5.6               5.7                5.7 

Average  GS  salary ... $9,401          $9,662          $9,722 

Average  salary  of  ungraded  positions $7, 926          $8,  398          $8, 331 


23,849 

23,977 

90 

90 

138 

120 

-59  . 

24.018 

24.187 

2.233 

2,262 

15 

143 

526 

586 

701 

910 

7.144 

8,706 

3,743 

4.080 

35,176 

38.001 

406 

396 

138 

129 

74.100 

79.400 

-102  . 

73.998 

79.400 

258 

506 

22 

44 

280 

550 

Reimbursable: 

Total  number  of  permanent  positions 23  35 

Average  paid  employment 17  32 

Average  GS  grade 12.0  11.6 

Average  GS  salary $16,725  $16,077 


449 


U  9 

>  5 


SI 

O  o 


■s 

S 

CV 

■3 

D. 

E 

450 


i 

>. 

5 

> 

< 

< 

i 

0. 

o 

H 

1    o 

0) 

1 

11° 

o  r^  Si, 

1  s 
S  ° 

ti 

-13^? 

QJ  "D 


CO    CO     f-j 

-■"■a 
"  R 

£  £  t.  c 

1'    C     °     o, 
0.0)    o 


rt  CT>  c  a 

Qrt  O  T3 

«*H   e^  D  j_, 

o  0)  m  to  ' 

° "  c  i 

"  .2  °  g 


5  £•"     •§ 


!<&g.! 


S- 


9  w  . 


di 


O 


451 


>> 

^  Pi 

o 


C 

N 

1 

>. 

? 

< 

s 

■< 

S 

^ 

c             ' 

.« 

1 

> 

0<               1 

<         1 

? 

< 

1    ; 

■•    0)    §    n, 

t*  o  g  rt  '° 


S  g  rt  rt  c 

a  S  -g  -s  -s 

m     S     CU     OJ     rt 

S  ""  ■"  ■" 

g"  S    M    «    ffl 

'J  B  o  o  o 

^    O    O    O    U 

u  tti  be  be  bo 
o  „  _c  c  e 
^  bD*C  *E  "S 

^   S  o  t)   u  o 
-  ™  (u  oj  <u  -c; 

§"^&&| 

o  «  o  o  o  £ 


o  «  p  o  o  . 


Is 

15  m 


3^ 


:-  ai 


452 


to       "S 


S     £ 


3      53 


=.  o  o  2  0)  £  S; 
"  iT  -g  S  2 .2  S 

(U    0)  -a  J3    . ,   t<    >> 

x:  £  2  3  ♦J  (U  rt 
■u  i!  £  o.  to  CO  o. 

g  •^7  m  "  o  « 
•2  3i~  §  ■£  "  £ 

'2   «   ij ."   O   J<   0) 
w  c  -^  rt  ^  I  ^ 

"«  "•S      "g  2 
°  «  '  -3  ^  ^  S 


S  S  .2  . 


^  S  S  "  q  2 

^    L    S)C  c    c    « 

1  « .s  -s  £  ^ 
a-Ti  3  s  m£ 

<«  ii  rt  -a  e 
a  S  ^  2  -a  Ml 

°  S  ~^  .as 

-"  3  iT  !»  c  > 
S  "  .2  —  'S 
S  'S  ?  "£  £  I 
S  ^  S  Itj  § 
rt  M  "  5  5  ^ 
O..S  S  "i^£ 
S^  M-o  c-o 

j:  j=  ■§  S  t.  .. 
■^  ^^  5  <i*  -fc;  **^ 
;^  C"  ™  u  ^  o 

O  ~  M  -H  ^    £ 

'"  ln"5  rt  —  (u 

2  "^  o  ««  :S  -^ 

'<3  'E  c  n  ^  S 


o  o  .o 


H  o  o  o  S  -S  n 


Mg  £  -2  S  8  S 

rt  0)  "  c  s  s  s 

^  °      2  "  o  " 
2, «  ^  >- '"  h  ■" 

'^  ■    c  5  ""  's  * 


-2i  o  .5  5 


o 

■3 

'>    1 

.    "O 

■f 

U   , 

;  a 

1 

O     1 

r    O 

o 

■O     1 

'  -s 

"O 

rt 

1   a 

<3i 

^    1 

'    c 

1 

C    ' 

1  .2 

^ 

<i> 

«    , 

.    o 

rt 

s  , 

'   a 

a 

o    ' 

°  a 

-  a^ 

,^^ 

■S  SIS  g  S 

'     C    M    0)  »- 


IT)  C-  Cs) 


°   0)   rt 

■a  od 

S|  o 


i^l. 


fc,  0)  2 
a  N  b 

a*  r  2 
3S     S     3     S     S    -£? 


453 


S  E 

3   ^ 
O    ^ 

o.  £ 
It 


>  o 


•R  g 


So  -g 

•55    C    «> 

°.2t3 

•a  Sf  . 


»!§• 

£  '^  a, 
>^  SP  g. 

J3  .S    « 


'■So 


2  o  <"' 
_  >  ■" 


tfl  3  r 

l|  o 
2  I? 


4)  jC    &C 


.2  ><  a*  ■ 
iS  E  ^ 


5  c 

ro  5  "H  DO 

5    3  °  0) 

>    rt  .C  " 

.  3  •"  HI 

t:  5  en  :5 

;   <u   ^  OJ 


.    S 


"^  c  rt  o 

■  „•  •«  I  ^ 

.§§53 

■R  "^  Si  ' 

'  a)  T)  on  J. 
*■*  ti  «^  wi 


a;  o  T3  ■g  I 


"  S  -r:  >.      -• 


i  2 


§!3^S 


.5  e^  _  T*  •=  ' 


•^  •a  >. 
E  "^3^ 


•II 


i:  u  -  CJ  c; 


B 
O 

< 

G  1 

T3  0> 

s 

c  c 

1 

■t;  S 

cee 

J3  ^ 

.5  ■«• 

.5  o  :ii 


=  ■3^ 

bo  c  Si 

=  ■"  £  -e  a  "^ 

■gee  oifSm 

o  'H  01  a  ESS 


I  fe 


?3 

o  >  H 

-^   °    0) 


I  ^       o  S  a 

n  «)  S 

■d  £  £ 

1^  fe 


I  5  I 


15 


ti-o 


m  b  5  0) 
.a>  c  CO  -3 


T3  t;        c 

,2  3     ? 


■S  3i  g  <»  13 

g  «  "  -3  m 

o  "  £   o  73 

■o  -3  5  t.  c 


HI  M  TJ  3  S 
3  H    01  T)    J> 

.S  5  S  £  S, 

■§    >-    £    M    " 

o  0)  ^^  g  j:: 
»  ^  5  I  .£ 

'S  s  a  ^  .s 

!>-  &^« 

"  o  0)  ■"  3 
o  uj^  c  2; 
>.2  S  -2  "O 

a.  §  m  5  a  t 


H  rt  0. 


— ,  K 
.2  °-& 


P^l 


m  u  Q 

J.    0)    " 

§^■3 
.2  £  S 


'■Se 


O    (1) 


3  o  i: 

01   bo> 


S  B.  J=  >  ai 
^=  E  °  !3 

0  m  -S   o  to 

3  0-^0)'- 

1  =  ^  fl 

i  <"    -  Si,  ° 

(J  j::  T3   ofl  p, 

O   -^    flj  '*?    « 


.5  I  •-  I  g- 

|il  g  s  >. 

•  ■-  m  ■- 
„- 1  ol  E  _g  '§ 
•2  §.  "  ^  S  .2 

—        o  ^  o  x; 

c    c  —  .2   Ji   rt 

.2  u  «i  •S  §•  g 
-*^  ^  -u  a  ^  :2 


S    O    C    0) 


m    I  •M  CO 

-  S  °" 

■i  S  "2 

o  «  3  i> 

•"  *J  o  •" 

B    (U  >  X> 

=  £  <u  <" 

^■9  c  E 


"^^"+j    two    ^    ^ 


■s  = 


(h         <*^  •» 
3  00 


■3  "I  =0  „ 

S  "'  S  E 

■»  u,  J  5 

o  c  o  i: 

E  -   .- 

33  m  o  c 

"  «  i  « 

rt€  -l-i    ■—     "O    ■ 

?.  a  o  c  o  -o 


^_! 


;£S.j 


2  Eg 


"ilia's  *' 

c  ^-s  a  a; 
s  s  S  "  5 

5  m  2  c  <« 
~  S  %  o  o  '^. 

K    (^   >   u  CO 


>i  p   rt  3  bp 
o  £  S  rt  5? 


t.  .5  -a  ^  •«  -M 
■"  0,  o  h  c 

-g    0)    0)    t.    bfi  o 


£  3    ^  S    ti  » 

C    0)    (U  CQ    3  >^ 

—  t.  x:  —  ffi  L> 

0)  ■>.■"  to  a* 

I-    =3   t-  •  JZ 


'  m  -^  ^  0*2 
c  w   rt  ^  ^ 


.2-9- 


^  <u 


o  a> 


at  C   £h 

•si! 

=  •0-°  § 

?  «  -o  o 

=«  ■St  S  " 
tn  s  «  tj 

^  .2-  m    « 
°   "  S  m 

o  a  -2  S3 


•0 

(Q 

Q) 

c 

rt 

■a 

0 

0 

c 

1 

1 

•0 

to 

Lh 

1 

.2 

a 

0 

S 

(U 

T3 

Si 

S 

^ 

1 

a 

0 

a 

I 

rt 

<u 

s 

^ 

to 

•0 

i 

s 

■5 

V 

■a 

■s 

3 

a; 
c 

bo 
5 
m 

>  m  ■3  ' 
^  14  >  ■ 


2  c  a.a  "I 
■S  -2  -2  •§  13 

®  'S  a  s  01 

■a  » I  S 

e3  ''■s 

o  rt  c  >, 

U    CO    O    0} 


t  HI         3 

,    O    «    ^  -Q 


O  -O 


5  S  ts 

£  ^   c 
CD   S   bp 

,5  0,  .s 


o  ^  (U  tn  (u 
■"  .S  "  ■»!  > 
t5«  S  o2 


1  ai  O'  o 
'  3  _  bo 


>  G 

(U    0)    (I,    j- 

a>  a;  S-. 


t.  o'E"-' 

Ss-a^ 

tc  5  '^  £ 
2  ^^'C 
E  „_g'S 

bii.2  ■"  ■::; 


:    bOT! 

!-g-3 

a-  £  S 

ft!3£ 


iS  S  I  ^  rt 

u^§£ 
■s'?^al  . 

0)  Si "'  — "  5 

H  S  2  I  bo 

E  £  §  ^ 

^£  Sg.£ 

^£e?-S 
fe  •?  .2  ^  S 

'  c3  ^  ■£  '^  a* 

a<  ■<«  o  o,£ 
£|"^  = 

S  S  .2 
0)  55  i;  S  .5 


>. 

— 

s 

g 

0) 

? 

H 

1 

Li 
0) 

0 

■6 

a 

"3 

"c 

V 

S 

m 

ID 

U 

% 

*- 

u 

■u 

t^ 

s 

1 

-tlD 

c 

0 

•s 

a> 

oT 

H 

i 

3 

1— . 

^ 

CO    o. 

i 

at:  .2 
g  s-g 
'i  ^- «  ! 


to  z:  3 

£  £s 

1 

iS 

to  -o    0) 

^  -r- 

>.  §H 

^a 

> 

bCT3 

>  ^  ^ 

0 

l§ 

?■=£ 

0 

.S    U) 

HI 


(1> 


_^  W     CO   "^  "^ 
■-    M   •«     g  1 

■5  Q  ■(S  tj  s 
d  r:  (-  til  3 

to  "   °   bo  8 

•2  ^  £■  5  2 
£005™ 

i  S  "  -a  1? 

o  —  c  ■£  S 

» ■^  g  'a  2 

"  2  §  a  « 

?  a.°  bf-S 


V  bO 
to  c 
o  w 


5  -^ 
■«  o 


■S  *j  o 
«  o-  ■- 

■c  y  (a 

i;  S  £ 

•£  w  o 

3  3" 

O    0)    «  '-  -         ,      . 


*~  ^  u 


454 


o  o  o 
mom 

ij*  CO  o 


W  c 

o 


.5  ^  m       0)  01  e  -c 


455 


5  i> 


■H-l  HI 


t32 


)  O         O  CO  O  ( 
CO  1-H  CO  W  ( 


TTO  coo  Ol^OCO  0<DOOCSlOl|c 


0 

t; 

? 

a 

01 

a. 

3 

B 

m 

> 

> 

s 

i 

^  °  IS 

°  c  S 

■a  f  D, 

»  -sis 

^  "II 

•a  ■"  S^ 

I  ^^  I' 

,    0)  ^    £  T3 

-   c  c   "^ 


be  c  c 
c  c  S 
2  o  S 


T3        g  "  V  m 


J-S  o  s 


XV.  s 


oStu)0_"artS 


456 

Monday,  March  26, 1973. 
INTERNAL  REVENUE  SERVICE 

WITNESSES 

JOHNNIE   M.    WALTERS,    COMMISSIONER 

RAYMOND  F.    HARLESS,   DEPUTY   COMMISSIONER 

LEE  H.    HENKEL,   JR.,    CHIEF   COUNSEL 

DEAN  J.  BARRON,  ASSISTANT  COMMISSIONER  (ACCOUNTS,  COLLEC- 
TION AND   TAXPAYER   SERVICE) 

JOHN  F.    HANLON,   ASSISTANT    COMMISSIONER    (COMPLIANCE) 

LANCELOT  W.  ARMSTRONG,  ACTING  ASSISTANT  COMMISSIONER 
(PLANNING  AND   RESEARCH) 

ALAN  A.    BECK,   FISCAL  MANAGEMENT    OFFICER 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND 
FINANCE,   TREASURY   DEPARTMENT 

IRS   REQUEST  SUMMARIZED 

Mr.  Steed.  The  committee  will  be  in  order.  The  committee  is  in 
session  this  afternoon  for  the  further  consideration  of  the  1974  fiscal 
year  budget  request  of  the  Department  of  the  Treasui-y. 

Today  we  take  up  the  budget  request  for  the  Internal  Revenue 
Service. 

The  appropriation  for  fiscal  year  1973  was  $1,147,038,000,  including 
transfers  to  the  Alcohol,  Tobacco,  and  Firearms  Bureau,  GSA,  and 
the  pending  supplemental  for  revenue-sharing  expenses  of  $12,539,000. 

The  budget  request  for  fiscal  year  1974  is  $1,188,800,000,  an  increase 
over  fiscal  1973  of  $41,762,000.  Additional  positions  requested  are  4,428. 

COMMISSIONER    WALTERS    COMMENDED 

We  are  very  pleased  to  have  Commissioner  Walters  and  his  associates 
here  today. 

Commissioner,  first  let  me  say  that  I  note  you  have  decided  to 
terminate  shortly  your  service  with  the  Internal  Revenue  Service. 
We  were,  of  course,  very  sori^  to  hear  it.  I  have  talked  to  you  and 
understand  your  personal  reasons  for  wanting  to  return  to  private  life. 

Since  this  will  perhaps  be  your  last  appearance  before  the  committee, 
I  personally  wanted  to  state  that  of  all  the  Commissioners  of  Internal 
Revenue  I  have  done  business  with  over  the  yeare,  non*.  ^^as  been 
superior  to  you,  in  my  opinion.  I  want  to  congratulate  you  on  a  job 
well  done,  and  to  thank  you  for  staying  on  at  some  sacrifice  to  yourself 
until  these  appropriation  hearino;s  could  be  completed,  since  obviously 
a  new  Commissioner  would  not  be  in  any  ])osition  to  begin  to  give  this 
committee  the  information  that  you  can.  We  consider  this  a  pei-sonal 
favor  that  you  have  extended  the  committee  in  making  your  knowledge 
and  your  services  available  to  us.  We  are  very  grateful  to  you  for  it. 

If  you  would  like  to  identify  your  associates  for  the  record  and 
present  the  biographies  of  any  new  ones  for  the  record,  then  we  will 
136  pleased  to  have  whatever  formal  statement  you  would  like  to  make. 

Mr.  RoBisoN.  Before  he  begins,  Mr.  Chairman,  if  you  would  yield 
for  this  purpose,  I  would  like  to  extend  my  own  regrets  to  Commis- 
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sioner  Walters  and  I  think  to  the  Nation  for  the  fact  that  Ave  are  going 
to  lose  his  services  in  the  near  future. 

As  Mr,  Steed  said,  Mr.  Commissioner,  you  have,  I  think,  been  an 
outstanding  head  of  this  particular  agency,  serving  it  in  a  difficult  time 
for  both  the  country  and  the  Service  itself.  You  have  done  very  well, 
and  we  are  going  to  miss  you. 

Mr.  Walters.  Thank  you  very  much,  gentlemen.  It  means  a  great 
deal  to  me  to  have  this  committee,  and  particularly  the  chairman  and 
you,  Mr.  Robison,  think  kindly  of  the  Service  and  of  me,  because  my 
entire  professional  career  has  been  in  the  tax  field.  I  think  all  members 
of  the  committee  know  how  I  feel  about  our  tax  system  and  the 
Revenue  Service  and  how  it  should  be  operated. 

I  have  been  very  fortunate,  indeed,  to  be  privileged  to  serve  as  Com- 
missioner and,  prior  to  that,  as  Assistant  Attorney  General.  I  assure 
you  that  I  consider  it  a  real  privilege  to  meet  with  you  in  connection 
with  these  hearings,  because  it  probably  is  my  last  opportunity,  as  you 
indicated,  Mr.  Chairman. 

I  shall  be  grateful  forever  for  the  opportunity,  because  not  many 
men  are  as  fortunate  as  I  have  been  to  serve  my  country  in  this  way. 

INTRODUCTIOlSr 

Mr.  Chairman  and  members  of  the  subcommittee,  it  is  a  pleasure  to 
be  here  once  again  in  behalf  of  the  Internal  Revenue  Service's  appro- 
priation request.  We  recognize  and  appreciate  the  subcommittee's  con- 
sistent support  for  sound  tax  administration  and  for  a  more  efficient 
Internal  Revenue  Service.  We  welcome  this  opportunity  to  review 
with  you  our  budget  proposals  for  fiscal  year  1974  and  to  consider  with 
you  major  problems  facing  tax  administration  that  undoubtedly  will 
impact  upon  our  self -assessment  tax  system. 

Before  proceeding,  may  I  introduce  my  associates,  a  few  of  whom 
are  new  in  their  posts  within  the  past  year:  Raymond  F.  Harless, 
Deputy  Commissioner;  Lee  H.  Henkel,  Jr.,  Chief  Counsel;  Assistant 
Commissioners  Dean  J.  Barron  (Accounts,  Collection  and  Taxpayer 
Sendee),  John  F.  Hanlon  (Compliance),  Acting  Assistant  Commis- 
sioner Lancelot  W.  Armstrong  (Planning  and  Research) ;  and  Alan  A. 
Beck,  our  Fiscal  Management  Officer. 

I  believe  most  of  these  people  were  with  us  last  year.  We  have  the 
two  biographies  for  Mr.  Harless  and  Mr.  Armstrong. 

Mr.  Steed.  We  shall  be  glad  to  make  them  a  part  of  the  record  at 
this  point. 

[The  biographies  follow :] 

Raymond  F.  Harless,  Deputy  Commissioner,  Internal  Revenue  Service 

Raymond  F.  Harless  has  served  as  Deputy  Commissioner  since  April  1972. 
Prior  to  that  Mr.  Hariess  had  been  District  Director  in  San  Francisco  since  1970. 

Mr.  Hariess  began  his  IRS  career  in  1946  as  a  revenue  agent  in  San  Francisco. 
After  holding  a  series  of  increasingly  responsible  positions,  he  was  selected  in 
1956  for  the  IRS  executive  development  course. 

On  completing  the  program,  Mr.  Harless  was  named  Assistant  District  Director 
in  Detroit.  After  serving  there  and  in  a  similar  position  in  Chicago,  he  returned 
to  San  Francisco  in  1960  as  the  IRS  Western  Region's  Assistant  Regional  Com- 
.missioner  for  Audit.  He  held  that  position  until  he  became  IRS  District  Director 
in  San  Francisco. 
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Bom  in  San  Francisco,  Mr.  Harless  received  a  B.S.  in  accounting  from  ttie 
University  of  California  in  1942,  and  an  M.S.  degree  from  tlie  California  Institute 
of  Technology  in  1943.  He  served  in  the  Air  Force  in  World  War  II. 

Mr.  Harless  is  married  to  the  former  Helen  McCastline  of  San  Francisco.  They 
have  three  children. 

Lancelot  W.  Armstrong,  Acting  Assistant  Commissioner  for  Planning 

AND  Research 

Lancelot  W.  Armstrong  has  been  Acting  Assistant  Commissioner  for  Planning 
and  Research  since  July  1972.  Prior  to  that  time  he  had  been  Director  of  the 
Systems  Development  Division  since  1965.  From  1950  to  1953  at  the  Census 
Bureau  he  was  responsible  for  direction  and  coordination  of  developmental  work 
in  mechanical  processing.  From  1953  to  1955  Mr.  Armstrong  was  responsible  for 
all  computer  programing  and  pi'oject  planning  for  the  Census  Bureau. 

From  1955  to  1957,  he  worked  for  the  Department  of  the  Army  developing 
effective  systems  for  application  of  electronic  equipment  to  some  of  Army's 
problems. 

From  1957  to  1960  Mr.  Armstrong  ser\'ed  with  National  Analysts  as  a  con- 
sultant to  outside  clients  on  automation,  systems  designs,  programing  and  com- 
puter service  time.  He  was  manager  of  technical  services  with  Honeywell,  Inc., 
from  1960  to  1965,  with  similar  responsibilities  in  the  field  of  data  processing 
and  systems  development. 

As  Director  of  Internal  Revenue's  Systems  Development  Division,  Mr.  Arm- 
strong has  been  responsible  for  advising  the  Assistant  Commissioner  for  Plan- 
ning and  Research  on  the  planning  activities  of  Internal  Revenue  with  respect 
to  systems  development  and  appraisal. 

Mr.  Armstrong  was  born  in  Plandome,  N.Y.,  on  January  21,  1916.  He  attended 
Syracuse  University  and  American  University  and  George  Washington  Univer- 
sity in  Washington,  D.C.  He  i.^  married  to  the  former  Margie  Miller  of  Gillette, 
Wyo. 

Mr.  Walters.  Mr.  Chairman,  it  might  help  put  thin^  in  perspective 
if  we  began  with  a  brief  rundown  of  the  Service's  activities  and  tasks. 
With  the  chairman's  permission,  we  have  a  few  charts  for  this  purpose 
which  we  can  present  quickly. 

[The  charts  follow :] 
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REVENUE  COLLECTED 

Mr.  WxVLTERS.  [Chart]  The  first  chart  shows  our  internal  revenue 
collections  going  back  to  1956.  As  we  can  see,  there  has  been  a  steady 
increase  in  the  collections. 

At  the  bottom  of  the  chart  we  show  in  red  the  other  taxes.  These  are 
excises,  gift,  taxes,  estate  taxes,  all  sorts  of  miscellaneous  taxes. 

In  the  blue  in  the  middle  are  the  corporate  income  taxes.  This  line, 
as  we  all  see,  is  more  stable,  but  it,  too,  is  steadily  increasing  slightly. 

Then  at  the  time  of  the  chart  we  have  the  individual  income  taxes 
which,  as  we  can  see,  have  risen  st-eeply  all  the  way,  beginning  in  1956, 
until  in  1972  we  collected  almost  $210  billion  gross.  We  expect  it  to  be, 
for  fiscal  1974,  $260  billion. 

RETURNS  FILED 

[Chart]  The  next  chart  shows  the  number  of  returns  filed.  Here 
you  notice  that  during  World  War  II,  in  the  early  forties,  the  number 
of  returns  rose  steeply,  and  then  has  remained  on  a  steady  incline, 
although  not  as  steep  as  during  the  period  prior  to  1945, 

As  you  can  see  here,  in  1972  we  received  112  million  total  returns,  and 
we  expect  117  million  in  fiscal  1974.  The  individual  returns  are  76  mil- 
lion in  1972,  and  we  expect  79  million  to  80  million  in  1974. 

As  indicated  on  the  prior  chart,  the  corporate  area  is  more  stable, 
and  it  has  remained  close  to  2  million  returns  throughout  the  late  for- 
ties, fifties,  sixties,  and  seventies. 

The  other  returns — gift,  estate,  excise,  and  various  employment  tax 
returns — we  get  about  35  million  each  year. 

You  can  see  that  the  workload  continues  to  increase  in  the  number  of 
returns  filed. 

ADDITIONAL  REVENUE  THROUGH  ENFORCEMENT 

[Chart]  The  next  chart  shows  us  the  additional  revenue  we  col- 
lected in  fiscal  1972  from  direct  enforcement  action.  The  largest 
amount,  not  surprisingly,  comes  from  the  examination  of  tax  returns, 
$3.2  billion. 

In  the  next  item,  verification  of  returns,  we  collected  $200  million. 

From  the  verification  of  estimated  tax  payments,  we  collected  $400 
million. 

From  delinquent  returns  secured,  we  collected  $500  million. 

Then  in  delinquent  taxes  collected,  on  returns  that  have  been  filed, 
but  have  not  been  fully  paid,  we  collected  $2.3  billion. 

That  gives  you  some  idea  of  what  results  from  our  direct  enforce- 
ment action. 

IRS  BUDGET  BY  FUNCTION 

[Chart.]  The  next  chart  gives  us  a  picture  of  how  we  spend  the 
money  that  you  appropriate  for  us.  Tlie  largest  amount,  39  percent,  is 
spent  in  tlie  audit  function,  which  is  the  most  direct  contact  with  tax- 
payers and  the  most  productive  part  of  our  work.  The  next  largest 
amount  is  spent  on  data  processing.  This  involves  processing  returns 
and  maintaining  tax  accounts.  Twenty-three  percent  of  our  budget 
goes  for  that  function. 

93-674  O  -  73  -  30 
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The  third  largest  amount  20.8  percent,  goes  to  the  collection  and 
taxpayer  service  programs. 

The  fourth  largest  amount  of  our  money  goes  into  the  area  of  polic- 
ing tax  fraud.  Almost  7  percent  of  our  money  goes  to  that  effort. 

The  balance  of  our  money,  as  you  can  see,  goes  for  various  func- 
tions— our  legal  services,  the  Chief  Counsel's  Office,  the  technical  rul- 
ings and  services,  conferences  and  appellate  actions,  statistical  report- 
ing, and  the  internal  audit  and  security  and  executive  direction.  Only 
1.2  percent  of  our  budget  is  spent  for  executive  direction. 

Mr.  KoBisoN.  Mr.  Chairman,  might  I  interrupt  the  Commissioner  to 
ask  if  he  could  provide  for  the  record  at  this  point,  not  another  pie 
chart,  necessarily,  but  the  comparable  percentages  for  fiscal  year  1973 
in  statistical  form  so  we  could  see  where  the  changes  are,  since  this 
chart  refers  to  the  fiscal  year  1974  budget  request. 

Mr.  Walters.  Yes ;  we  will  be  pleased  to  submit  that. 

[The  information  follows :] 

1973  AND  1974  ESTIMATE  AMOUNTS,  BY  ACTIVITY  AND  PERCENTAGE  TO  TOTAL 


Executive  direction 

Internal  audit  and  security.. 

Data  processing  operations 

Collection  and  taxpayer  service 

Statistical  reporting 

District  manual  operations... 

Audit  of  tax  returns 

Tax  fraud  and  special  investigation 

Taxpayer  conferences  and  appeals 

Technical  rulings  and  services 

Legal  services 

Servicetotal 1,188,800  100.0       1 1,147,038  100.0 

>  Includes  postal  and  revenue-sharing  supplemental.  Has  not  been  reduced  for  rent  transfer. 

Commissioner's  General  Statement 
budget  profile 

Mr.  Walters.  Our  proposed  increases  for  1974  amount  to  $103.9 
million.  They  consist  of  $60.3  million  for  program  improvement  and 
about  $44  million  to  cover  the  expenses  of  operating  the  Service  in 
1974  at  levels  already  authorized.  These  additional  funds  are  sub- 
stantially offset,  however,  by  nonrecurring  costs,  leaving  a  net  re- 
quested increase,  of  $42  million.  As  you  know,  President  Nixon  earlier 
exempted  the  Service  from  the  Government-wide  5-percent  cutback 
due  to  its  role  in  the  economic  stabilization  program.  Our  budget  now 
reflects  that  reduction  which  accounts  for  most  of  the  nonrecurring 
costs  for  fiscal  year  1974.  The  President's  budget  provides  for  sepa- 
rate funding  for  phase  III  stabilization  efforts  [chart  2a]. 

priorities  only 

Although  there  are  pressures  for  growth  in  all  IRS  activities,  we  are 
asking  for  program  expansion  only  in  the  frontline  programs  of  tax- 
payer service  and  tax  law  enforcement.  We  are  not  seeking  expansion 
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in  support  functions  or  even  for  processing  the  2^/^  million  more  tax 
returns  we  expect  in  1974. 

PRODUCTIVITY   VERSUS   AVORKLOAD 

This  increase  in  returns  amounts  to  a  2-percent  rise  in  the  work  of 
receiving,  processing  and  accounting  for  tax  returns,  which  normally 
would  require  about  900  more  people  in  our  service  centers.  But  with 
the  greater  productivity  of  the  integrated  data  retrieval  system 
(IDRS)  and  of  our  three  new  service  centers,  we  can  meet  this  added 
work  with  current  staffing. 

INTERNAL  REVENUE  SERVICE 

SUMMARY  OF  REQUESTED  INCREASES  FOR  FISCAL  YEAR  1974 

[Dollar  amounts  in  thousands] 

Average 

positions  Amount 

Program  improvement: 

Audit  of  tax  returns - -- 

Taxpayer  service.. 

Tax  fraud  investigations... 

Delinquent  accounts  and  unfiled  returns 

State  income  taxes  (piggybaci<ing) - 

Total  program  increase. - 4,006  60,323 

Maintaining  current  authorized  program  levels .--  426  43,621 

Total  requested  increase 4,432  103,919 

Less  nonrecurring  costs  (mainly  economic  stabilization  i) —2, 882  —62, 187 

Net  requested  Increase  for  fiscal  year  1974 1,550  41,762 

1  To  be  covered  under  separate  request. 

Mr.  Walters.  With  IDRS  installed  in  all  of  our  regions,  we  are 
phasing  it  in  as  quickly  as  possible.  We  expect  to  have  it  fully  phased 
in  by  the  end  of  this  calendar  year.  As  most  of  you  probably  are  aware, 
it  works  something  like  a  computerized  airline  resei'vation  system. 
By  means  of  electronic  communication  with  video  display  screens, 
field  offices  are  linked  directly  with  computerized  taxpayer  accounts 
at  ser\dce  centers.  A  local  IRS  office  quickly  can  determine  the  status 
of  an  account  and  make  adjustments^ — a  credit  for  payment,  and  so 
forth — in  a  matter  of  minutes.  IDRS  not  only  cuts  delay  and  error  in 
dealing  with  taxpayers,  but  also  enhances  the  servdce  centers'  ability 
to  maintain  accurate  accounts.  As  IDRS  becomes  fully  operational 
this  year,  it  will  also  bring  more  efficiency  to  spotting  delinquencies 
in  filing  and  payments  and  in  notifying  taxpayers  of  the  status  of  their 
accounts. 

Last  year  we  told  you  about  progress  on  the  three  new  service  cen- 
ters at  Fresno,  Memphis,  and  Brookhaven.  All  three  now  are  opera- 
tional and  we  are  counting  on  their  productivity  in  1974  as  they  gain 
in  experience  during  this  filing  season. 

This  subcommittee  provided  for  these  major  capital  improve- 
ments— IDRS  and  the  new  centers — in  earlier  budgets.  They  are  just 
two  recent  examples  of  improvements  that  have  helped  the  Service 
cope  with  himdreds  of  millions  of  tax  documents  with  greater  accu- 
racy and  promptness. 


466 

PROBLEMS   FACING   TAX   ADMINISTRATION 

While  we  are  making'  notable  progress  in  our  electronic  capabili- 
ties, in  some  critical  tasks — which  computers  cannot  do — tax  admin- 
istration today  is  plainly  inadequate.  We  are  not  providing  taxpayers 
the  service  they  deserve.  Further,  we  are  not  able  to  administer  and 
enforce  the  tax  laws  adequately  to  keep  our  voluntary  self-assessment 
tax  system  working  properly.  This  is  dangerous  for  a  tax  system  that 
rests  on  the  citizens'  ability  and  willingness  to  comply  with  the  rules 
and  on  their  confidence  that  the  Revenue  Service  will  see  that  all  citi- 
zens pay  their  fair  share  of  the  tax  burden.  The  budget  we  propose 
would  bring  improvement  in  this  respect,  although  it  will  not  cure  all 
of  our  ills.  To  effect  a  cure,  we  need  substantial  resources  over  the 
next  4  or  5  years. 

Mr.  Chairman,  I  would  interpose  the  thought  that  I  view  this  net 
increase  request  of  $42  million  as  the  first  small  bite  in  the  major  im- 
provement we  need  down  the  road. 

BETTER    TAXPAYER    SERVICE 

First,  to  improve  and  extend  taxpayer  service,  we  request  682  addi- 
tional average  positions — $12  million.  We  have  no  higher  priority. 
The  Service  must  be  in  a  position  to  be  more  helpful,  more  responsive 
to  taxpayers,  particularly  at  filing  time.  The  alternative  is  a  citizenry 
that  is  increasingly,  and  in  many  cases  needlessly,  disheartened  by  the 
prospect  of  making  their  returns.  In  the  past  few  years,  as  demon- 
strated by  the  increases  in  the  number  of  taxpayers  turning  to  com- 
mercial return  preparers,  there  has  been  an  alarming  trend  in  this 
direction.  The  Service  has  been  too  shorthanded  to  provide  adequate 
assistance  to  an  ever  larger  number  of  taxpayers  needing  advice  or 
help.  Securing  good  income  tax  returns  is  the  first  step  in  a  sound  com- 
pliance program. 

In  the  past  several  years,  a  whole  army  of  commercial  returns  pre- 
parers has  grown  up  between  the  taxpayer  and  IRS.  Today,  half  of 
the  country's  taxpayers  are  p  ying  fees  to  get  their  returns  made. 
Many  lower  income  and  elderly  individuals  who  can  ill  afford  this 
"surcharge"  in  meeting  their  obligations  are  paying  for  preparation 
of  their  returns.  This  serious  problem  is  symptomatic  of  the  plight  of 
the  taxpayer  and  of  his  need  for  better  information  and  assistance. 

The  problem  has  been  made  worse  by  false  and  misleading  adver- 
tising by  some  preparers  eager  to  capitalize  on  the  situation.  In  view 
of  our  1972  and  1973  investigations,  we  must  question  both  the  com- 
petence and  the  ethics  of  some  of  these  self-styled  tax  experts.  The 
Service  has  uncovered  all  too  many  instances  of  returns  preparers 
engaged  in  serious  tax  fraud. 

The  Service's  powers  for  dealing  with  these  abuses  come  into  play 
largely  after  the  fact — by  auditing  for  suspected  deficiencies  and  in- 
vestigating for  prosecution  of  fraud.  We  have  been  and  are  pursuing 
our  preparers'  program  vigorously.  Working  with  other  Federal  agen- 
cies we  successfully  curbed  false  advertising  by  preparers.  In  his 
budget  message,  the  President  recommended  legislation  to  cope  with 
unscrupulous  preparers.  We  are  working  with  the  Treasury  Depart- 
ment to  submit  proposed  legislation  which  would  make  preparers  share 
with  their  clients  the  consequences  of  inaccurate  and  fraudulent  re- 
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turns,  and  which  would  facilitate  the  identification  of  returns  prepared 
by  suspect  preparers. 

"Wlien  the  widespread  abuses  of  fly-by-nighters  began  coming  to 
light  in  the  closing  days  of  the  1972  filing  period,  the  Service  made  it 
known  it  would  help  its  customers — the  taxpayers.  We  kept  our  offices 
open  after  hours.  In  less  than  a  week,  we  helped  about  2  million  tax- 
payers in  filing  their  returns. 

In  a  broad  sense,  IRS  taxpayer  service  means  directly  helping  those 
taxpayers  who  telephone  or  come  to  IRS  offices;  and  assisting  tax- 
payers indirectly  through  tax  information  in  the  media,  and  through 
various  taxpayer  education  programs.  Our  educational  programs 
reach  college  and  high  school  students,  adult  education  classes,  and 
business  and  occupational  groups.  Through  the  volunteer  income  tax 
assistance  program  (VITA),  we  train  people  in  community  and  wel- 
fare groups  who  give  tax  advice  and  filing  assistance  to  lower  income 
taxpayers. 

PUBLICATTONS,   RTJLTNGS,    AND   FORMS 

As  a  further  aid  to  taxpayers,  the  Service  offers  about  100  tax  pub- 
lications each  year,  some  for  general  use  and  others  tailored  to  par- 
ticular occupations  or  situations.  We  revise  these  each  year  to  account 
for  changes  of  law  or  interpretation.  "Your  Federal  Income  Tax"  and 
"Preparing  Your  Income  Tax"  are  two  of  the  better  known  publica- 
tions. Recently  we  introduced  our  "Spanish  Language  Booklet,"  and 
this  year  we  are  publishing  a  new  booklet  called  "Record-Keeping  and 
Tax  Information  for  Starting  a  Small  Business." 

Another  important  area  of  service  to  the  public  is  our  letter  ruling 
program.  Letter  rulings  interpret  and  apply  the  tax  laws  to  a  specific 
set  of  facts.  They  generally  involve  complicated  transactions  and  are 
sought  and  issued  before  a  contemplated  transaction  takes  place.  So, 
as  you  can  see,  they  have  the  benefit  of  providing  advance  assurance 
of  tax  consequences.  I  might  add  that  benefits  both  the  taxpayer  and 
the  Internal  Revenue  Service.  Members  of  the  public  tell  us  time  and 
time  again  that  without  such  advance  assurance,  they  would  not  be 
able  to  undertake  many  of  their  most  important  transactions. 

In  the  past  5  years,  we  have  issued  nearly  150,000  rulings.  These 
ladings  have  covered  everything  from  accounting  period  changes  to 
pension  and  profit-sharing  plans.  They  have  been  issued  on  virtually 
all  aspects  of  individual,  corporate,  estate,  gift,  and  excise  taxation. 
Of  these  150,000  rulings,  we  have  published  approximately  3,300  in 
our  Internal  Revenue  Bulletin.  A  brief  explanation  is  in  order  here  to 
explain  why  such  a  relatively  small  percentage  of  our  letter  rulings  is 
published  in  the  bulletin.  We  have  established  standards  to  deter- 
mine which  rulings  are  to  be  published  in  the  bulletin.  These  stand- 
ards call  for  the  publication  of  every  issue  except  those  which,  for 
example,  are  "specifically  and  clearly  covered"  by  statute,  regula- 
tions, or  previously  published  rulings.  This  one  exception  alone  results 
in  nonpublication  of  the  overwhelming  majority  of  our  rulings  since 
many  of  the  ruling  requests  involve  situations  which  have  been  pub- 
lished previously. 

But  as  you  can  well  imagine,  a  publication  standard  as  subjective 
as  that  is  requires  us  to  make  judgments  and  reach  conclusions  which 
are  susceptible  to  differences  of  opinion.  It  is  certainly  possible  that 
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in  some  cases  we  are  not  publishing  communications  which  could 
benefit  the  public. 

"We  therefore  have  undertaken  a  study  to  reevaluate  our  letter  rul- 
ing and  publication  programs.  We  solicited  comments  from  every 
segment  of  the  public — from  public  interest  law  firms  to  professional 
associations — asking  them  to  give  us  the  benefit  of  their  thinking  in 
this  area.  A  substantial  majority  of  those  who  wrote  us  were  in  favor 
of  our  publishing  private  letter  rulings  after  deletion  of  all  identifying 
names  and  confidential  information.  Our  study  is  now  nearing  com- 
pletion. 

We  still  must  consult  with  the  Treasury  Department  officials,  and 
also  we  must  consult  with  the  Joint  Committee  on  Internal  Revenue. 
We  are  not  in  a  position,  Mr.  Chairman,  to  make  this  study  public  at 
this  time.  We  think  it  would  be  premature.  But  we  did  want  you  to 
know  it  is  moving  forward,  and  we  are  making  progress.  Just  what 
we  will  finally  decide,  we  do  not  yet  know. 

Good  taxpayer  service  also  means  constant  work  on  the  tax  forms 
themselves  to  make  them  as  simple  as  the  tax  code  will  permit.  This 
year  we  have  revived  the  short  form  1040A.  With  the  15-percent 
standard  deduction  and  removal  of  the  income  ceiling  for  using  the 
1040A,  we  estimate  that  up  to  31  million  taxpayers  can  use  the  short 
form  this  year  without  incurring  any  tax  disadvantage. 

At  this  time  we  have  about  60  percent  of  the  anticipated  76  million 
returns  in  hand.  Of  this  amount,  63  percent,  or  26.5  million,  are  on 
the  long  form :  and  the  balance,  or  37  percent,  15.5  million,  are  on  the 
short  form  1040A. 

THIS  tear's  effort 

Recognizing  the  urgency  of  better  service  and  encouraged  by  tax- 
payers' response,  we  are  doina:  all  we  can  to  expand  our  help  this  year. 
But  we  cannot  do  enough.  We  do  not  have  the  resources.  Our  emer- 
gency efforts  this  year  require  putting  some  audit  and  collection  people 
on  the  taxpayer  assistance  desks.  This  is  a  costly  expedient  which  the 
Service  always  has  found  necessary  to  some  extent,  but  which  we 
should  try  to  avoid  because  it  subtracts  from  essential  enforcement 
activities. 

TAXPAYER   SERVICE   IN    19  74 

Looking  ahead  to  fiscal  year  1974  and  the  next  filing  season,  we  are 
requesting  682  new  average  positions  to  enable  IRS  to  assist  taxpayers 
who  want  help.  We  must  be  in  a  position  to  make  taxpayer  service 
more  uniformly  available  in  all  parts  of  the  country.  Further,  just  as 
soon  as  possible  we  should  get  away  from  hiring  temporary  employees 
to  help  taxpayers  with  their  tax  questions  and  returns.  Using  tem- 
porary employees  for  this  critical  work,  although  necessary  so  far  in 
our  funding  program,  is  unsatisfactory.  It  does  not  provide  a  solid, 
sound  program;  to  the  contrary  it  permits  varying  degrees  of  ade- 
quacy in  responding  to  taxpayers.  We  desperately  need  to  develop  a 
sounder  program  by  hiring  and  keeping  permanent  employees  for  use 
in  this  important  function. 

Of  course,  when  we  are  able  to  do  this,  we  will  use  these  employees 
in  other  areas  of  responsibility  during  the  nonfiling  part  of  the  year. 

Our  request  would  allow  the  Service  to  extend  our  centiphone  sys- 
tem beyond  the  30  districts  in  which  it  is  now  operating  to  include  the 
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remaining  28.  Centiphone  uses  special  lines  and  equipment  leased 
from  the  telephone  company  which  enable  taxpayers  needing  informa- 
tion or  assistance  in  any  part  of  their  IRS  district — usually  a  whole 
State — to  call  a  central  IRS  office  directly,  and  without  toll  charge. 
Centiphone  is  especially  convenient  to  taxpayers  in  outlying  areas 
who  often  can  be  saved  the  time  and  trouble  of  writing  to  or  visiting 
a  distant  IRS  office.  These  central  offices  must  be  staffed  with  trained 
personnel.  Nearly  $5  million  of  the  $12  million  we  are  asking  for  tax- 
payer service  is  to  complete  the  centiphone  systems. 

Our  request  would  let  us  keep  our  offices  open  and  adequately  staffed 
evenings  and  Saturdays  during  the  filing  season.  This  makes  it  pos- 
sible for  taxpayers  to  get  help  without  losing  time  from  work.  It  also 
would  finance  more  temporary  offices,  and  taxmobiles  in  outlying  areas 
for  the  many  taxpayers  with  problems  that  cannot  be  handled  by 
telephone.  The  new  taxpayer  service  specialists  that  our  budget  pro- 
vides would  cut  down  on  the  need  to  detail  audit  and  collection  people 
into  taxpayer  service  during  the  filing  season. 

With  these  planned  improvements  for  1974,  we  would  handle,  per- 
sonally or  by  telephone  or  correspondence,  some  34  million  taxpayer 
requests — about  2  million  more  than  this  year  and  6  million  more  than 
in  1972.  Indirectly,  through  our  various  taxpayer  education  and  volun- 
teer assistance  programs,  which  would  be  expanded,  we  estimate  that 
we  would  reach  another  22  million  people.  These  improvements  in  the 
first  steps  of  compliance  are  very  important. 

TAXPAYER   SERVICE   FOR   SELF-HELP 

The  direction  of  our  taxpayer  service  program  is  one  of  self-help. 
Our  effort  is  aimed  at  greatly  expanding  the  information  and  assist- 
ance necessary  for  self-help.  Virtually  all  of  our  taxpayer  service 
resources  are  committed  in  this  way.  It  is  our  responsibility  to  make 
it  possible  for  taxpayers  to  make  out  their  own  returns  when  they  are 
able  to  do  so.  But  where  a  taxpayer  finds  that  impossible,  and  asks 
us  to  prepare  his  return,  we  should  not  turn  him  away.  In  fact,  we 
are  now  testing  in  four  offices — Boston,  Brooklyn,  Philadelphia,  and 
Washington — a  method  of  using  minicomputers  for  just  that  kind  of 
situation.  The  taxpayer  furnishes  one  of  our  employees  appropriate 
information  for  entry  into  the  console,  which  is  a  typewriterlike  piece 
of  equipment,  and  the  minicomputer  then  computes  and  prints  out  a 
completed  1040 A  ready  for  signature. 

We  have  no  desire  to  compete  with  the  returns  preparation  industry. 
We  do  want  to  rid  the  tax  scene  of  fly-by -nighters  who  victimize  tax- 
payers and  defraud  the  Government ;  that  is  now  one  of  our  enforce- 
ment priorities.  At  the  same  time,  however,  we  recognize  and  value 
the  contribution  to  our  tax  system  of  the  competent  and  responsible 
returns  preparers  and  tax  practitioners.  They  provide  an  indispen- 
sable service  to  those  with  relatively  complicated  tax  affairs  who  desire 
professional  help,  and  they  assist  IRS  immeasurably  in  the  adminis- 
tration of  our  tax  laws.  In  hearings  last  year  before  the  Legal  and 
Monetary  Affairs  Subcommittee  of  the  Government  Operations  Com- 
mittee, leading  professional  and  commercial  tax  representatives  sup- 
ported our  objective  of  curbing  preparer  abuses. 

I  might  add,  Mr.  Chairman,  that  we  have  had  several  indications 
from  the  tax  preparation  industry  recently  that  our  returns  preparer 
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program  is  sound  and  is  helpful  and  is  needed.  We  have  a  chart  on 
taxpayer  service  that  we  will  submit  for  the  record. 
[The  information  follows :] 

TAXPAYER  SERVICE 

Fiscal  years 


1972  1973  1974 


Direct  taxpayer  contacts  (millions) 27.9  32.6  34.5 

Indirect— Taxpayers  assisted  (millions  helped  by  volunteer  and  tax  edu- 
cation programs) 12.9  19.0  22.0 

Districts  with  Centiphone  service 27  30  58 

Note:  New  programs;  Night  and  Saturday  service;  test  of  profiling  review;  test  of  minicomputers;  more  service  locations. 

TAX  LAW  ENFORCEMENT 

If  we  need  better  taxpayer  service  today  to  make  our  system  more 
responsive,  there  is  an  equally  urgent  need  for  better  enforcement  to 
make  it  more  equitable  and  stronger. 

As  has  been  pointed  out  frequently,  our  method  of  taxation  depends 
on  self-assessment  and  payment  by  the  taxpayer.  We  could  not  afford 
direct  assessment  and  collection  of  the  income  taxes  imposed  under  our 
code.  Still  it  is  undesirable  and  unnecessary  for  IRS  to  audit  every- 
one's return.  Voluntary  compliance  is  the  key.  What  we  can  and  must 
do  is  maintain  a  climate  conducive  to  high  voluntary  compliance.  Such 
a  climate  depends  on  the  taxpayer's  confidence  that  the  other  fellow  is 
paying  his  share,  and  on  his  realization  that  there  is  no  future  in  tax 
cheating.  If  we  are  to  meet  this  test,  and  guarantee  this  public  con- 
fidence on  which  so  much  depends,  the  Revenue  Service  must  have  the 
capability  to  maintain  reasonable  audit  coverage,  to  pursue  tax  fraud 
where  it  is  indicated,  and  to  collect  unpaid  taxes  and  secure  unfiled 
returns.  This  is  absolutely  essential. 

PROBLEM  IN  TAX  COMPLIANCE 

Yet  today  we  face  serious  problems  in  taxpayer  compliance  and  a 
real  danger  of  general  deterioration.  There  is  growing  opinion  that 
our  tax  system  is  not  equitable.  One  reason  for  this  is  the  fact  that  we 
are  not  enforcing  the  tax  laws  adequately. 

MORE  TAXPAYERS  AND  NEW  ASSIGNMENTS 

This  situation  has  not  occurred  overnight.  Tax  law  enforcement  has 
been  slipping  for  10  years,  for  a  variety  of  reasons.  In  the  first  place, 
we  have  seen  substantial  growth  in  the  taxpayer  population.  But  more 
significant  has  been  the  rapid  growth  in  higher  income  returns  raising 
more  tax  issues ;  they  are  more  complex  and  more  likely  to  need  audit. 
And  they  take  more  time  to  audit.  Indeed,  in  our  office  audit  program 
we  have  turned  increasingly  to  the  interview  audits  as  opposed  to  cor- 
respondence audits.  Though  more  time  consuming,  they  are  of  better 
quality  and  are  fairer  to  the  unsophisticated  taxpayer.  Opportunity 
for  fraud,  both  in  domestic  and  foreign  dealings,  also  seems  to  have 
grown  in  the  last  several  years. 
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Besides  marked  growth  in  our  regular  work,  each  year  has  brought 
new  assignments  which  lie  outside  the  mainstream  of  tax  responsibili- 
ties. IRS  was  called  on  to  administer  the  economic  stabilization  pro- 
gram. Congress  assigned  it  extensive  regulatory  responsibilities  with 
regard  to  exempt  organizations.  It  has  participated  extensively  in  the 
major  campaigns  to  combat  narcotic  traffickers  and  organized  crime. 
The  recent  revenue-sharing  and  piggybacking  legislation  also  has 
brought  and  will  bring  yet  additional  responsibilities. 

Whereas  IR$  devoted  about  3,000  people  to  major  special  programs 
in  1963,  there  now  are  close  to  7,000  assigned  to  such  programs. 
Although  the  Service  has  received  some  supplemental  funding,  its 
budgets  have  not  been  sufficient  to  counter  the  combined  weight  of 
rising  tax  workload  and  new  assignments.  The  problem  is  especially 
acute  in  the  audit  and  tax  fraud  programs  (charts  13a,  13b,  13c). 

DILUTED  ENFORCEMENT 

What  have  been  the  consequences  for  our  compliance  capability? 
Audit  coverage  is  stretched  thin;  the  percentage  of  returns  audited 
today  is  only  a  fraction  of  what  it  was  10  years  ago  (1.9  percent  today, 
5.8  percent  in  1963  (chart  13d) ).  For  lack  of  manpower,  we  annually 
must  pass  over,  without  investigation,  hundreds  of  cases  of  probable 
tax  fraud.  Backlogs  of  delinquent  taxes  have  become  much  too  large. 
Our  capacity  to  ferret  out  habitual  nonfilers  only  now  is  beginning  to 
get  the  emphasis  it  deserves  after  a  period  of  unavoidable  neglect. 
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[Chart]  Mr.  Chairman,  this  shows  us  how  we  have  used  our  audit 
manpower.  As  you  can  see,  while  relatively  stable,  nevertheless  the 
amount  of  our  audit  manpower  devoted  to  the  regular  audit  program 
has  steadily  been  declining. 

On  the  other  hand,  the  amount  of  our  audit  manpower  utilized  in 
special  programs  has  been  steadily  increasing. 

[Chart]  This  chart  shows  how  we  use  our  intelligence  manpower. 
Here,  too,  as  you  can  see,  in  the  general  programs  there  has  been  a 
decline  over  the  last  10  years,  whereas  in  the  special  programs  there 
has  been  a  steadily  increasing  and,  in  the  last  few  years,  a  sharply 
increasing,  amount  of  the  manpower  spent  on  those  programs. 

NONCOMPLIANCE  AND  REVENUE  LOSS 

What  are  the  consequences  for  taxpayer  compliance  and  for  the  Gov- 
ernment's income  ?  The  most  immediate  consequence  is  the  millions  of 
tax  dollars  forgone  each  year  for  insuiRcient  auditing,  collection  and 
tax  fraud  deterrence.  Far  more  serious  is  the  danger  of  general  deterio- 
ration over  a  period  of  years  in  the  level  of  voluntarv  compliance.  The 
cost  of  such  deterioration  must  be  reckoned  in  billions.  To  illustrate, 
merely  a  1  percentage  point  decline  in  the  rate  of  voluntary  compliance 
across  the  full  range  of  taxpayers  means  a  revenue  loss  of  about  $2 
billion  annually. 

From  our  observation  and  research  in  recent  years,  it  is  increasingly 
evident  that  the  country  does  face  serious  problems  in  tax  compliance 
and  some  trends  that  must  be  reA^ersed.  These  dangers  haA^e  been  high- 
lighted through  the  Service's  joint  compliance  program,  which  has 
been  developed  in  recent  years  to  employ  jointly  the  Audit  and  Intelli- 
gence Divisions  in  identifying  patterns  of  income  omission  and  tax 
evasion  in  typas  of  business,  occupations  and  income  groups.  This  pro- 
gram continues  to  uncover  serious  patterns  of  deliberate  noncompliance 
throughout  the  country.  It  has  revealed  conditions  of  which  the  Service 
has  not  before  been  fully  aware. 

In  the  case  of  most  individual  and  small  corporations  returns  we  are 
able  to  test  compliance  on  a  sample  basis.  For  middle  sized  and  large 
corporations,  statistical  samples  are  not  practical.  In  these  classes,  the 
Service  audits  much  higher  percentasres  of  returns — 100  percent  in  the 
largest  corporation  class.  This  audit  effort  produces  considerable 
additional  revenue  and  points  up  the  importance  of  audit  capability 
in  assuring  compliance.  At  the  same  time,  it  points  up  the  potential 
noncompliance  that  exists  in  corporation  income  tax.  For  example,  our 
coordinated  audit  program,  dealing  with  large  corporations,  aver- 
aged $5,600  for  each  day  of  revenue  a,q;ent  time  expended  and  resulted 
in  $1.3  billion  of  proposed  tax  deficiencies  in  1972. 

The  Service  is  not  able  to  enforce  the  tax  laws  as  fully  as  they 
should  be  and  significant  tax  dollars  are  goinsr  unreported  and  unre- 
covered.  We  must  expect  that  this  tax  gap  will  widen  in  the  years  to 
come  unless  corrective  steps  are  taken. 

We  do  not  suggest  that  it  is  possible  to  close  the  tax  gap  entirely 
or  that  the  tax  law  and  filing  requirements  do  not  have  a  bearing 
on  the  tax  gap.  The  complexities  no  doubt  do  affect  the  gap.  However, 
with  more  adequate  audit  coverage  and  fraud  investigation,  we  can 
reduce  substantially  the  revenue  loss  and  at  the  same  time  assure 
greater  voluntary  compliance. 
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A  lep^timate  question  is :  Can  the  Government  afford  to  forgo  sub- 
stantial revenues  which  it  should  be  realizing  from  tax  laws  already 
on  the  books?  Can  we  afford  widespread  noncompliance  and  the 
inequitable  application  of  the  tax  laws  inherent  in  this  situation?  We 
say  no.  Our  present  inadequate  compliance  capability  is,  not  only 
costing  badly  needed  revenues  today,  but  also  is  a  real  threat  to  the 
future  health  and  high  productivity  of  our  voluntary  self-assessment 
tax  system.  We  cannot  afford  the  price ;  we  must  remedy  the  situation 
promptly. 

A   BUDGET   FOR   BETTER   COMPLIANCE 

It  is  time  for  investment  in  better  tax  administration.  And  that  is 
the  goal  of  our  proposed  budget  for  fiscal  year  1974. 

AUDIT 

Audit  of  tax  returns  is  the  heart  of  the  compliance  effort.  We  are 
asking  for  $40.8  million  of  program  expansion  providing  2,926  new 
average  positions,  largely  for  new  revenue  agents  and  tax  auditors 
with  the  necessary  subprofessional  and  clerical  support.  If  past  experi- 
ence is  any  guide,  the  resulting  additional  audits,  some  300,000  should 
yield  $250  million  in  additional  recommended  tax  in  fiscal  year  1974 — 
many  times  the  cost.  In  addition,  the  greater  voluntary  reporting  in 
the  future  would  multiply  the  benefits.  These  are  not  production  quotas 
or  goals ;  they  are  merely  projections,  based  on  experience,  of  what 
would  result  from  broader  audit  coverage. 

A  more  effective  audit  program  is  not  built  merely  by  adding  agents. 
It  also  requires  better  methods  and  fuller  use  of  the  computer  and 
related  available  technology.  We  are  making  progress  in  both  areas. 

For  example,  we  noAv  are  making  computer  assisted  corporate 
audits.  We  use  programed  audit  tapes  to  extract  from  computerized 
corporate  accounting  records  the  information  needed  for  an  exami- 
nation. This  saves  a  great  deal  of  agent  time.  We  also  are  begimiing 
to  make  industrywide  corporate  audits.  This  too  will  save  considerable 
time  and  achieve  greater  uniformity  between  taxpayers. 

As  we  mentioned  last  year,  we  have  introduced  our  service  center 
audit  programs  which  screen  incoming  individual  returns  for  deduc- 
tions, exemptions,  and  so  forth,  which  on  their  face  are  unallowable. 
We  follow  up  these  returns  with  a  letter  to  the  taxpayers,  pointing 
out  the  errors  and  requesting  agreement  to  corrections.  While  these 
screenings  and  followups  are  limited  in  scope  and  are  not  audits,  they 
are  proving  a  worthwhile  supplement  to  the  overall  compliance  effort. 
We  will  make  about  760,000  such  service  center  reviews  and  corrections 
this  year,  and  we  will  continue  the  program  next  year. 

In  selecting  for  audit,  for  several  years  the  Service  has  used  com- 
puters to  apply  mathematical  formulas  to  scoring  individual  income 
tax  returns  for  likelihood  of  tax  adjustments.  These  discriminant 
function  (DIF)  formulas  are  based  on  criteria  scientifically  developed 
from  our  taxpayer  compliance  measurement  program  (TCMP)  sur- 
veys. Use  of  the  DIF  system  has  been  instrumental  in  weeding  out 
returns  that  do  not  need  audit,  saving  us  manpower  and  saving  tax- 
payers the  nuisance  of  an  IRS  check.  This  means  more  productive  and 
efficient  use  of  our  audit  manpower,  and  improved  taxpayer  relations 
(chart  17a).  In  1974  corporation  returns  (assets  under  $1  million) 
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will  for  the  first  time  be  subject  to  audit  selection  through  these  com- 
puterized formulas. 

IMPROVEMENT  DUE  TO  DIP  SYSTEM 
RATE  OF  NO-CHANGE  AUDITS  AND  AUDIT  YIELDS  (INDIVIDUAL  RETURNS) 

1974  (estimate) 

1969  1972  (new  DIP 

(before  DIP)    (current  DIP)  formulas) 

Percent  of  returns  audited  with  no  change.. 41  30  22 

Average  tax  yield  per  audit ,. $421  $746  $1,078 

Mr.  Walters.  While  our  computers  are  increasingly  valuable  in 
our  work,  they  are  not  a  substitute  for  manpower.  The  basic  compli- 
ance problems  of  under  reporting  or  nonreporting  of  income  and  over- 
reporting  of  deductions  or  exemptions  always  will  require  human 
judgments  obtainable  only  by  application  of  skilled  technical  man- 
power. The  computer  cannot  make  accounting  or  legal  evaluations 
necessary  in  auditing  a  return,  or  make  a  tax  fraud  investigation,  or 
investigate  a  nonfiler — although  it  may  be  a  useful  tool  in  providing 
clues  or  in  retrieving  records. 

TAX    FRAUD 

An  integral  part  of  the  effort  to  maintain  high  voluntary  compli- 
ance is  deterrence  of  tax  fraud.  In  recent  years  the  Service's  capabil- 
ity to  check  adequately  indications  or  suspicions  of  tax  fraud  among 
the  general  population  has  declined.  We  have  had  to  shift  agents  and 
apply  budget  increases  to  organized  crime,  narcotics,  and  other  spe- 
cial law  enforcement  priorities.  These  efforts,  while  critically  impor- 
tant in  their  own  right,  do  not  contribute  significantly  to  general  tax 
compliance.  Prosecution  of  an  underworld  character  is  not  likely  to 
influence  the  tax  habits  of  ostensibly  respectable  citizens.  Prosecution 
of  other  ostensibly  respectable  citizens  does.  We  must  shore  up  our 
enforcement  capabilities  in  the  general  population  area. 

Last  fiscal  year  we  shelved  more  than  1,100  cases  of  indicated  tax 
fraud  because  of  lack  of  agents.  Three  years  before  the  number  was 
only  27.  We  cannot  tolerate  this  trend.  Our  request  includes  135  new 
special  agents  and  supporting  personnel — $2.3  million — to  begin  cor- 
recting it.  In  the  next  4  or  5  years,  we  must  add  substantially  to  this. 

COLLECTION 

To  round  out  the  improvements  we  seek  for  tax  administration  in 
1974,  we  request  86  average  positions — $2  million — for  collecting  de- 
linquent taxes  and  securing  unfiled  returns. 

Like  other  IRS  activities.  Collection  has  been  shorthanded.  As  a 
result,  backlogs  of  delinquent  taxes  and  leads  on  delinquent  returns 
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have  developed.  These  backlogs  should  be  reduced,  and  held  to  man- 
ageable levels.  Our  request  is  for  a  level  of  operation  that  will  gradu- 
ally accomplish  this.  The  efficiencies  of  the  integrated  data  retrieval 
system  in  handling  delinquency  matters  more  promptly  is  helping  and 
at  the  same  time  holding  down  the  manpower  needed  to  handle  this 
function. 

Our  request  also  will  further  revitalize  our  program  to  get  onto  the 
tax  rolls  the  habitual  nonfiler ;  yet  we  are  concerned  with  excise  and 
employment  taxes  as  well.  We  are  mindful  of  the  chairman's  explicit 
concern  with  this  problem.  With  the  help  of  resources  provided  by  the 
committee  last  year  we  have  more  than  doubled  our  nonfiler  program 
this  fiscal  year. 

With  the  resources  requested,  we  will  bring  the  tax  delinquency  back- 
log more  into  line  and  secure  an  additional  120,000  returns  that  other- 
wise would  not  be  filed.  Assessments  from  delinquent  returns  are  up 
from  $394  million  last  year  to  $450  million  this  year;  and,  with  the 
requested  manpower,  we  project  $509  million  in  fiscal  year  1974.  Again, 
there  are  not  quotas,  but  projections,  based  on  experience,  if  what 
would  result  from  applying  more  manpower  to  collection  programs. 

ENFORCEMENT    SUMMARY 

These  programs — audit,  tax  fraud  investigation,  and  collection — 
are  the  key  to  greater  equity  and  productivity  in  the  application  of 
the  tax  laws.  Our  request  is  fully  consistent  with  sound  fiscal  policy. 

The  Internal  Revenue  Service  is  in  a  unique  position  among  Gov- 
ernment agencies  to  help  reduce  the  deficit  and  at  the  same  time  help 
dampen  inflationary  pressure.  Either  from  a  budget  balancing  point 
of  view  or  from  an  economic  stability  point  of  view,  funding  IRS  is 
fiscally  sound  and  counterinflationary.  The  IRS  audit  program,  for 
example,  returns  an  average  of  $7  in  direct  first  year  enforcement 
revenue  for  every  dollar  spent  (chart  20a).  For  collecting  delinquent 
accounts,  the  ratio  is  19  to  1,  and  for  securing  delinquent  returns,  11 
to  1  (charts  20b  and  20c).  While  the  first  year  returns  are  handsome, 
the  continuing  impact  on  voluntary  compliance  is  magnificent. 

BETTER    ENFORCEMENT    VERSUS    HIGHER    TAXES 

Given  a  choice,  higher  compliance  with  existing  tax  laws  obviously 
is  preferable  to  levying  additional  taxes.  Onerous  taxation,  coupled 
with  inadequate  enforcement,  would  multiply  the  incentives  and  op- 
portunities for  tax  evasion.  At  a  time  when  there  is  so  much  concern 
about  the  adequacy  of  Federal  revenues  and  the  equity  of  our  tax 
system,  surely  we  can  and  must  see  that  IRS  is  funded  to  administer 
and  enforce  the  rules  adequately  and  properly.  We  cannot  afford  less. 

[The  charts  follow :] 
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Mr.  Walters.  [Chart.]  This  shows  the  7-to-l  ratio;  at  a  cost  of 
$417  million  in  audit  we  collected  $3,206  billion.  That  is  only  the  first 
year.  The  additional  revenue  that  flows  from  ^eater  voluntary  com- 
pliance we  think  will  be  many  times  greater  than  that. 

[Qiart.]  This  chart  shows  you  an  even  higher  first-year  yield  in  the 
delinquent  accounts  area. 

Here,  at  a  cost  of  $123  million,  we  returned  $2,328  billion,  or  a  ratio 
of  19  to  1. 

In  this  area,  the  delinquent  returns  area,  at  a  cost  of  $34  million  we 
returned  in  the  first  year  $394  million,  for  a  ratio  of  11  to  1. 

NEW  ASSIGNMENTS  FOR    1974   AND  BEYOND 

As  you  know,  the  Revenue  Service  is  no  stranger  to  new  assignments ; 
and,  with  the  recent  enactment  of  State  and  local  fiscal  assistance  leg- 
islation, two  important  new  programs  have  come  our  way. 

Revenue  sharing. — As  you  know,  we  already  are  in  the  midst  of 
revenue  sharing.  The  subcommittee  has  under  consideration  our  re- 
quest for  supplemental  funding  of  $7  million  to  provide  for  the  sub- 
stantial investment  of  manpower  and  computer  capacity  required  by 
this  new  program  this  year. 

Pig gyh aching. — The  State  and  Local  Fiscal  Assistance  Act  also  pro- 
vides for  Federal  collection  of  State  individual  income  taxes  of  qualify- 
ing States  which  enter  into  an  agreement  with  the  Secretary  of  the 
Treasury.  It  is  better  known  as  piggybacking.  Participation  of  just 
two  States  representing  at  least  5  percent  of  Federal  tax  returns  filed  is 
sufficient  to  launch  the  program.  Under  the  advance  notice  provisions 
of  the  law,  piggybacking  may  become  operational  on  January  1,  1975, 
if  the  requisite  two  States  elect  before  December  31, 1973.  Even  though 
no  State  has  applied,  a  number  of  States  have  indicated  interest,  and 
we  f ullv  expect  to  begin  piggybacking  in  1975. 

Implementing  this  new  law  will  add  a  major  dimension  to  IRS's 
role.  The  tasks  of  accounting  for,  enforcing,  and  processing  State  in- 
come taxes  will  require  added  IRS  computer  capacity  and  manpower. 
Although  the  operational  expenses  of  piggybacking  lie  a  fiscal  year 
beyond  this  budget  request,  there  still  is  considerable  preparation  that 
must  be  done  in  advance  if  IRS  is  to  be  ready  when  the  States  begin 
signing  up.  It  must  be  understood  that  this  is  not  a  simple  add-on  to 
the  Federal  system ;  it  is  a  revolutionary  development  calling  for  ex- 
tensive study,  reprograming  and  scheduling  for  implementation. 

The  Service  will  have  substantial  developmental  costs  in  fiscal  year 
1974  in  preparing  for  piggybacking.  In  this  budget  proposal,  we  are 
requesting  177  average  positions  and  $3.3  million.  Most  of  this  re- 
quirement—  (160  average  positions,  $2.9  million — falls  within  the 
ACTS  appropriation  where  new  processing  systems  and  procedures 
must  be  developed  and  the  individual  master  file  substantially  refor- 
matted. Virtually  all  of  the  operations  in  the  service  centers  will  be 
involved  in  the  development  of  piggybacking.  There  also  are  added 
requirements — (14  average  positions.  $230.000 — within  the  compliance 
appropriation,  in  the  Office  of  the  Chief  Counsel,  for  legal  work  re- 
lated to  qualifyina:  States  for  participation. 

Finally,  a  small  but  essential  part  of  the  developmental  work  for  the 
piggybacking  program  is  in  executive  direction — in  the  Office  of  Plan- 
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ning  and  Research.  Three  new  average  positions,  at  a  cost  of  $87,000, 
are  needed  for  the  job  of  developing  and  prescribing  the  withholding 
rates  and  systems  for  States,  for  guiding  and  monitoring  implementa- 
tion of  piggybacking  as  it  affects  various  IRS  functions,  and  for  main- 
taining liaison  with  the  States  concerning  collection  of  their  income 
taxes. 

Even  though  a  high  degree  of  conformity  to  the  Federal  tax  system 
is  required  of  participating  States,  numerous  variations  from  one  State 
to  another  are  permitted  which  present  complexities  and  problems  that 
must  be  accommodated  in  the  Service's  operations.  These  additional 
resources  are  important  to  IRS's  success  in  coping  with  the  many  prob- 
lems and  in  establishing  a  workable  piggybacking  system. 

We  have  not  included  in  this  budget  proposal  any  operating  costs — 
as  distinguished  from  developmental  costs — associated  with  piggy- 
backing. Looking  down  the  road,  however,  we  must  include  in  our 
budget  proposals  for  subsequent  years  the  anticipated  operating  costs 
of  the  piggybacking  system  unless  there  is  a  user  charge  for  this  serv- 
ice. Because  of  the  uncertainty  as  to  how  many  States  ultimately  may 
elect,  and  when  they  may  elect,  budget  proposals  for  such  operating 
costs  necessarily  will  have  to  be  based  partly  on  the  number  of  States 
which  have  indicated  interest  in  piggybackinsf.  For  this  and  other 
reasons,  the  administration  will  propose  legislation  providing  for  user 
charges  to  cover  the  operational  costs  of  collecting  State  individual 
income  taxes. 

FUNDING  THE  NEW  ASSIGNMENTS 

Revenue  sharing  and  piggybacking  are  major  new  programs.  Their 
success  depends  on  the  effectiveness  of  implementation  and  administra- 
tion by  the  Revenue  Service.  You  can  be  sure  that  the  Service  will  give 
to  them  the  same  eners^etic  commitment  it  historically  has  given  to  its 
new  assignments.  To  do  this,  however,  we  must  be  adequately  fimded, 
lest  the  end  result  be  to  sap  the  strength  of  the  Service — hampering  its 
primary  responsibilities  of  assuring  a  healthy  tax  system. 

As  we  mentioned  earlier,  funds  to  extend  the  economic  stabiliza- 
tion program  bevond  April  also  are  beina:  reonested  under  a  separate 
appropriation.  The  purpose  is  to  reimburse  IRS  for  those  phase  III 
expenses  in  the  last  quarter  of  fiscal  year  1973  and  in  1974. 

EMPLOYEE  EVALUATION  SYSTEM 

Mr.  Chairman,  there  is  one  final  subiect  we  would  like  to  touch 
on  in  these  opening  remarks.  The  Internal  Revenue  Service  has  been 
criticized  for  the  allesred  use  of  production  quotas  for  its  enforce- 
ment personnel  and  for  allegedly  basing  promotions  on  numbers  of 
cases  and  dollars  produced.  Obviously,  such  practices  would  lead  to  un- 
fair treatment  of  taxpayers.  It  is  essential  to  the  accomplishment  of  our 
mission — fostering  voluntary  compliance — that  the  public  have  confid- 
ence in  the  fairness  and  impartialitv  of  the  Service's  decisions  and  ac- 
tions. Recently,  a  joint  union-management  committee  made  an  in  depth 
study  of  our  personnel  evaluation  methods  as  applied  to  enforcement 
personnel.  Significantly,  the  task  force's  final  report,  signed  by  both 
union  and  manao-ement  representatives,  does  not  support  the  conten- 
tion that  production  quotas  are  used  to  evaluate  personnel,  nor  does  it 
even  suggest  that  this  is  a  problem  area. 
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For  a  number  of  years  we  have  had  an  absolute  prohibition  on  the 
use  of  quotas  and  this  policy  was  incorporated  into  a  union-manage- 
ment agreement  which  covers  enforcement  pei'sonnel  in  56  of  our  58 
districts.  Also  we  are  reemphasizing  the  policy  in  a  message  to  our  field 
offices  by  stating  that  individual  case  or  dollar  quotas — formal,  in- 
formal or  implied — are  not  permitted  and  will  not  be  tolerated. 

Our  evaluation  system  consists  of  continuing,  day-to-day  assess- 
ment of  the  employee's  total  performance.  The  supervisor  evaluates  an 
employee  on  such  factors  as  quality  of  work,  utilization  of  time,  initia- 
tive, and  judgment.  He  does  this  through  such  means  as  direct  obser- 
vation of  the  employee's  performance  by  accompanying  him  on  a  day's 
itinerary,  by  reviewing  the  employee's  work  as  it  crosses  his  desk, 
through  periodic  review  of  the  employee's  caseload,  and  through  any 
reactions  from  taxpayers.  Obviously,  in  examining  work  products  for 
any  time  period  a  supervisor  is  aware  of  the  quantity  of  work  pro- 
duced, but  that  alone  would  give  an  incomplete  picture  of  the  em- 
ployee's effectiveness  and  its  use  would  be  contradictory  to  our  basic 
policy  which  is  simply  to  determine  the  proper  tax  due — no  more  and 
no  less.  The  various  evaluation  forms  and  instructions  do  not  refer  to 
production  in  any  way. 

One  of  the  purposes  of  this  ongoing  evaluation  process  is  to  deter- 
mine an  employee's  readiness  for  promotion  to  more  difficult  work. 
The  Service  follows  a  very  elaborate  promotion  procedure  which  takes 
all  of  the  above  factors  into  account  as  well  as,  awards  received,  train- 
ing, and  self-development. 

We  recognize  that  a  sound  evaluation  and  promotion  system  for 
our  employees  is  essential  if  we  are  to  deal  fairly  and  responsibly 
with  the  public.  If  you  would  like,  we  can  present  this  evaluation 
system  in  some  detail  during  the  course  of  these  hearings. 

CLOSING  REMARKS 

Mr.  Chairman,  this  completes  our  general  introductory  statement 
on  our  request  for  1974  and  the  major  problems  with  which  it  deals. 
We  greatly  appreciate  the  opportunity  to  review  our  request  for  your 
consideration.  We  recognize  that,  in  pursuing  its  keen  appreciation  for 
and  interest  in  our  critically  important  tax  system,  this  committee 
will  have  questions  about  our  request.  We  will  be  pleased  to  respond 
today  to  questions  and  to  furnish  later  whatever  additional  data  or 
information  the  committee  or  its  members  may  desire  or  need. 

TRAINING  AND  PROMOTION  OF  EMPLOYEES 

Mr.  Steed.  Thank  you,  Commissioner.  In  connection  with  your  most 
recent  statement  here  about  this  evaluation  process  and  promotion 
and  the  quota  charge,  I  know  that  you  have  for  many,  many  years 
conducted  special  training  courses  in  which  your  employees  are  per-, 
mitted  to  participate,  which  enables  them  to  be  placed  on  promotion 
lists.  Could  you  give  us  a  little  more  information  about  the  effort  you 
make  to  provide  your  employees  with  these  promotional  opportuni- 
ties, which  is  based  upon,  not  only  the  experience  they  have  gained, 
but  the  extra  training  on  their  own  time  and  by  their  own  effort,  they 
can  pick  up  to  help  them  get  ahead  in  the  Service  and  work  up  the 
management  ladder. 
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Mr.  Walters.  Yes,  sir. 

As  you  know,  Mr.  Chairman,  we  have  an  elaborate  training  pro- 
gram beginning  at  the  very  lower  rungs  of  our  work  force,  and  going 
clear  through  the  executive  area.  We  select  and  train  those  employees 
that  we  think  have  potential  to  grow.  We  encourage  them  to  do  self- 
study.  We  even  offer  courses,  accounting  courses  and  other  courses, 
that  employees  can  voluntarily  elect  to  take. 

In  our  career  development  program,  this  is  systmatically  reviewed, 
and  our  career  people  do  the  reviewing.  Also  they  do  the  selecting  for 
further  advancement.  In  the  higher  grade  levels  we  have  boards  which 
actually  select  employees  for  promotion  to  higher  work  assignments. 

I  think,  if  I  may,  I  would  ask  the  Deputy  Commissioner  to  tell  you 
a  little  more  about  this  because  he  has  been  working  in  this  area  for 
many  years. 

Mr.  Harless.  To  add  something  further,  although  I  am  not  sure 
there  is  too  much  more  to  be  said,  the  basic  training  courses  are  de- 
signed to  qualify  people  to  do  the  job  for  which  they  are  employed. 
After  that,  in  addition  to  very  careful  supervision  in  their  develop- 
mental period,  they  have  the  opportunity  to  attend  both  advanced 
courses  and  refresher  courses,  which  add  to  their  qualifications  as  they 
at  the  same  time  gain  experience  and  get  exposure  through  training. 
In  that  way,  employees  can  raise  their  abilities  to  handle  more  diffi- 
cult assignments. 

It  is  part  of  a  very  well  coordinated  and  developed  system.  When  it 
was  initiated  many  years  ago,  it  was  referred  to  as  the  blue  ribbon 
program.  It  has  been  in  existence  in  fact  since  1955,  as  it  relates  to  the 
Internal  Revenue  agent  occupation. 

The  other  occupations  within  the  Service  that  are  under  it  were 
brought  in  under  that  program  in  the  later  1950's. 

REVENUE    SHARING — A    NEW    PROGRAM 

Mr.  Steed.  Commissioner,  in  discussing  these  new  functions,  I  would 
like  to  take  up  first  the  revenue  sharina:.  How  many  people  do  you 
now  have  on  board  involved  in  revenue-sharing  work ;  how  many  addi- 
tional will  be  Drovided  in  your  pending  supplemental  request,  and 
how  manv  will  be  working  in  this  field  during  1974  ? 

Mr.  Walters.  Mr.  Chairman,  let  me  answer  first  generally,  if  I 
may. 

In  the  revenue  sharing  itself,  I  do  not  know  that  we  could  cite 
readily  anv  specific  number  of  people  that  we  have  doing  the  work, 
because  this  is  only  one  process  handled  along  with  many  others  as 
the  returns  are  received  in  our  Service  centers.  We  can  give  you  an 
estimate  of  that  nortion  of  that  function. 

We  initially  thouq;ht  this  would  not  take  a  great  deal  of  time,  be- 
cause we  had  only  the  two  population  questions  on  the  return  forms 
to  be  answered  and  then  coded  and  recorded  and  transmitted  by  our 
people. 

However,  we  have  found  that  most  people  are  not  completing  those 
questions  accuratelv.  Some  are  ignoring  them  entirely. 

As  a  result,  our  people  have  had  a  difficult  time  trvinig:  to  provide 
information  that  is  needed  by  the  Office  of  Revenue  Sharing. 
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We  have  done  what  ^ye  can  to  encourage  taxpayers  to  give  us  that 
information  accurately  and  completely,  because  it  means  more  dollars 
will  go  to  their  home  communities.  But  so  far  we  have  not  succeeded 
in  getting  ijood  compliance  on  those  questions. 

Do  we  have  any  specific  estimate  in  response  to  the  chairman's 
questions  ? 

Mr.  Beck.  Yes;  we  do.  In  fact,  we  have  before  the  committee  a 
supplemental  request  for  this  year  for  $7,066  million  that  will  pro- 
vide for  693  average  positions  for  this  year.  This  is  work  that  is  al- 
ready being  carried  out  in  the  service  centers. 

Mr.  Walters.  For  fiscal  1973. 

REVENUE-SHARING  DATA   ON  TAX  RETURNS 

Mr.  Steed.  It  is  my  understanding  that  a  place  on  the  income  tax 
return  was  provided  for  the  taxpayer  to  show  what  political  subdivi- 
sion he  resided  in  ? 

Mr.  Walters.  Yes. 

Mr.  Steed.  This  is  what  your  determination  amounts  to,  to  give 
the  Treasury  Department  some  figures  on  what  each  subdivision  has 
in  the  way  of  people  and  their  income. 

PENALTY    RELATING    TO    REGIONAL    DATA 

Mr.  Walters.  That  is  right,  sir. 

Mr.  Steed.  I  think  it  also  provides  for  a  penalty  in  the  event  the 
taxpayer  does  not  fill  out  that  information. 

Mr.  Walters.  Yes,  sir. 

Mr.  Steed.  You  say  that  many  of  them  are  not  complying. 

What  are  you  going  to  do  about  the  penalty  ? 

Mr.  Walters.  Mr.  Chairman,  we  have  decided  that  we  simply  can- 
not enforce  that  penalty  this  year  because  over  60  percent  of  the  tax- 
payers filing  so  far  have  not  complied  with  that  question,  and 

Mr.  Steed.  Is  it  a  discretionary  matter,  that  you  cannot  enforce  that 
penalty  ? 

Mr.  Walters.  Where  is  counsel  ? 

I  have  been  under  the  impression  that  we  did  have  discretion  not 
to  enforce  it  this  year.  If  that  is  not  true,  then  we  are  going  to  have 
a  real  problem,  Mr.  Chairman. 

Mr.  KoBisoN.  If  the  chairman  would  yield,  I  would  think  the  Con- 
gress would  also  have  a  problem,  if  you  did  enforce  it. 

Mr.  Steed.  I  think  the  Congress  ought  to  have  a  problem  for  pass- 
ing the  provision  in  the  first  place.  That  is  why  I  do  not  want  some- 
body exercising  discretion  to  get  people  off  the  hook  for  the  conse- 
quences of  irresponsible  actions  that  they  may  have  taken. 

What  do  you  estimate  the  cost  would  be  for  you  to  proceed  to  collect 
this  penalty? 

Mr.  Walters.  It  would  be  enormous. 

Mr.  Chairman,  I  am  sure  we  have  made  no  estimate  of  what  it 
would  be,  but  if  we  had  to  contact  60  percent  of  the  76  million  tax- 
payers and  enforce  and  collect  this  penalty,  which  is  $5,  I  believe,  it 
would  cost  us  an  enormous  amount  of  money. 
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PROBLEMS    OF    PUBLIC    NONCOMPLLVNCE 

Mr.  RoBisoN.  Will  the  chairman  yield  further  ? 

We  did  go  into  this,  to  some  extent,  during  our  hearings  on  the  sup- 
plemental, to  which  anybody  who  reads  this  record  might  v/ant  to  have 
reference.  But,  in  telling  us  how  many  people  are  complying,  are  you 
saying  that  such  taxpayers  are  not  complying  at  all,  or  not  complying 
fully,  in  the  figure  you  gave  ? 

Mr.  Walters.  Not  complying  fully,  Mr.  Robison. 

Mr.  RoBisoN.  Yes.  I  think  a  good  example  of  the  problem  would  be 
something  like  this :  Although  I  am  a  resident  of  New  York,  of  course, 
here  in  this  area  I  live  in  Kensington,  Md. ;  that  is  my  post  office  ad- 
dress. I  frankly  do  not  know  whether  Kensington  is  an  incorporated 
village,  township  or  what.  It  is  situated  somewhere  between  Bethesda 
and  Silver  Spring.  I  know  it  is  in  Montgomery  County,  and  in  Mary- 
land, but  beyond  that,  as  a  typical  taxpayer  out  there,  I  would  have  to 
ask  somebody  to  find  out  how  to  answer  your  questions. 

Mr.  Walters.  We  have  found  also  tax  preparers  who  do  not  know 
that  information.  It  is  a  difficult  situation. 

Mr,  Steed.  Now,  Commissioner,  the  purpose  of  this  information,  as 
I  understand  it,  is  to  give  the  Treasury  Department  up-to-date  infor- 
amtion  on  the  census  and  the  average  income  of  these  communities. 
We  have  always  found  that  we  could  do  the  Government's  business, 
both  at  the  Federal  and  State  levels,  very  well  over  a  10-year  period 
by  using  the  census  figures.  Why  all  of  a  sudden,  after  all  the  hundreds 
of  Federal  aid  programs  we  have  had  based  on  old  census  figures,  why 
all  of  a  sudden  do  we  go  to  this  enormous  expense,  600-some  odd  peo- 
ple, $7  million  supplemental,  on  and  on,  to  get  such  accurate  infor- 
mation for  just  this  one  program  called  revenue  sharing? 

special  data  for  revenue  sharing 

What  is  so  sacred  about  this  that  we  have  to  have  all  this  manpower 
and  money  to  purify  this  figure?  How  can  40  percent  of  the  returns 
be  pure  enough  for  you  to  give  them  the  information  they  want  ? 

Mr.  Walters.  Let  me  respond  to  the  last  part  of  that.  I  am  not  sure 
that  the  returns  we  are  receiving  will  be  pure  enough  to  give  them  the 
information  that  they  need,  although  it  seems  to  me  at  the  present  time 
it  will  be  the  best  and  the  most  current  information  they  can  get. 

I  would  assume  that  the  real  purpose  in  the  administration  trying 
to  get  this  information  is  to  recognize  the  mobility  in  the  country 
today,  and  to  try  to  dispense  or  distribute  the  revenue  to  be  shared  on 
a  basis  in  conformity  with  the  facts. 

Mr.  Steed.  That  mobility,  Mr.  Commissioner,  would  be  just  as  im- 
portant to  a  Member  of  Congress ;  his  district  is  based  on  the  old  cen- 
sus figures.  Why  should  his  district  not  be  realigned  on  the  basis  of 
more  up-to-date  figures  ? 

Mr.  Walters.  Yes. 

Mr.  Steed.  Obviously  the  latest  figures  we  could  get  would  be  the 
most  desirable.  But  when  you  get  beyond  the  point  of  diminishing 
leturn  in  the  costs,  I  think  it  is  fair  to  raise  an  issue. 

Mr.  Walters.  Yes. 

Mr.  Steed.  I  want  to  say  right  here  that  I  know  you  were  not  ad- 
vised, and  that  this  is  a  new  job  assigned  to  you,  and  this  problem 
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Ave  are  talldng  about  is  by  no  means  any  fault  of  yours ;  it  is  just  some- 
thing you  inherited.  I  did  not  want  to  leave  the  impression  that  I  am 
blaming  you  for  all  this.  I  am  trying  to  get  some  information  that  ap- 
plies to  it. 

1  intend  to  continue  to  follow  this,  because  I  think  that  those  of  us 
who  oppose  revenue  sharing  have  all  the  right  in  the  world  to  keep 
on  using  all  the  facts  we  can  get  our  hands  on  to  show  how  stupid 
it  was  in  the  first  place  and  how  stupid  it  is  going  to  continue  to  be 
until  somebody  wakes  up  that  this  is  not  the  way  to  run  the  Govern- 
ment's business.  That  is  my  personal  opinion. 

Mr.  Walters.  Yes. 

REVENUE  SHARING  COMPLIANCE  IMPROVING 

Mr.  Steed.  Are  you  always  going  to  have  this  kind  of  a  manpower 
need  if  you  continue  to  function  as  the  law  requires  ? 

Mr.  Walters.  Mr.  Chairman,  let  me  say  this :  The  figures  I  gave  you 
a  moment  ago  were  the  earliest  figures  that  we  had.  We  have  done 
everything  we  can  to  saturate  the  country,  taxpayers,  and  also  pro- 
fessionals who  are  helpmg  taxpayers,  to  try  to  get  this  information. 

I  am  advised  now  that  we  do  have  some  later  figures.  Apparently  the 
compliance  has  jumped  up  considerably.  It  now  is  in  the  neighborhood 
of  70  percent  compliance.  I  would  assume  that  is  not  compliance  with 
the  question  in  a  way  that  is  fully  satisfactory. 

REVENUE-SHARING  PAYMENTS 

Mr.  Steed.  Now,  I  understand  that  in  the  first  payments  of  revenue 
sharing  that  a  sizable  number  of  checks  were  sent  out  to  communities 
that  the  postman  could  not  find.  It  is  kind  of  ridiculous  that  Treasury 
would  have  a  record  of  a  community  entitled  to  some  revenue  sharing 
and  the  postman  cannot  find  that  community. 

Now  that  you  are  asking  people  to  give  you  a  statement  on  what 
jurisdiction  of  government  they  live  in,  what  is  going  to  happen  if  some 
brand  new  communities  show  up  ? 

Mr.  Walters.  And  they  will. 

Mr.  Chairman,  we  think  this :  That  if  we  are  required  in  subsequent 
years  to  get  this  information,  we  are  going  to  have  to  design  a  better 
system  to  get  the  accurate  information  and  also  make  it  easier  for  us  to 
process  it.  Because,  quite  frankly,  we  base  our  estimates  on  this  thing, 
as  you  know  from  the  supplemental  hearings,  on  a  very  rapid  han- 
dling of  each  one  of  these  questions.  That  has  not  been  possible,  I  would 
think,  though,  in  the  future,  we  ought  to  find  a  better  way  to  do  it 
without  any  vast  increase  of  manpower. 

FUNDING  ECONOMIC  STABILIZATION 

Mr.  Steed.  The  other  new  function  you  mentioned  was  this  economic 
stabilization  program.  Of  course,  phase  I  and  phase  II  have  been  com- 
pleted. We  are  now  discussing  phase  III. 

Mr.  Walters.  Yes. 
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Mr.  Steed.  In  presenting  their  budget  last  year,  I  do  not  recall — 
could  they  use  their  funds  to  reimburse  you  ? 

Mr.  Walters.  No,  sir. 

Mr.  Steed.  Or  did  you  furnish  all  your  manpower  gratis  to  them  ? 

Mr.  Walters.  Well 

Mr.  Beck.  In  the  fiscal  year  1972,  Mr.  Chairman,  we  were  not  cut 
back  5  percent  like  other  Government  agencies.  In  lieu  of  taking  that 
reduction  we  took  on  the  stabilization  function  and  we  spent  some- 
thing over  $30  million  in  the  course  of  it.  For  fiscal  year  1973,  the 
current  year,  the  request  for  the  stabilization  function  was  included 
in  the  request  before  you  and  this  was  to  carry  the  function  through 
April  30  of  this  year  when  the  President's  wage  and  price  control 
authority  expires. 

For  the  balance  of  this  year,  from  the  period  April  30  to  June  30  and 
for  next  year,  the  funds  for  the  economic  stabilization  program  will  all 
be  requested  by  the  Cost  of  Living  Council  and  they  will  either  transfer 
our  portion  of  the  moneys  to  us  or  they  will  reimburse  for  expenses  in- 
curred. 

This  would  carry  then  the  program  through  a  1-year  extension  until 
April  30, 1974. 

Mr.  Steed.  Now,  in  their  budget  request,  if  memory  serves  me 
right,  they  were  anticipating  going  out  of  business  in  April.  So  they 
did  not  ask  for  full  year's  fimding  for  all  the  months  remaining.  They 
phased  down  with  the  idea  that  by  the  end  of  March  they  would  be 
pretty  much  out  of  business  and  for  April  they  would  only  need  a 
skeleton  force  and  a  very  nominal  amount  of  cost.  This  still  would  not 
impact  on  you,  since  you  are  furnishing  all  the  manpower  for  the 
work  you  do  at  your  own  expense. 
Mr.  Beck.  Well,  we 

Mr.  Steed.  In  other  words,  you  are  going  through  March  and  April 
full  fledged,  without  any  of  the  phasing  down  that  they  did  in  their 
own  budget  request? 

STABILIZATION  FUNDING  IN  FISCAL  YEAR   19  73 

Mr.  Beck.  In  our  1973  budget  request,  Mr.  Chairman,  we  included 
some  $43  million  to  carry  us  through  April.  This  assumed  that  there 
would  be  some  phasing  before  April  with  the  thought  the  program 
would  expire.  Of  course,  now  the  program  has  been  cut  back,  but  it 
is  not  anticipated  that  it  will  be  phased  out  entirely.  So  we  a^ume 
that  the  Cost  of  Living  Council  will  include  an  amount  for  additional 
financing  for  us  to  carry  us  through  the  rest  of  the  year. 

Mr.  Steed.  We  are  getting  close  to  iust  a  little  over  30  days  from 
the  end  of  existing  law.  Suppose  the  Congress  does  not  get  around  to 
extending  the  law  before  April  30,  what  sort  of  a  bind  would  that  leave 
you  in? 

Mr.  Beck.  I  think  one  alternative,  and  I  would  like  Mr.  Widmayer 
to  concur,  is  that  the  Office  of  Management  and  Bud^ret  might  allow 
us  to  spend  under  the  deficiency  apportionment,  which  is  spending  in 
anticipation  of  deficiency. 

Mr.  Widmayer.  There  is  another  alternative,  we  could  send  forward 
language  that  would  make  a  supplemental  appropriation  effective  only 
if  this  legislation  is  passed  by  the  Congress. 
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Mr.  Steed.  Could  you  put  in  the  record  a  dollar  total  and  a  man- 
power total  that  both  revenue  sharing  and  the  economic  stabilization 
have  imposed  on  your  agency  for  the  year  ? 

Mr.  Walters.  For  this  fiscal  year? 

Mr.  Steed.  Yes. 

Mr.  Walters.  Yes,  sir. 

Mr.  Steed.  And  the  additional  amounts  that  would  be  added  to  that, 
assuming  it  all  goes  full  fledged  through  1974  ? 

Mr.  Walters.  Yes,  sir. 

[The  information  follows:] 

MANPOWER  AND  COSTS  FOR  REVENUE  SHARING  AND  ECONOMIC  STABILIZATION 
REVENUE  SHARING 

Avercge  Amoun' 

positions        (thousands) 

Fiscal  year  1973 i  792  i$7, 650 

Fiscal  year  1974 i  825  '  9,386 

ECONOMIC  STABILIZATION 

Fiscal  year  1973 3,090  $48,091 

Fiscal  year  1974 1,361  28,772 

1  Based  upon  the  current  productivity  rate,  the  792  average  positions  and  $7,650,000  shown  above  for  fiscal  year  1971", 
represent  99  average  positions  and  $584,000  over  the  requested  fiscal  year  1973  supplemental  appropriation,  which  it  wi 
be  necessary  to  absorb  in  both  fiscal  years  1973  and  1974. 

stabilization^  versus  employment  cutback 

Mr,  Steed.  In  other  words,  I  would  like  to  have  the  actual  and  the 
estimated  for  this  year  and  the  estimated  for  next  year  so  we  could 
make  a  comparison  with  the  two  items. 

Mr.  Walters.  Very  well,  sir. 

Mr.  Steed.  You  say  you  did  not  get  the  5  percent  cutback.  How  much 
better  would  you  have  been  if  you  had  just  been  allowed  to  go  ahead 
without  the  5  percent  cutback  ? 

Mr.  Walters.  Mr.  Chairman,  we  would  have  been  immensely  better 
off.  As  it  turned  out,  the  5  percent  cut  would  have  caused  us  to  reduce 
our  work  force  in  the  neighborhood  of  4,000  people,  whereas,  in  the 
stabilization  effort,  we  have  used  somewhere  between  3,000  and  3,500 
people.  So  we  actually  came  out  a  little  better  than  we  would  have  had 
we  had  no  stabilization  role  and  we  had  had  to  take  the  5  percent  cut. 
But  if  we  could  have  kept  all  of  our  manpower  and  gone  forward 
without  a  stabilization  role,  then  we  would  have  been  able  to  do  a  great 
deal  more  in  the  tax  field. 

I  would  like  to  add  this,  though :  actually,  stabilization  for  the  Serv- 
ice, while  it  has  caused  some  adjustments,  and  it  has  been  some  incon- 
venience, it  also  has  been  good  for  us  in  some  respects.  It  has  given 
us  a  new  vital,  exciting  job  to  be  done,  and  our  people  have  gone  at 
it  enthusiastically  and  I  think  have  done  a  good  job  under  the  cir- 
cumstances. 

Some  of  our  people  who  have  worked  in  the  stabilization  effort  have 
really  gotten  a  new  birth  in  their  work,  so  to  speak.  They  have  be- 
come excited,  they  have  gotten  out  of  a  rut.  We  think  there  are  some 
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advantages  to  us,  although  if  we  could  have  used  them  in  our  tax  field, 
naturally  we  would  have  been  further  ahead  in  that  area. 

FALSE   ECONOMIES 

Mr.  Steed.  Now,  Commissioner,  as  I  followed  your  statement  here 
and  read  between  the  lines,  I  think  there  is  some  basis  for  a  feeling  of 
alarm  at  some  of  the  points  you  brought  up  and  some  of  the  warn- 
ings you  sounded  here  about  the  trend  that  this  whole  IRS  has  been 
following  in  recent  times. 
Mr.  Walters.  Yes. 

Mr.  Steed.  And  what  sad  consequences,  not  too  far  down  the  road, 
can  we  expect  if  that  trend  is  not  reversed?  Once  before  the  powers 
that  be  imposed  a  manpower  freeze  on  the  Government,  including  the 
Internal  Revenue  Service.  We,  this  subcommittee,  under  mv  chair- 
manship, protested.  We  could  not  see  any  sense  in  it.  Well,  they  did 
not  pay  anv  attention  to  us.  They  went  ahead  and  did  it  anyway.  It 
just  seems  like  the  policymakers  are  going  to  make  an  across-the-board 
rule  and  they  are  going  to  apply  it  to  the  whole  Government 
willv-nilly. 

Mr.  Walters.  Yes,  sir. 

Mr.  Steed.  We  documented  in  the  hearings  the  next  year  that  we 
lost  $556  million  in  lost  revenue  collection  as  compared  with  $45  million 
saved  as  a  result  of  the  freeze. 

This  was  such  a  shocking  and  startling  revelation  that  I  just  thought 
the  Government  would  never  make  this  mistake  again.  But  here  they 
are  in  effect  doing  the  same  thing  to  IRS  again  at  a  time  when  we  need 
money  worse  than  we  have  ever  needed  it. 

I  just  do  not  understand  the  sense  to  it.  I  am  sure  that  somewhere 
along  the  line  that  you  tried  to  make  some  of  these  points  clear  to  the 
powers  that  be ;  I  hope  vou  did. 
Mr.  Walters.  We  did,  sir. 

Mr.  Steed.  And  T  just  for  the  life  of  me  cannot  understand  why  we 
continually  have  this  crippling  of  our  main  revenue-producing  agency 
at  a  time  when  it  ought  to  be  just  the  opposite  of  that. 
Mr.  Walters.  Yes. 

Mr.  Chairman,  I  have  been  preaching  just  tliis  ond  I  think  that  we 
are  beginning  to  see  some  results,  because  I  think  the  fact  that  we  are 
here  askinq  vou  for  $42  million  net  additional  over  what  we  have  been 
authorized  for  this  fiscal  vear  is  an  indication  that  they  are  beginning 
to  see  the  point  vou  are  making. 

I  certainly  aa:ree  with  you.  It  is  time  that  we  be^-in  to  see  that,  and 
that  we  practice  it,  because  we  are  losing  money.  While  the  money  is 
important  currently,  it  is  far  more  important  that  we  keep  this  tax 
system  working  properly. 

consistent  enforcement  necessary 

Mr.  Steed.  One  of  the  frinire  benefits  that  I  alwavs  thought  we 
would  get  from  compute rizinq;  the  Service  was  this  abilitv  to  retrieve 
information  about  tax  dodqfers  who  do  not  even  bother  to  file  returns. 
Well,  what  is  the  use  of  having  the  information  if  we  do  not  have  the 
manpower  to  do  something  about  it  ? 
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If  that  word  gets  around  that  IRS  has  the  information  on  tax 
evaders,  but  is  not  doing  anything,  it  causes  other  people  to  say,  "Well, 
what  is  the  use,  he  got  away  with  it.  I  will  try  it."  It  becomes  like  a 
cancerous  disease. 

Mr.  Walters.  That  is  right. 

NONFILING   PUBLIC    OFFICIALS 

Mr.  Steed.  One  thing  that  I  have  talked  to  you  about  is  this  business 
of  elected  public  officials  not  filing  tax  returns  and  getting  away  with 
it.  Now  I  know  that  you  have  limits  on  what  you  can  tell  the  public 
about  what  is  going  on  in  your  shop.  But  the  retrieval  program  would 
lend  itself  to  making  that  kind  of  information  available. 

For  instance,  you  could  post  the  names  of  all  the  elected  public  offi- 
cials in  a  given  jurisdiction  who  did  file  returns  and  it  would  not  take 
much  ingenuity  to  figure  out  those  who  had  not  filed.  Are  we  going  to 
be  able  to  provide  this  kind  of  information  to  the  press  at  some  near 
date  in  the  future  if  they  so  desire  it  ? 

Mr,  Walters.  Mr.  Chairman,  under  the  law  as  it  now  stands,  i|ka 
member  of  the  press  requests,  asks  us  a  question  about  a  public  official, 
or  for  that  matter  anyone  else,  in  the  proper  way,  then  we  are  re- 
quired by  law  to  say  yes  or  no,  he  did  or  did  not  file.  I  think  if  that 
provision  were  used  fully,  that  your  goal  would  be  achievable  today. 

IMPROVING  the  program  AGAINST  NONFILERS 

The  thing  that  distresses  me,  just  as  you  indicate  you  are  distressed, 
is  that  at  this  point  we  have  not  been  more  on  top  of  the  problem  of 
nonfilers.  I  am  sure  you  will  be  pleased  to  know  that  we  are  presently 
planning  to  be  able  to  do  a  much  more  adequate  job  in  this  respect  in 
the  next  2  or  3  years.  By  1976  we  think  we  are  going  to  have  100- 
percent  matching  of  information  documents — W-2's,  1099's,  all  sorts 
of  information  documents — which  so  far  we  have  not  matched  100 
percent. 

Now,  with  this  100-percent  matching,  frankly,  we  are  going  to  see 
a  lot  of  people  fall  out  as  nonfilers  that  have  i3een  getting  by  up  to 
this  point. 

Mr.  Steed.  As  a  psychological  matter,  if  it  was  known,  for  instance, 
that  in  the  State  of  Oklahoma  the  press  was  going  to  print  the  names 
of  all  elected  officials  who  had  not  filed  returns.  If  they  knew  that  was 
going  to  happen,  I  will  bet  you  that  you  just  would  not  have  any 
elected  public  officials  forgetting  to  file  returns. 

Mr.  Walters.  That  is  right. 

Mr.  Steed.  It  might  just  help  your  business,  the  fact  that  the  public 
knew  this  was  going  to  be  done  ? 

Mr.  Walters.  Yes.  In  view  of  increasing  interest  in  this,  I  should 
tell  the  committee  what  we  have  done.  We  have  advised  our  various 
field  officials  that  they  should  prepare  and  hold  a  list  of  public  officials 
so  that  if  we  get  an  inquiry  we  can  respond  promptly.  It  will  not  take 
a  long  time  for  us  to  check. 

So  we  have  the  information  on  public  officials  and,  if  we  are  requested 
for  it,  we  are  prepared  to  g-ive  it. 

Mr.  Steed.  I  hope  our  friends  in  the  press  take  advantage  of  what 
you  have  just  said. 
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ANSWERING  INQUIRIES  ABOUT  FILING 

Mr.  Myers,  If  the  gentleman  will  yield,  how  much  harassment  is 
going  to  be  involved  in  that  attempt?  How  much  time  is  it  going  to 
take  you  to  answer  people  like  Ralph  Nader  and  Jack  Anderson  who 
are  going  to  send  you  a  list  of  4,000  people  to  investigate  ? 

Mr.  Walters.  If  we  got  a  list  of  4,000,  it  would  be  a  problem.  These 
requests  have  to  go  to  the  district  in  which  that  person  lives  or  files 
his  return. 

So  that  it  would  hardly  be  feasible  for  anyone  to  present  such  a 
list.  Ordinarily,  we  get  requests  asking  about  a  single  individual  or 
else  a  small  group  of  individuals. 

Mr.  Myers.  If  the  chairman  will  continue  to  yield,  I  wonder  if  it 
might  not  be  used — you  will  be  writing  articles  for  these  papers  in 
essence  because  some  of  these  reporters  are  going  to  be  sending  you  a 
whole  list  of  people,  saying,  "I  wonder  how  many  of  these  I  will  catch 
in  my  net?" 

Is  this  going  to  happen  when  you  open  this  thing  up  ?  Is  the  answer 
to  that  either  a  yes  or  a  no  ?  You  do  not  have  to  say  how  much  is  paid  ? 

Mr.  Walters.  No,  just  a  yes  or  no  whether  he  has  filed  or  he  has  not. 

Mr.  Steed.  I  hope  if  there  are  any  public  officials  who  have  not  filed 
a  return  they  do  get  caught  in  the  net.  Because,  every  time  they  do  not, 
it  reflects  on  all  of  us. 

investigation  of  nonfilers 

Mr.  Miller.  If  you  have  this  information,  why  are  they  not  investi- 
gated and  charged  ? 

Mr.  Walters.  We  do,  but  we  cannot  tell  that.  If  we  have  the  in- 
formation, do  not  worry,  we  follow  up  on  it.  In  fact,  you  see,  we  cannot 
give  out  any  information  about  a  person's  tax  return  or  whether  he 
has  filed  one,  except  in  this  one  area.  The  law  does  provide  that,  if  we 
are  asked  whether  Mr.  X  filed  his  tax  return  for  1969  in  a  particular 
district,  we  are  required  to  answer ;  that  is  the  one  exception. 

Now,  in  the  past  we  have  had  only  a  relatively  few  instances  where 
they  ask  about  more  than  one  individual.  In  a  few  of  our  districts  we 
have  had  reporters  come  in  and  ask  about  all  the  members  of  the  State 
legislature.  Of  course,  when  we  get  such  inquiries,  with  the  names  and 
asked  in  the  proper  way,  we  are  bound  to  respond.  So  far,  though,  it 
has  not  been  overwhelming. 

Mr.  Steed.  I  have  some  more  questions.  Commissioner,  but  right 
now  I  am  going  to  yield  to  the  gentleman  from  New  York. 

Mr.  RoBisoN.  I  yield  to  Mr.  Miller. 

Mr.  Steed.  I  thought  you  were  finished.  I  am  sorry. 

Mr.  Miller.  No,  I  had  one  more  point. 

If  you  have  a  list  of  publicly  elected  officials  that  have  not  filed,  are 
they  investigated  and  charged  ? 

Mr.  Walters.  Yes,  sir,  they  are.  We  secure  returns  from  them  plus 
any  taxes,  penalties,  and  interest  that  are  due.  And,  quite  frankly,  we 
prosecute  them  at  times. 

Mr.  Miller,  And  ria:htly  so. 

Mr.  Walters.  We  have  prosecuted,  as  I  believe  most  of  you  know, 
a  Member  of  Congress  just  recently  and  another  a  couple  of  years 
ago — and  I  might  say,  one  on  both  sides  of  the  aisle,  fortunately.  But 
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we  just  have  to  do  it  because  if  we  did  not  do  that  we  would  be  down 
the  drain  in  a  relatively  few  years. 

Mr.  Miller.  The  implication  here  is  that  there  would  be  quite  a 
few  public  elected  officials  that  are  not  filino^  tax  returns.  Now  we  are 
saying  you  do  pursue  this  and  you  do  collect  the  tax  from  them. 

Mr.  Walters.  Yes. 

Mr.  Miller.  So  you  would  not  have  a  list  of  officials  who  should 
have  filed,  but  did  not  ? 

Mr.  Walters.  Well,  if  you  mean  a  long  list,  probably  not.  But  I 
have  an  idea  that  the  chairman  may  be  right  that,  if  we  checked  every 
public  official  across  the  country,  we  would  have  more  than  we  like 
to  think. 

Mr.  Miller.  Perhaps  you  had  better  find  a  method  to  crank  that 
into  the  computer. 

prosecution  and  publicity 

Mr.  Steed.  Every  time  they  do  have  to  prosecute  one,  there  are  big 
headlines  about  it  and  every  other  public  official  has  a  cloud  cast  on 
him.  I  think,  since  we  comply  with  the  law,  the  worst  thing  should 
happen  to  those  who  are  elected  and  who  do  not  comply  with  the 
law;  they  should  be  brought  to  justice.  This  is  why  I  advocate  this. 

Mr.  Miller.  That  was  the  point  in  my  question.  Wliy  is  it  not 
already  happening  ? 

Mr.  Steed.  It  does  happen.  "VVlien  it  gets  in  the  paper,  then  we  are 
all  in  trouble.  I  think  if  they  knew  this  is  going  to  happen  to  them, 
the  press  is  going  to  start  poking  around,  they  would  not  take 
the  chance.  They  would  get  that  return  in  there  and  we  would  not 
a  lot  of  bad  publicity  about  some  public  officials  that  did  not  do  their 
duty. 

Mr.  RoBisox.  We  could  all  get  off  the  hook  by  doing  as  the  Senator 
from  Wisconsin  just  did  and  publish  our  tax  returns  right  in  the 
Congressional  Record.  That  proves  one  did  file. 

Mr.  Steed.  Well,  for  the  amount  of  information  they  would  get  out 
of  reading  mine,  the  cost  of  the  Record  would  offset  the  value  of  it. 

Mr.  RoBisox.  This  particular  Senator  had  some  harassing  tales  to 

Mr.  Walters.  May  I  say  this,  Mr.  Miller:  I  share  the  chairman's 
concern  in  the  nonfiler  area.  I  might  say,  though,  that  it  is  not  just  with 
public  officials  that  we  have  problems.  As  all  of  you  know,  I  am  a 
member  of  the  legal  profession.  And  we  have  found  disturbing  in- 
stances of  nonfiling  in  that  profession  as  well,  which  distresses  me  no 
end.  We  have  discussed  and  considered  this  with  leaders  of  the  bar 
and,  hopefully,  they  are  going  to  try  to  do  something  about  it.  Other 
professionals,  accountants,  doctors,  and  others,  a^so  fail  to  file.  So  fail- 
ure to  file  is  not  limited  to  the  public  area ;  although,  I  think,  as  the 
chairman  indicates,  American  citizens  look  to  their  public  officials 
to  lead  the  way  properly  and  it  does  make  a  bigger  splash  and  vou  do 
draw  greater  criticism  when  it  is  a  public  official  who  has  not  filed. 

Mr.  RoBisoN.  Along  that  same  line,  one  of  the  former  Members  of 
Congress  who  was  a  nonfiler  did  his  nonfiling,  so  to  speak,  during 
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the  days  when  he  was  an  attorney  rather  than  a  Member  of  Congress, 
as  I  remember  the  situation,  though  it  may  have  carried  on  into  his 
congressional  term. 

STABILIZATION    PHASE   III   FINANCING 

In  other  areas,  Mr.  Commissioner,  I  want  to  see  if  I  can  clarify  the 
phase  III  situation.  You  tell  us,  on  page  2,  that  the  President's  budget 
provides  for  separate  funding  for  the  phase  III  expenses,  whatever 
they  may  be.  To  make  sure  the  record  is  clear,  that  budget  request 
for  phase  III  costs  is  not  going  to  be  made,  and  is  not  made,  in  the 
budget  request  now  before  us  for  IRS. 

Mr.  Walters.  That  is  true,  sir. 

Mr.  RoBisoN.  However,  what  will  be  the  impact,  if  you  have  any 
information  on  it  so  far,  on  IRS  manpower  needs  during  the  balance 
of  this  fiscal  year  and  in  fiscal  1974  as  a  result  of  phase  III  insofar 
as  we  now  understand  it  ? 

Mr.  Walters.  Mr.  Beck  ? 

Mr.  Beck.  Yes.  The  program  during  phase  II  has  been  carried  at  a 
level  of  about  3,000  people.  I  think  2,882  is  the  number  of  average  posi- 
tions. We  are  anticipating  that  in  phase  III  we  will  be  operating  at  a 
level  of  approximately  1,500  average  positions,  something  close  to  half 
of  the  phase  II  level. 

We  are  beginning  to  reduce  our  people  assigned  to  that  program  at 
the  present  time.  So  that  I  believe  we  will  expect  to  have  about  2,500 
people  working  on  stabilization  by  June  30  and  that  the  average  for 
next  year  will  be  about  1,500. 

Mr.  RoBisoN.  This  time  around,  it  would  apparently  be  on  a  reim- 
bursable basis. 

Mr.  Beck.  Either  reimbursement  for  services  provided  or,  as  we 
would  prefer,  the  money  would  actually  be  transferred  to  the  Service. 

Mr.  RoBisoN.  In  other  words,  we  do  not  have  to  anticipate  in  this 
subcommittee  a  supplemental  request  for  IRS  to  do  whatever  it  is  IRS 
will  be  expected  to  do  during  phase  III,  if  and  when  we  get  it  into 
operation  ? 

Mr.  Beck.  No,  sir.  Although  it  is  my  underetanding  that  you  people 
do  look  at  the  budget  of  the  Executive  Office  of  the  President,  and  that 
is  where  the  request  will  be  made,  so  you  will  be  faced  with  it,  but  not 
in  the  context  of  the  IRS  budget. 

Mr.  RoBisoN.  All  right.  Thank  you. 

FRAUD  AMONG  RETURNS  PREPARERS 

Mr.  Commissioner,  in  light  of  your  remarks  about  the  fact  that  the 
Service  has  imcovered  too  many  instances  of  returns  preparers  en- 
gaged in  serious  tax  fraud,  would  it  be  at  all  possible  for  you  to  give 
us  a  bit  more  information  and  detail  as  to  how  many  such  cases  might 
be  involved  ? 

Would  that  be  violating  a  confidence  or  creating  a  problem  for  the 
Service  ? 

Mr.  Wat.tfrs.  No.  sir.  that  is  entirelv  apnropriate.  We  will  be  nleased 
to  do  that.  This  program,  the  refurns-preparer  program,  began  in  1972 
during  the  filing  season,  at  first  with  a  pilot  project  in  our  Southeast 
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region.  About  midfiling  season,  we  found  in  that  pilot  project  that 
many  preparers  that  we  had  investigated  were  preparing  fraudulent 
returns.  At  that  time,  then,  we  asked  all  of  our  other  regions  also  to 
make  investigations.  They  did.  We  actually  investigated  slightly  over 
3,200  preparers.  We  found  that  1,800  of  them  were  preparing  returns 
that  were  not  accurate  or  were  actually,  in  many  instances,  fraudulent. 

Through  March  15  of  this  calendar  year  we  have  followed  this  pro- 
gram and  we  have  either  indicted  or  arrested  306  preparers  who  were 
preparing  fraudulent  returns. 

We  have  secured  132  convictions,  either  guilty  pleas  or  actual  con- 
victions. 

Most  of  those  related  to  the  1972  program — 16  of  the  306  indicted 
or  arrested  relate  to  the  1973  program  on  return  preparers.  We  have 
several  others  that  are  in  the  process  of  being  prosecuted,  bringing  the 
total  to  about  360.  In  all  of  this,  we  have  had  eight  dismissed  and  five 
acquittals,  which  assures  us,  I  think,  that  the  program  is  sound,  that 
we  are  not  going  against  people  who  are  preparing  good  returns. 

IMPROVING   RECORD    OF   PREPARERS 

I  would  like  to  add,  if  I  may,  that  this  year  we  are  continuing  these 
investigations  and  we  are  finding  a  vast  improvement  over  the  returns 
being  prepared  this  year  compared  with  those  being  prepared  last 
year. 

Mr.  RoBisoN.  In  other  words,  what  you  did  and  have  done  to  date 
in  this  field  has  had  a  deterrent  effect  ? 

Mr.  Walters.  Very  much,  very  much.  Because  at  this  time  we  are 
finding  that  only  23  percent  of  the  returns  prepared  for  us  this  year 
are  fraudulent  or  bordering  on  fraudulent  as  compared  to  roughly  60 
percent  last  year,  at  this  period  in  the  investigation.  So  there  *is  a 
vast  improvement. 

Mr.  RoBisoN.  With  what  other  Federal  agencies  did  IRS  work  in 
order  to  bring  about  improvements  in  procedures  or  regulations  that 
might  help  curb  false  advertising  by  preparers  ? 

Mr.  Walters.  Primarily  Federal  Trade  Commission,  sir. 

Mr.  RoBisoN".  How  did'  you  work  with  the  Federal  Trade  Commis- 
sion in  trying  to  produce  this  kind  of  a  result  ? 

Mr.  Walters.  We  called  to  their  attention  the  advertising  which  we 
thought  was  false  and  furnished  the  information  we  had,  and  they 
did  their  own  investigation  to  supplement  our  investisration.  In  that 
way  they  proceeded,  and  together  we  have  substantially,  if  not  com- 
pletely, cleaned  up  the  advertising. 

tax  preparers'  liability 

Mr.  RoBisoN.  What  liability,  if  any,  does  the  tax  preparer  now  have 
for  producing,  with  or  without  the  connivance  of  the  taxpayer,  a 
fraudulent  return  ?  Is  he,  himself,  subject  to  some  liability  ? 

Mr.  Walters.  The  only  liabilitv  he  is  subject  to  is  criminal  prosecu- 
tion, if  we  can  show  he  prepared  fraudulent  returns.  There  is  no  finan- 
cial penalty  on  him  for  preparing  such  a  return. 

Mr.  RoBisoN.  That  would  require  legislation,  if  there  were  to  be 
such  a  sharing  of  financial  penalties  ? 
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Mr.  Walters.  Yes,  sir. 

Mr.  RoBisoN.  And  you  are  working  in  that  legislative  field  now  ? 

Mr.  Walters.  We  are,  yes,  sir. 

Mr.  RoBisoN.  Do  you  expect  to  be  able  to  present  something  to  Con- 
gress in  this  session  ? 

Mr.  Walters.  Hopefully,  the  Treasury  Department  will  submit 
recommendations  along  this  line  sometime  soon. 

Mr.  RoBisoN.  All  right,  sir. 

Mr.  Walters.  At  least  during  this  session. 

Mr.  RoBisoN.  That,  too,  would  have  a  substantial  deterring  effect,  I 
should  imagine. 

Mr.  Walters.  We  think  so. 

tax  rulings 

Mr.  RoBisoN.  On  page  7,  you  go  into  some  detail,  telling  us  about 
the  letter-rule  program  and  the  study  this  year  you  have  underway 
to  set  new  standards  for  publication. 

Mr.  Walters.  Yes,  sir. 

Mr.  RoBisoN.  Are  these  standards  for  publication  new  so  far,  those 
that  are  mentioned  on  page  7  ? 

Mr.  Walters.  No,  sir.  They  are  not  new.  They  have  been  observed 
for  a  number  of  years.  Basically  the  policy  has  been  to  publish  any 
revenue  ruling  or  revenue  procedure  which  we  think  establishes  a  novel 
principle  that  should  be  followed  and  may  be  applicable  to  other 
taxpayers. 

Mr.  RoBisoN.  Well,  I  do  not  want  to  play  devil's  advocate  here  but, 
somewhere  during  these  hearings,  somebody  is  going  to  ask  you  about 
Mr.  and  Mrs.  Philip  H.  Long,  who  have  had  lots  of  publicity. 

Mr.  Walters.  Yes,  sir. 

freedom   or   INFORMATION 

Mr.  RoBisoN.  Most  recently,  as  detailed  in  a  February  5  article  in 
the  Wall  Street  Journal,  where  we  are  told  how  they  apparently  suc- 
ceeded, under  the  Freedom  of  Information  Act  or  whatever,  in  pro- 
ducing for  their  use,  in  their  own  behalf,  from  the  IRS,  some  of  its 
standards,  rulings,  regulations,  and  so  forth.  What  have  you  to  say 
about  this  case  ? 

Mr.  Walters.  Well,  first  let  me  say  this :  We  have  decided,  and  I  con- 
cur in  this  view,  that  the  Service  has  been  somewhat  too  restrictive  in 
releasing  information  under  the  Freedom  of  Information  Act.  So  we 
have  liberalized  our  rules  insofar  as  we  can  without  violating  the 
rules  which  prohibit  us  from  disclosing  information  of  a  confidential 
nature. 

So  I  think  we  must  concede  at  this  point  that  to  some  extent  the 
Longs  have  been  right  in  their  approach.  But  in  anticipating  that 
somebody  might  ask  a  question,  I  secured  some  information  and,  at 
this  point,  I  would  like,  if  I  may,  to  give  it  to  you. 

Mr.  RoBisoN.  Please. 

Mr.  Walters.  Besrinning  Julv  15,  1970,  and  going  through  March 
15,  1973,  our  records  indicate  the  receipt  of  at  least  238  pieces  of 
correspondence  from  Mr.  and  Mrs.  Long  concerning  freedom  of  in- 
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formation  matters.  Sixty-four  of  these  items  were  received  between 
January  1,  1973,  and  March  15,  1973,  although  Mrs.  Long  at  that  time 
was  in  our  office  for  more  than  a  week  inspecting  materials  which 
were  made  available  in  response  to  previous  requests.  It  is  impossible 
for  us  to  relate  the  number  of  pieces  of  correspondence  to  a  specific 
number  of  requests.  For  instance,  two  early  letters  resulted  in  a  total 
of  2,768  different  blank  forms  being  made  available.  A  subsequent  let- 
ter included  23  pages  of  attachments,  each  of  which  specified  several 
documents  being  requested.  Some  other  letters,  however,  did  not  in- 
clude a  request  or  even  repeat  a  request  previously  submitted. 

We,  I  think,  now  are  taking  the  view,  as  probably  we  must  because 
of  court  decisions  that  have  come  down  and  are  expected,  that,  ex- 
cept for  the  information  which  we  are  prohibited  from  disclosing 
by  statute,  we  must  make  whatever  we  do  available  to  the  public. 

However,  I  think  we  must  insist  that  we  can  never  reveal  con- 
fidential information  about  a  particular  taxapayer.  If  we  ever  begin 
revealing  what  truly  is  confidential  information,  then  I  think  our 
tax  system  is  going  to  be  severely  endangered. 

MORE  PUBLIC  INFORMATION 

Mr.  RoBisoN.  Mr.  Commissioner,  I  like  your  answer.  It  was  you, 
yourself,  who  told  the  Senate  Subcommittee  earlier  this  year  that, 
historically,  tax  collectors  have  not  been  among  the  beloved  and,  as 
you  recall,  the  Bible  classifies  you  among  sinners  and  heathens,  to 
name  just  two  groups.  I  do  not  intend  in  any  way  to  try  to  judge  the 
merits  of  the  Long  case  one  way  or  another,  but  it  does  seem  to  me  that 
you  are  doing  all  you  can  to  take  a  new  look — or  to  have  the  IRS 
take  a  new  look,  under  your  successor — at  this  problem  of  confidential- 
ity of  rulings,  guidelines,  and  so  forth,  and  the  publishing  thereof,  so 
that  fairness  and  equity  remain  the  hallmark  of  our  tax-collecting 
system. 

We  will  look  forward,  all  of  us,  not  just  as  members  of  this  sub- 
committee, but  as  taxpayers  and  as  citizens,  to  the  results  of  the 
study  you  have  instituted  into  this  area. 

Mr.  Walters.  Thank  you,  sir. 

TAXPAYER   SERVICE   EMPLOYEES 

Mr.  RoBisoN.  Now,  when  we  go  to  the  question  of  taxpayer  service 
or  taxpayer  assistance,  and  with  specific  reference  to  the  682  additional 
positions  you  are  requesting  in  fiscal  1974,  what  kind  of  people  will 
these  new  employees  be,  insofar  as  their  training  and  background  are 
concerned  ?  Are  they  going  to  be  accountants,  or  something  less  than 
that  ? 

Mr.  Walters.  Probably,  we  will  have  some  accountants,  probably 
more  of  them  will  be  other  than  completely  proficient  accountants,  but 
hopefully  we  can  get  people  who  have  considerable  educational  back- 
ground, but  who  also  have  the  capacity  for  intensive  training  before 
they  begin  responding  to  taxpayers.  All  of  us  know  that  at  times  we 
give  incorrect  answers  and  at  times  varying  answers.  This  we  really 
cannot  afford  too  long.  That  is  why  we  think  it  is  so  important  that 
we  get  permanent  employees,  train  them  well,  and  keep  them  and  use 
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them  during  the  nonfiling  season  in  other  work  which  has  to  be  done 
anyway. 

Mr.  "Robison.  Well,  I  share  with  you  your  desire — at  least  I  think 
I  do — to  get  away  from  hiring  temporary  employees  to  help  taxpayers 
during  filing  season.  I  can  see  the  value  of  having  a  permanent  em- 
ployee who  is  trained  in  an  ongoing  fashion  and  who  is  kept  up  to 
date,  also  in  an  ongoing  fashion,  relative  to  changes  in  tax  laws,  rules, 
regulations,  and  so  forth.  But,  if  you  get  these  682  average  positions 
from  the  Congress,  will  that  reduce  your  planned  hiring  of  temporary 
employees  by  that  same  amount  or  by  more  than  that  amount  of  people  ? 

Mr.  Walters.  In  general,  if  we  do  receive  authorization  to  hire  addi- 
tional permanent  employees  to  replace  those  hired  during  the  filing 
season  on  a  temporary  basis,  it  should  reduce  our  temporary  hirings 
by  more  than  the  actual  number  of  permanent  employees  we  hire  since 
this  type  of  employee  can  handle  more  work  than  a  temporary 
employee. 

However,  those  specific  682  position  you  refer  to  were  requested 
basically  to  meet  normal  growth  requirements  brought  about  by  in- 
creased numbers  of  taxpayers  filing  each  year,  and  for  program  ex- 
pansion— to  enable  us  to  extend  our  toll-free  telephone  assistance  na- 
tionwide, for  example — and  also  to  enable  us  to  avoid  detailing  other 
higher  grade  personnel,  such  as  revenue  officers,  to  perform  taxpayer- 
service  duties.  Although  we  would  hope  to  be  able  to  begin  reducing 
our  temporary  hires  with  these  682  positions,  they  have  not  been  re- 
quested with  that  directly  in  mind. 

Mr.  EoBisoN.  Have  you  done  any  cost  studies  as  between  temporaries 
and  permanents ;  that  is,  which  category  is  going  to  cost  the  most,  over- 
all, in  dollars,  leaving  aside  for  the  moment  their  productivity  or 
their  capacity  for  doing  the  kind  of  work  you  want  ? 

Mr.  Beck.  I  do  not  know  that  we  have.  Commissioner. 

COSTS   OF  PERMANENT  AND   TEMPORARY   EMPLOYEES 

Mr.  RoBisoN.  Basically,  I  am  asking,  are  the  permanent  employees 
going  to  cost  more,  and  be  at  a  higher  level  than  the  temporaries?  I 
suppose  so,  being  employed  12  months  as  versus  3  months  or  so  for 
a  temporary  employee. 

Mr.  Barron.  The  permanent  employees  are  at  a  higher  rate  than 
the  temporary  employees.  However,  as  the  Commissioner  has  indi- 
cated, we  have  been  exploring  this  question  and  there  is  one  area  we 
are  attracted  to,  and  that  is  what  could  be  called  a  permanent  em- 
ployee who  is  employed  in  part-time  fashion.  We  have  people  willing 
to  work  on  this  basis.  The  continuity  of  their  presence,  even  though 
they  do  not  work  the  full  40  hours  every  week,  has  a  lot  of  parallelisms 
to  a  permanent  person  and  a  lot  of  advantages. 

Mr.  RoBisoN.  Perhaps  vou  could  provide,  in  a  supplemental  fashion 
for  the  record,  some  additional  details  along  the  lines  that  I  had  in 
mind. 

[The  information  follows :] 

What  is  the  cost  implication  of  substituting  part-time  career  employees  for 
the  temj)orary  TSR's  currently  utilized? 

Employees  selected  to  be  x>art-time  permanent  taxpayer  service  reoresenta- 
tives  would  be  given  career  or  career-conditional  appointments.  They  will  have  a 
prescheduled  tour  of  duty  which,  during  the  nonfiling  period  of  the  year,  will  be 
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less  than  40  hours  a  week  depending  upon  taxpayer  needs  in  the  particular 
locale.  During  the  filing  season,  the  tour  of  duty  will  be  changed  to  permit  these 
employees  to  work  up  to  40  hours  a  week  dei^ending  on  the  workload.  Upon 
selection,  these  employees  will  be  given  grades  ranging  from  GS-4  trainee 
grade  to  the  fully  experienced  working  level  GS-7,  depending  upon  their  edu- 
cation and  experience.  This  is  the  same  grade  structure  established  for  full-time 
permanent  taxpayer  service  representatives.  Since  the  same  standards  are  used 
to  determine  the  TSR  level,  whether  permanent  or  temporary,  the  immediate 
cost  imipact  will  only  be  the  added  costs  of  leave,  retirement,  insurance,  health 
insurance,  and  similar  civil  service  benefits.  Ultimately,  the  part-time  permanent 
TSR  could  achieve  a  working  level  up  to  two  grades  higher  than  he  could  have 
reached  as  a  temporary. 

TEMPORARY    EMPLOYMENT    STATISTICS 

Mr.  RoBisoN.  Also,  if  you  can,  though  I  am  sure  the  chairman  has 
a  question  on  this  in  his  own  respect,  g:ive  us  some  up-to-date  statis- 
tics relative  to  temporary  employees  during  the  last  fiscal  year,  or  in 
this  fiscal  year  up  to  date? 

Mr,  Walters.  Yes,  sir. 

Mr.  RoBisoN.  And  the  cost  of  the  temporary  employees? 

Mr.  Walters.  Yes,  sir. 

[The  information  follows :] 

TEMPORARY  MAN-YEARS  AND  SALARIES 
[In  thousands  of  dollars] 


1972 

1973 

1974 

Man-years 

8,059 

9,819 
59, 992 

9,471 

Total  temporary  salaries 

49,004 

57, 149 

Note.— Temporary  employees  are  used  to  meet  peak  workloads  in  processing  tax  returns,  taxpayer  service,  collection  of 
delinquent  accounts,  and  certain  mass  processing  audit  operations  like  the  unallowable  items  program.  Temporary  funds 
are  also  used  to  participate  in  employment  programs  to  aid  the  disadvantaged. 

EXTENDING  TAXPAYER  ASSISTANCE 

Mr.  RoBisoN.  One  thing  you  hope  to  do  with  some  of  these  additional 
taxpayer  assistants  would  be  to  keep  some  of  your  offices  open,  and  to 
establish  some  temporary  offices  here  and  there,  during  the  rush  of  the 
filing  period.  Can  you  give  us  any  breakdown  of  what  other  costs 
might  be  involved  in  this  regard? 

[The  information  follows :] 

Costs  for  extended  office  hours  program 

Of  the  682  man-years  requested  for  improving  taxpayer  service,"  242  man- 
years  and  $3,046,000  is  for  the  extended  office  hours  program. 

It  will  cost  $800,000  for  such  items  as  rental  of  space  and  utilities  to  enable 
us  to  keep  some  of  our  existing  facilities  open  beyond  regular  working  hours, 
and  provide  for  opening  of  additional  facilities  in  outlying  areas  to  make  our 
facilities  more  accessible  to  taxpayers,  opening  of  some  storefront  offices,  rent 
of  tax  mobile  units,  and  so  forth. 

NONMANPOWER    COSTS   OF   TAXPAYER   SERVICE 

Mr.  RoBisoN.  I  suppose  ^'ou  are  going  to  have  to  have  some  addi- 
tional costs  besides  that  for  the  employees  alone.  Has  anybody  done 
some  work  on  that  ? 

Mr.  Walters.  We  have  done  some  of  that  this  year,  Mr.  Kobison, 
in  that  we  have  opened  some  storefront  offices,  we  have  some  tax 
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mobile  units ;  we  have  some  offices  in  outlying  areas,  trying:  to  be  more 
accessible  to  taxpayers.  We  know  we  will  have  additional  rent  of 
space. 

Mr.  RoBisoN.  More  for  utilities,  I  suppose? 

Mr.  Walters.  Utilities,  right ;  do  we  know,  do  we  have  any  figures? 

Mr.  Beck.  I  might  give  some  spread  of  the  $12  million  we  are 
requesting.  Commissioner. 

[The  information  follows:] 

BREAKDOWN  OF  REQUESTED  INCREASE  FOR  "IMPROVING  TAXPAYER  SERVICE" 
[Dollar  amounts  in  thousands] 

Man-years  Amoun 


1.  Normal  returns  growth 

2.  Centralized  telephone  system  nationwide 

3.  Extended  office  hours. 

4.  Tax  institutes  and  VITA  programs .l"ll[l[[ll[ 

5.  Substitution  of  taxpayer  service  representatives  for  revenue  officer  and  revenue  agent' 

details 163  1,810 

Total 682  12,000 


146 

$2,019 

120 

4,939 

242 

3,046 

11 

186 

Mr.  EoBisoN.  But,  without  that  Saturday  opening,  and  evening 
hours  and  so  forth,  you  will  not  be  able  to  reach  all  of  the  34  million 
people  you  would  like  to  help,  I  presume  ? 

Mr.  Walters.  That  is  right,  sir. 

Many  of  these  people  cannot  come  to  our  offices  or  even  telephone  us 
during  regular  office  hours  because  they  are  working  and  they  would 
have  to  get  off  work.  While  some  of  us  might  be  able  to  get  off  work 
now  and  then  with  some  ease,  many  people  cannot.  That  is  why  we 
decided  we  ought  to  be  open  some  at  night  and  on  Saturday  morning 
during  the  filing  season  to  help  them. 

SELF-HELP   THE   GOAL 

Mr.  RoBTSON.  But  your  goal  will  remain  the  same,  even  with  the 
expanded  taxpayer-assistance  program,  and  that  is  one  of  getting  the 
average  taxpayer  in  a  position  where  he,  or  she,  can  make  out  their 
own  returns  just  as  soon  as  they  have  the  know-how  and  the  first- 
time-around  experience  to  do  so,  correct  ? 

Mr.  Walters.  Yes,  sir,  because  we  cannot  afford  to  help  every  tax- 
payer. We  could  not  ask  you  for  that  much  money,  and,  if  we  did,  you 
could  not  afford  to  give  it  to  us.  So  we  need  to  promote  self-help.  We 
think  we  are  making  considerable  progress,  particularly  this  year  with 
the  short  form.  We  estimate  that  31  million  Americans  can  niake  their 
own  return,  because  that  is  basically  a  very  simple  form.  We  need  to  do 
more  of  this.  And  when  we  do  enough  of  that,  then  we  have  solved  a 
lot  of  our  enforcement  problems. 

noncompliance  and  lost  revenue 

Mr.  RoBisoN.  You  brought  our  attention  again  this  year,  as  you  did 
last  year,  to  the  slippage  in  taxpayer  compliance  and  the  fact  that 
we  are  approaching  a  real  danger,  in  your  words,  of  "general  deteriora- 
tion." I  suppose  that  situation,  if  it  is  an  accurate  picture  of  the  situa- 
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tion,  stems  from  a  whole  variety  of  reasons,  including  the  public 
thought  that  the  tax  system  is  not  equitable.  That  is  the  theme  we 
hear  on  Capitol  Hill  almost  daily.  The  other  is  a  suspicion,  I  suppose, 
that  tlie  IRS  is  not  capable  of  enforcing  the  tax  laws  in  a  way  in  which 
you  would  like  to.  Are  you  able  to  give  us  any  statistical  guesses,  even, 
as  to  how  much  revenue  has  slipped  through  our  fingers  by  virtue  of 
this  general  deterioration,  over  a  period  of  years,  in  the  level  of  volun- 
tary compliance  ? 

I  note,  preceding  your  answer,  that  here  on  page  14  you  tell  us  a 
mere  one  percentage  point  decline  in  the  rate  of  voluntary  compliance 
across  the  board — meaning  across  the  full  range  of  taxpayers — pro- 
duces a  revenue  loss  of  about  $2  billion.  Have  you  any  idea,  Mr.  Com- 
missioner, how  much  we  might  have  lost  over  a  period  of  5  or  10  years, 
let's  say,  in  this  way  ? 

Mr.  Walters.  Yes,  we  do  have.  I  am  trying  to  find  the  figures. 

I  can  from  memory,  Mr.  Robison,  give  you  this :  that  it  has  been 
increasing  where  we  have  been  able  to  measure  it  statistically.  We 
estimate  at  this  point  something  like  $6  billion  per  year  is  lost  on  indi- 
vidual taxpayers  alone;  but  by  1976,  if  the  trends  we  currently  see  are 
not  corrected,  we  estimate  that  this  tax  gap  will  reach  roughly  $8 
billion  per  year. 

Mr.  Robison.  I  bring  these  figures  out  not  in  any  critical  sense, 
insofar  as  Mr.  Walters  or  the  IRS  are  concerned,  but  to  highlight,  Mr. 
Chairman,  that  we  on  this  subcommittee  learned  a  long  time  ago  that 
the  money  we  invest  in  manpower  for  this  program  does  produce  re- 
sults and,  most  importantly,  to  highlight  the  further  fact  that,  unless 
every  taxpayer  in  the  Nation  feels  that  his  neighbors  are  being  re- 
quired to  pay  all  they  owe,  not  more  than  they  owe,  but  all  they  owe, 
then  he  himself  will  continue  to  have  doubts  and  reservations  about 
the  level  of  his  own  required  compliance  with  the  system. 

SPECIAL    PROGRAMS 

Briefly  now,  on  page  13,  there  is  a  reference  to  the  fact  that  you  have 
had  3,000  people  working  on  outside  programs  within  IRS — programs, 
that  is,  outside  the  tax-collecting  mandate — and  that  there  are  now 
close  to  7,000  people  assigned  to  such  programs. 

Again,  I  bring  that  out  to  highlight  what  you  liave  tried  to  explain 
to  us  relative  to  your  difficulties  in  keeping  up  in  the  audit  area. 

AUDIT    COVERAGE 

Let's  talk  about  audit  coverage  for  a  moment.  You  do  tell  us,  at  the 
bottom  of  page  13,  that  audit  today  is  only  a  fraction  of  what  it  was 
10  years  ago.  In  other  words,  1.9  percent,  today,  as  compared  to  5.8 
percent  in  1963. 

Now,  those  figures,  by  themselves,  are  a  bit  misleading  and  do  not 
tell  the  whole  stoiy  to  us,  because  I  am  sure  you  do  audit— and  I  would 
appreciatesomo  figures  from  you  along  these  lines — almost  all  of  the 
taxpayers  in  the  higher  brackets,  and  almost  all  of  the  larger  corpora- 
tion returns,  so  it  is  the  averaging  that  we  are  talking  about  that  brings 
you  down  to  the  1.9  figure. 
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Do  you  have  some  additional  information  on  this  that  would  help 
us  more  fully  understand  the  audit  picture  ? 

Mr.  Walters.  Yes,  sir.  This  is,  as  you  know,  one  of  our  most  critical 
and  most  important  programs,  and  we  can  provide  you  with  a  lot  of 
information. 

We  do  check  the  arithmetic  and  certain  other  items  on  practically 
all  returns  received. 

Mr.  RoBisoN.  One  of  your  charts  here  showed  us,  earlier,  how  much 
you  pick  up  in  that  mechanical  process  alone  each  year. 

Mr.  Walters.  That  is  right. 

We  now  have,  in  addition  to  the  math-verification  program,  which 
is  shown  on  the  chart,  we  also  have  an  unallowable  deductions  pro- 
gram at  our  service  centers,  so  that  we  are  not  only  checking  the  math 
to  see  that  the  returns  are  correct,  but  also  checking  to  see  that  certain 
items  which  statutorily,  without  any  question,  are  not  allowable.  We 
are  picking  up  and  making  adjustments. 

Now,  this  is  not  an  audit.  So  our  1.9  percent  does  not  include  all  of 
that.  If  we  include  all  of  the  checking,  the  figure  would  be  considerably 
higher  than  1.9,  closer  to  2.5. 

I  might  just  note,  Mr.  Robison,  that  the  figure  we  used  for  1963,  of 
5.8  percent,  may  include  some  of  these.  We  at  this  point  do  not  have  a 
breakdown  on  it.  But,  in  any  case,  we  are  including  in  our  1.9  percent 
just  those  returns  where  we  actually  make  audits. 

We  do  considerably  more  than  that  and  we  can  furnish  you  some 
figures  for  the  record  on  that,  if  you  would  like. 

[The  information  follows :] 

^  Audit  activity  examination  coverage,  fiscal  year  1972 

Audit  classes  (thousands) 
Individual  and  fiduciary :  Coverage 

Nonbusiness  AGI  under  $10 :  percent  i 

Standard   1.  0 

Itemized   2.  4 

AGI  $10  to  $50 1.  5 

AGI  $50  and  over 12. 1 

Business  AGI  under  $10 2.  3 

$10  to  $30 2.  4 

$30  and  over 12.  7 

Total  1.  8 

Corporation : 

NBS 3.  2 

Total  assets  under  $50 2. 1 

$50  to  $100 4.2 

$100  to  $250 7.8 

$250  to  $500 12.  5 

$500  to  $1,000 19.  4 

$1,000  to  $5.000 39.8 

$5,000  to  $10,000 56. 1 

$10,000  to  $50,000 79.4 

$50,000  to  $100,000 100.0 

$100,000  and  over 100.0 

Total  8.  8 

Estate  19. 2 

Gift   3.  9 

Total  income,  estate,  and  gift 1.  9 

1  Exclusive  of  service  center  audit  programs. 

In  fiscal  year  1972,  the  Service  initiated  a  correspondence  audit  program  at 
the  Service  centers  to  identify  individual  returns  which  obtain  statutorily 
unallowable  items,  such  as  improper  dividend  exclusion,  omission  of  the  medi- 
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cal  limitation  based  on  income.  After  a  review  for  accuracy,  the  tax  increase  is 
computed  and  taxpayers  are  contacted  by  mail  and  asked  to  correct  the  errors. 
The  taxpayer  has  the  same  rights  of  appeal  in  this  program  as  in  any  other  audit 
program.  Since  these  are  very  limited  reviews  of  the  taxpayer's  return,  they  are 
not  full-scale  examinations  and  are  not  considered  in  the  computation  of  audit 
coverage.  Including  these  returns  would  increase  coverage  of  individual  returns 
to  2.3  percent  and  total  income,  estate  and  gift  coverage  to  2.5  percent. 

taxpayers'  mistakes 

Mr.  Myers.  Would  you  yield  right  there  ? 

Mr.  RoBisoN.  Surely. 

Mr.  Myers.  Is  it  a  correct  assumption  to  say  that  more  people  make 
their  mistakes,  then,  in  favor  of  themselves  than  they  do  in  favor  of  the 
Government?  You  say  you  are  going  to  pick  up  a  net  in  examination 
of  returns  of  $3.2  billion  ? 

Mr.  Walters.  That  is  right. 

Mr.  Myers.  There  would  be  some  other  offsetting  that  you  would 
have  to  return  to  them,  but  there  is  a  net  ? 

Mr.  Walters.  That  is  right,  Mr.  Myers,  about  two-thirds  of  the  peo- 
ple making  mistakes  make  them  in  their  own  favor.  But  we  do  find 
the  other  third  and  we  make  refunds  to  them. 

Mr.  Myers.  Are  these  just  mathematical  errors  or  also  errors  in 
improper  deductions? 

Sir.  Walters.  No,  no.  The  item  dealing  with  mathematical  verifica- 
tion is  just  that. 

Mr.  Myers.  $200  million  is  mathematical  ? 

Mr.  Walters.  Net,  yes. 

Mr.  RoBisoN.  It  is  a  two-way  street — I  have  the  Commissioner's  word 
for  it  as  proof — because  in  one  of  his  other  statements  before  another 
committee  he  stated  that,  in  fiscal  1972,  taxpayers  had  their  individual 
income  taxes  reduced  by  over  $51  million  as  a  result  of  errors  dis- 
covered during  audit. 

Mr.  Walters.  That  is  right. 

Mr.  RoBisoN.  So  it  does  work  both  ways. 

Mr.  Walters.  Let  me  say,  if  I  may,  in  behalf  of  the  taxpayer,  let 
me  say  a  word,  because  the  fact  that  two-thirds  of  the  mistakes  are  in 
favor  of  the  taxpayer  is  not  particularly  surprising.  Nor  is  it  alarm- 
ing. Probably  what  happens  is  that,  when  the  taxpayer  sees  that  he 
owes  more  money  than  he  anticipated,  he  goes  back  and  checks  his 
return  more  closely.  Whereas,  if  he  sees  he  is  getting  back  a  larger  re- 
fund than  he  anticipated,  he  is  not  as  apt  to  check  it.  We  urge  every- 
one to  double  check  their  returns,  buit  sometimes  they  do  not  want  to 
double  check  them. 

DISCRIMINATION   FUNCTION    (DIE) 

Mr.  RoBisoN.  Now,  some  of  us,  as  individuals,  have  discovered  how 
the  DIF  program  works,  the  discriminant  income  function  program. 
I  was  one  of  those  who  had  the  DIF  system  kick  out  my  own  return, 
the  year  before  last,  and  I  was  audited  by  a  State  auditor.  It  was  one  of 
those  returns  that  IRS  passed  along  to  our  State  income  tax  bureau, 
in  New  York  State,  to  ask  me,  "How  come  ?" 

Mr.  Walters.  Yes. 
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Mr.  RoBisoN.  I  notice  for  1974  you  tell  us  that  corporation  returns, 
talking  about  smaller  corporations  here,  apparently,  with  assets  under 
$1  million,  will  for  the  first  time  be  subject  to  audit  selection  through 
these  same  computerized  DIF  formula.  Why  could  we  not  do  that  be- 
fore ?  Was  it  a  workload  burden  ? 

Mr.  Walters.  Workload  and,  also,  we  wanted  to  get  some  experience 
in  the  individual  areas,  so  we  would  be  able  to  handle  the  corporate 
area  better,  because  there  are,  not.  only  bigger  problems  there,  but 
more  of  them.  We  thought,  and  we  feel  sure  today,  that  by  getting 
some  experience  in  the  individual  area,  we  will  be  able  to  work  out  the 
corporate  area  better. 

BETIER   ENFORCEMENT   FOR   GREATER  TAX   EQUrTY 

Mr.  RoBisoN.  Mr.  Chairman,  I  have  further  questions  just  like  you, 
but  I  would  like  to  yield  to  someone  else.  Only,  before  that,  I  wish  to 
say  I  agree  with  Mr.  Walters  that,  while  tax  reform  can  produce  addi- 
tional resources  and  revenues  to  the  Federal  Government,  that  route 
takes  a  lon^  time  and  is  a  very  difficult  and  complex  process.  So,  if  we 
can  help  him  to  enforce  the  tax  laws  fairly  and  equitably,  and  give 
him  the  resources  to  do  that  job,  that  is  a  much  faster  route  to  some 
additional,  and  badly  needed.  Federal  revenues. 
Thank  you. 

Mr.  Steed.  Mr.  Stokes  ? 

Mr.  Stokes.  Thank  you,  Mr.  Chairman. 

Commissioner  Walters,  in  your  statement,  as  part  of  the  justifica- 
tion for  the  additional  employees,  you  state  that  the  present  inade- 
quate compliance  capability  is  costing  badly  needed  revenues  today. 
Are  you  able  to  estimate  for  us,  in  any  approximate  way,  the  kind  of 
revenue  loss  that  you  are  talking  about  ? 

Mr.  Walters.  The  best  estimate  that  we  can  make  at  this  time  is  that 
it  amounts  to  about  $6  billion  for  individual  taxpayers  per  year,  and 
that,  if  the  trends  we  now  see  are  not  corrected,  then,  for  fiscal  1976,  we 
estimate  it  will  be  about  $8  billion  per  year. 

Mr.  Stokes.  Suggested  $8  billion  ? 

Mr.  Walters.  Substantially.  The  worst  part  about  it,  Mr.  Congress- 
man, is  that  if  we  permit  this  to  continue  it  spreads. 

Mr.  Stokes.  I  see.  Do  you  think  this  could  be  checked  if  you  had 
the  necessary  personnel  given  to  you  which  you  are  requesting  here  ? 

Mr.  Walters.  Yes,  sir. 

Well,  this  is  just  the  first  drop.  But  if  we  could  do  the  job  ade- 
quately, we  could  dry  up  most  of  this ;  not  all,  but  most. 

Mr.  Stokes.  I  see. 

COMMERCIAL   RETURNS   PREPARERS 

Commissioner,  you  also  evidence  a  great  deal  of  concern  about  some 
of  the  persons  who  have  now  entered  the  field  in  a  commercial  way  to 
aid  and  assist  taxpayers  in  the  preparation  of  their  returns,  and  you 
make  reference  to  the  fact  that  you  have  now  uncovered  fraud  cases 
where  the  preparer  has  engaged  in  that  kind  of  activity  with  the  tax- 
payer. Interestingly  enough,  you  mention  in  that  same  vein  that  one- 
half  of  America's  taxpayers  are  now  paying  fees  in  order  to  comply 
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with  the  law  and  file  their  returns.  This  would  seem  to  me  to  give  some 
justification  to  the  contention  that  tax  returns — the  forms,  that  is,  to 
be  utilized  by  the  taxpayer — are  just  too  complicated  and  too  cumber- 
some for  the  average  taxpayer. 

FORMS   SIMPLIFICATION 

To  what  degree  are  you  really  working  at  a  more  simplified  form  for 
taxpayers  to  use? 

Mr.  Walters.  Well,  your  analysis  is  exactly  correct.  Our  forms  are 
too  complicated. 

Unfortunately,  though,  with  the  code  being  as  complex  as  it  is,  we 
cannot  really  design  and  use  a  simple  tax  form.  To  the  extent  we  can, 
we  have  redesigned  even  the  long  form  to  clarify  and  simplify.  How- 
ever, it  remains  very  complicated. 

Now  the  new  short  form  which  we  have  this  year  we  think  is  as 
simple  as  we  can  possibly  make  it  under  the  law  as  it  stands. 

With  the  increased  optional  standard  deduction  and  the  increased 
personal  exemptions,  this  type  of  thing,  also  with  no  ceiling  on  the 
amount  of  wages  or  salary  that  can  be  reported  on  that  form  now,  we 
think  that  almost  half  of  our  taxpayers  have  a  form  that  they  can  use. 

One  thing  we  have  to  be  careful  about,  and  we  stress  this,  is  that 
no  taxpayer  should  use  that  form  if  it  is  any  disadvantage  to  him.  If 
by  itemizing  his  deductions  he  would  pay  less  taxes,  then  we  urge  him 
to  use  the  long  form,  which  is  not  simple.  But,  to  the  extent  we  can,  we 
are  working  at  it  and  trying  to  make  them  as  simple  as  possible. 

IRS   ASSISTANCE  AND   COMMERCIAL  ASSISTANCE 

Mr.  Stokes.  To  what  degree,  with  reference  to  your  furnishing  per- 
sonnel to  aid  and  assist  the  taxpayer,  are  we  able  to  keep  the  commer- 
cial preparer  out  ?  T^Hiat  is  the  real  situation  there  ? 

Mr.  Walters.  Right.  We  are  stretching  ourselves  this  year,  and 
I  might  say,  Mr.  Chairman,  with  some  real  satisfaction  amongst 
our  people,  to  help  taxpayers,  because  we  can  see  they  want  assistance. 
We  have  caused  some  of  this  problem  that  we  see  in  the  preparation 
industry,  because,  by  not  being  available  to  help  in  past  years,  we  have 
created  a  vacuum  and  taxpayers  who  needed  advice,  counsel,  and  help 
have  gone  to  the  preparers. 

In  all  likelihood,  most  preparers  are  good,  honest  people,  but  there 
are  those  who  are  incompetent  and  there  are  those  who  are  real  crook- 
ed, and  they  are  the  ones  that  are  causing  the  problem.  We  need  the 
good  ones,  we  cannot  stand  the  bad  ones.  By  making  more  of  our 
people  available  to  help,  and  also  furnishing  more  advice  by  telephone, 
we  anticipate  there  are  literally  going  to  be  millions  of  people  this 
year  who  will  not  go  to  the  preparers. 

The  best  specific  information  I  can  give  you  is  that  last  year  in 
the  last  5  days  of  the  filing  season,  when  we  decided  we  needed  to 
move  and  to  move  promptly,  we  helped  about  2  million  people  with 
their  returns  in  the  last  5  days.  Of  course  we  really  went  at  it,  full 
blast,  those  5  days,  as  we  thought  we  were  justified  in  doing. 

This  year  we  programed  it  for  all  season.  How  many  we  will  help 
we  really  do  not  know,  but  there  are  going  to  be  a  lot  of  them.  And  I 
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think  that  the  image  of  the  Service  is  going  to  change  a  lot  because 
of  this.  I  was  in  Boston  a  few  days  ago  and  visited  our  taxpayer- 
assistance  area  and  saw  taxpayers,  talked  with  some,  and  saAV  our 
people.  Our  people  had  stacks  of  nice  "thank  you"  notes  back  from 
people,  I  think  this  is  good. 
Mr,  Stokes,  Certainly. 

EXAMINING   CX)RPORATI0NS 

Let  me  ask  you  this :  Commissioner,  today  there  is  a  great  deal  of 
hue  and  cry  for  real,  meaningful  tax  reform,  and  in  the  same  vein 
there  is  the  complaint  by  many  people  that  corporations  in  this  coun- 
try do  not  pay,  their  fair  share  of  taxation,  and  that  our  system  of 
taxation  is  regressive.  To  what  extent  are  your  men  able  to  really 
audit  and  go  over  corporate  returns  to  be  sure  that  they  are  paying 
their  fair  share,  particularly  in  light  of  the  kind  of  credits  afforded 
to  corporate  industry  ? 

Mr.  Walters.  Well,  that  is  not  an  easy  question. 

Let  me  address  it  this  way :  In  the  largest  corporations,  these  are 
the  huge  corporations,  we  audit  them  every  year.  However,  I  think  we 
should  admit  that  we  have  not  had  the  manpower  to  audit  those  corpo- 
rations as  intensely  or  as  in  depth  as  we  should  have. 

I  think  it  is  obvious  that  a  corporation  that  plans  its  affairs,  and 
has  a  whole  corps  of  people  working  on  it  all  year  long,  can  handle 
its  affairs  in  a  way  that  we  are  not  apt  to  pick  up,  in  aduit,  easily.  So 
that,  when  we  come  in  to  audit,  it  is  a  difficult  job,  and  unless  we  know 
where  to  look,  we  may  miss  something  now  and  then. 

This  is  why  we  have  done  two  or  three  things.  We  are  in  the  process 
of  developing  and  will  have  available  this  fall,  to  begin  using  gener- 
ally, a  computer-assisted  audit  program  for  corporations.  By  using 
this  system,  we  can  pull  out  of  a  computerized  corporate  record  what 
we  need  to  make  an  audit.  That  is  going  to  save  us  a  lot  of  manpower 
and  get  us  a  lot  of  information  that  today  we  are  not  getting. 

In  addition,  we  have  been  now  for  several  years  using  a  team  audit 
program  on  corporations. 

Instead  of  using  one  agent  or  maybe  two  agents  to  audit  a  large 
corporation,  as  we  used  to  do,  we  are  now  using  a  team,  8,  9,  10,  what- 
ever we  need  to  do  the  job.  This  is  a  big  step  forward. 

More  importantly,  I  think  at  the  moment,  this  year  we  have  used 
for  the  first  time,  and  we  are  going  to  be  expanding,  an  industrywide 
approach  to  auditing  corporations.  Take  your  teams  and  audit  the 
major  corporations  in  a  whole  industry,  simultaneously.  In  this  way 


509 

we  can  save  time  because,  if  one  team  finds  in  the  particular  industry 
certain  things  are  being  done,  they  can  relay  that  information,  not 
confidential  information  now,  but  relay  that  issue  to  a  team  manager 
who  then  will  check  it  with  all  other  teams  to  see  if  the  same  thing 
is  being  done.  So  we  save  time.  Also,  we  treat  them  more  uniformly. 

I  have  been  criticized  in  the  last  few  months  for  stating  publicly 
that  we  have  been  distressed  by  fraud  amongst  the  large  corporations. 

I  have  stated  it,  and  I  am  sure  you  appreciate  I  have  not  stated  it 
lightly — it  is  true.  We  are  doing  something  about  it.  I  think  we  should 
because  we  can  never  afford  to  allow  a  large  corporation  to  be  treated 
any  better  than  we  can  Mrs.  Jones,  whoever  Mrs.  Jones  may  be.  I  do 
not  believe  corporations  generally  are  evading  their  taxes,  but  some 
few  are  and  we  cannot  afford  allowing  it  to  spread. 

Mr.  Stokes.  Absolutely.  I  appreciate  that  kind  of  candid  response. 
Commissioner. 

EQUAL   EMPLOYMENT   OPPORTUNITY 

There  is  one  other  area  in  which  I  have  very  great  concern  with  ref- 
erence to  Federal  agencies;  that  is  their  affirmative  action  programs 
as  they  relate  to  equal  employment  opportunity.  I  know  this  must  be 
one  of  your  concerns  in  your  agency  and  I  would  want  to  have  some- 
thing on  the  record  with  reference  to  how  the  program  is  working. 
What  kind  of  a  program  you  do  have,  and  any  other  comments  you 
would  like  to  make. 

Mr.  Walters.  Let  me  say  generally  that  the  Revenue  Service  in  my 
opinion  has  done  an  exceptional  job  in  this  area.  I  always  hasten  to 
say  we  are  never  perfect.  We  are  not.  But  we  are  always  trying.  We 
have  total  employees  in  the  neighborhood  of  70,000  and  we  have  affir- 
mative programs  to  hire  minorities — Spanish-speaking,  American  In- 
dians, orientals,  blacks — and  I  think  our  record  is  good. 

Just  recently,  our  EEO  officer  was  promoted  to  a  field  position  as 
Assistant  Regional  Commissioner  and  we  have  named  a  black  woman 
to  take  over  that  important  function.  She  is  very  impressive  and  1 
think  this  will  help  us.  So,  in  all  of  this  area,  I  think  we  have  made 
great  strides. 

I  will  be  pleased  to  furnish  or  I  could  state  it  now  if  you  ^ke,  fur- 
nish it  for  the  record,  if  you  prefer. 

Mr.  Stokes.  If  you  will  just  furnish  it  for  the  record,  I  would  appre- 
ciate it.  That  would  be  fine. 

Mr.  Walters.  I  think  you  will  be  pleased  with  the  upward  trend. 

[The  information  follows :] 
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U.S.  DEPARTMENT  OF  THE  TREASURY  MINORITY-GROUP  STATISTICS,  AS  OF  NOV.  30, 1972 
INTERNAL  REVENUE  SERVICE 


1971 


1972 


Change         Percentage 


Total  employees'. 65,226  68,535 
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American  Indian 4  6 

Oriental 62  68 

Other 8,773  8,706 
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41 
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10 

35 
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31 
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79 
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23 
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3 

33 
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2.6 
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35 
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16 
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-1 
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33 
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17 
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8  9 
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24 

152  ... 
19,  504 
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15 

1 

2 

.... 

5 

-1 
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34 

29.4 

10 
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2 

-50  0 

0 

21.4 
50.0 
9.^ 


*  These  totals  include  wage  board  personnel.  Grade  comparisons  are  for  GS  series  only. 


IMPROVING  MINORITY  EMPLOYMENT 

Mr,  Stokes.  I  think  over  the  years  I  have  watched  mobility  in  the 
Internal  Revenue  Service  in  this  area  and  I  would  be  interested,  very 
much  interested,  in  seeing  where  you  are  now. 

Mr.  Walters.  I  might  take  this  opportunity,  if  I  may,  Mr.  Stokes, 
to  mention  that  two  of  our  district  directors  in  major  districts,  in 
Manhattan  and  in  Baltimore,  are  black. 

We  have  an  assistant  district  director  in  New  Orleans  who  is  black. 
We  have  others.  Just  recently,  and  I  should  tell  the  chairman  this,  be- 
cause I  do  not  want  to  keep  any  secrets,  I  became  the  first  Commis- 
sioner to  kiss  a  district  director,  because  we  named  our  first  woman 
district  director  just  a  couple  of  weeks  ago.  So,  we  are  making  progress. 
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Mr.  Stokes.  That  is  very  good.  Thank  you  very  much,  Mr.  Com- 
missioner. 

Tliank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Myers  ? 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

TOTAL  REVENUES 

Mr.  Walters,  on  chart  lA,  which  you  had  here,  and  you  also  have 
in  the  enclosures,  you  speak  about  other  taxes,  and  the  estimates 
for  1974  is  $86.2  billion.  What  are  those  other  taxes? 

INIr.  Walters.  In  a  general  way,  they  are  estate,  gift,  employment, 
including  social  security  and  excise  taxes.  I  would  assume  that  in- 
crease, and  correct  me  if  I  am  wrong,  is  largely  due  to  increased  em- 
ployment taxes. 

As  you  know,  those  rates  have  gone  up  and  also  the  bases  for  those 
taxes  have  gone  up.  ^  am  sure  that  accounts  for  most  of  that  increase. 

Mr.  Myers.  Now  you  show  an  increase  of  from  $209.2  billion  in 
1972 ;  is  that  the  1972  fiscal  year  ? 

Mr.  Walters.  Fiscal  year,  yes,  sir. 

Mr.  Myers.  1974  fiscal  estimate,  $3.3  billion? 

Mr.  Walters.  Yes. 

Mr.  Myers,  Does  that  include  also  what  you  show  on  charts  A,  B,  C, 
and  D,  as  what  you  could  do  if  you  had  more  manpower  to  collect 
delinquent  taxes,  fraud  and  so  forth  ? 

Mr.  Walters.  No,  sir. 

Mr.  Myers.  As  I  recall  in  the  budget,  the  President  had  something 
like  a  $256  or  $257  billion  instead  of  $260  billion  revenue  figure. 

Mr.  Beck.  Sir,  I  believe  the  $257  and  $258  billion  may  refer  to  Gov- 
ernment spending  rather  than  revenue. 

Mr.  Myers.  Those  took  in  trust  accounts  and  so  forth,  also  social 
security  and  so  forth.  I  am  confused  about  the  dollar  figures  here  if 
they  do  not  include  social  security  trust  funds  and  other  taxes. 

Mr.  Widmayer.  These  are  gross  figures,  including  refunds.  This  fig- 
ure, if  refunds  were  taken  into  account,  the  $260  billion  would  be  re- 
duced to  $233.9  billion.  The  figures  presented  in  the  budget  by  the 
President  are  net  figures.  So  that  accounts  for  the  difference. 

Mr.  Myers.  That  is  the  difference  between  the  total  figure  which 
includes  trust  funds,  tariff  taxes,  and  so  forth,  all  revenues  coming  in  ? 

Mr.  Widmayer.  Yes,  sir.  The  total  revenues  that  are  estimated  in 
the  President's  budget  amount  to  $255.9  billion.  That  amount,  in 
gross,  would  be  $282.4  billion. 

refunds 

Mr.  Myers.  Now  in  the  returns,  or  whatever  you  call  them,  refunds, 
what  would  that  net  out  to,  then?  What  are  you  expecting?  Do  you 
have  it  broken  down  as  far  as  individual,  corporate,  and  other  taxes  ? 

Mr.  Widmayer.  Yes,  sir,  the  refunds  against  individual  taxes  amount 
to  $23  billion. 

Mr.  Myers.  All  right.  AVliat  about  corporate  ? 

Mr.  Widmayer.  Corporate,  $2.5  billion. 


93-674  O  -  73  -  33 


512 

Mr.  Myers.  Is  there  anything  in  other  taxes  ? 
Mr.  WiDMAYER.  Excise ;  $285  million. 
Mr.  Myers.  That  cuts  it  down  to  about  $86  billion  ? 
Mr.  WiDMAYER.  Yes,  sir.  Social  security  refunds,  FICA  refunds- 
Mr.  Myers.  Now  is  that  social  security  tax  and  other  taxes? 
Mr.  WiDMAYER.  Yes,  sir. 
Mr.  Myers.  You  did  not  itemize  that  ? 
Mr.  Walters.  Yes,  when  I  said  employment  tax. 
Mr.  Myers.  You  are  not  speaking  about  unemployment  tax  ? 
Mr.  Walters.  No. 

Mr.  WiDMAYER.  I  can  give  you  this  chart. 
[The  information  follows :] 

BUDGET  RECEIPTS  BY  SOURCE-FISCAL  YEAR  1974 
|ln  millions  of  dollars] 


Gross  Net 

collections  Refunds  collections 


Withheld..... '^5!'2°2 

Other 26,200 

Total  individual  collections 

Corporation 

Estate  and  gift 

Excise  (alcohol,  tobacco,  gasoline,  highway,  airport  and  airway,  and 
misc.) - -- - 

Social  insurance  taxes  and  contributions  (trust  funds): 

Social  Security  contributions 

Self  employment  contributions 

Railroad  retirement 

Federal  unemployment  taxes 

Federal  employment  compensation 


134, 600 

39,  500 

5,070 

$23, 000 

2,500 

70 

$111,600 

37,  000 

5,000 

17,083 

285 

16,  798 

56, 756   - 
2,839 

519 

56, 237 
2,839 

2,008 
1,  567 
912  ... 

1 
14 

2,007 

1,553 

912 

Total  Internal  Revenue  Collections 260,335              26,389  233,946 

Non-IRS  collections: 

Unemployment    taxes— Railroad    Unemployment    Insurance    Act, 

contributions                   4,714 4,/14 

Other  (includingTundsforFedeYaVHospital  Insurance  trust  fund)..              4,108 4,108 

Employment  taxes  and  contributions _._ 6  705 ---,-^-  ■>  -^nn 

Customs  receipts 3,400                   100  3,300 

Miscellaneous --  3,210 J,_^iu 

"  282,471              26,489  255,982 


Total  collections. 


Note:  Totals  do  not  add  because  of  rounding. 

COLLECTING    DELINQUENT    TAXES 


Mr.  Myers.  Going  to  the  same  charts  of  20- A,  B,  and  C,  it  is  not 
clear  in  my  mind.  Is  this  what  you  are  planning  to  do  now  and  will 
do  this  next  year  as  far  as  recovery  from  delinquencies,  delinquent 
accounts,  and  so  forth,  or  is  this  what  you  could  do  if  you  had  more 
people?  . 

Mr.  Walters.  This  indicates  what  we  could  do  with  additional 
money  if  you  were  to  give  it  to  us. 

Mr.  Harless.  This  reflects  our  actual  experience  in  1972.  We  had 
available  and  expended  $417  million  on  audit  and  audit-related  pvo- 
grams  and  we  produced  additional  assessments  of  $3,206  billion.  This 
is  our  actual  experience  in  that  fiscal  year.  .... 

Mr.  Myers.  I  suppose  then,  to  a  point,  there  will  be  some  diminish- 
ing return,  but  you  could  increase  it  at  some  figure  where  it  would 
still  return  a  fair  amount.  i  •  * 

Mr.  Walters.  You  are  right ;  at  some  point  we  should  reach  a  point 
of  diminishing  returns. 
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Mr.  Myers.  That  is  my  question. 
Mr.  Walters.  When,  we  do  not  know. 

NEED    FOR    STEADY   IMPROVEMENT 

Mr.  Myers.  How  soon  are  you  going  to  come  in  with  asking  for 
more  funds  where  you  cannot  collect  more,  and  why  not  ? 

Mr.  Walters.  Where  we  cannot  say. 

Mr.  Myers.  No;  why  do  you  not  come  in  right  now?  I  think  the 
chairman  really  asked  this  question  a  while  ago,  but  I  was  not  clear 
about  your  answer,  why  you  do  not  come  in  and  request,  say  here,  give 
us  an  option  for  a  certain  number  of  dollars  more  and  give  us  the 
authority  to  hire  more  people  and  we  can  do  this  job?  It  will  be 
up  to  the  Congress  whether  you  do  it  or  not. 

Mr.  Walters.  The  answer,  stated  straightforwardly,  is  that  we 
come  down  with  a  budget  request  that  fits  into  the  Department's 
request,  of  course,  and  the  administration's  request.  We  are  pleased 
this  year  that  we  are  down  here  asking  for  $42  million,  whereas,  some 
of  the  agencies  are  being  cut,  and  it  goes  back  to  what  the  chairman 
was  saying  earlier.  That  is  why  I  think  it  is  a  very  fortunate  and  sig- 
nificant thing  that  we  now  can  ask  for  $42  million  extra  when  the 
trend  this  year  is  for  cuts  in  order  to  hold  down  Federal  expenditures. 

We  would  do  that,  but  I  think  this :  We  want  to  do  it  soundly.  If 
you  were  to  give  us  say  $200  million  more,  we  might  choke ;  we  could 
not  use  it  effectively  and  efficiently.  What  we  really  need  is  this  $42 
million  this  year  and  then  next  year,  and  the  next  3  or  4  years  con- 
secutively, additional  amounts.  I  would  say  even  larger  than  $42  mil- 
lion, if  at  the  time  we  can  use  it,  for  about  5  years.  Then  you  will  see 
this  tax  system  really  humming. 

Mr.  Myers.  Of  course,  when  you  see  your  other  charts  here  and 
reflect  on  the  increase  in  the  number  of  returns  and  number  of  dollars, 
and  so  forth,  what  you  are  actually  asking  for  is  just  about  keeping  up 
with  inflation  in  your  own  system,  is  it  not  ? 

Mr.  Walters.  That  is  true. 

Mr.  Myers.  What  you  are  really  saying  is,  you  are  hoping  your 
successor  will  come  in  for  more  sizable  funds  next  year  and  sometime 
try  to  catch  up  with  it  ? 

Mr.  Walters.  That  is  right. 

HANDLING   REQUESTS    FOR   INFORMATION 

Mr.  Myers.  In  closing,  I  did  not  mean  to  leave  the  impression  a  while 
ago  that  I  did  not  think  that  the  press  has  the  right  to  inquire  or  you 
did  not  have  the  right  to  disclose.  But  I  am  wondering  how  much  you 
are  having  to  spend  answering  these  questions  and  if  it  is  not  just 
rather  a  witch  hunt,  if  there  really  is  cause  for  the  request.  I  can  see 
this  thing  multiplying  to  the  point  where,  because  of  a  particular  situa- 
tion concerning  the  same  person,  you  may  receive  several  hundred  re- 
quests because  somebody  did  not  like  the  individual  and  they  wanted 
to  find  out  about  him.  You  may  have  an  unpopular  mayor  who  has 
been  real  tough  or  a  chief  of  police  who  arrested  a  lot  of  people.  I 
can  see  you  spending  a  lot  of  time  and  effort  answering  these  requests. 
And  I  can  see  a  danger  in  this  area,  too. 
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Mr,  Walters.  You  are  ri^ht,  there  is  this  potential  danger,  but  so 
far  we  really  have  not  run  into  it.  We  have  tried  to  design  a  system 
and  implement  it  across  the  country  whereby  we  can  handle  this  on 
a  sound  basis.  One  thing  we  have  to  do,  of  course,  is  to  be  sure  we  do 
not  let  this  information  out  in  an  unauthorized  way,  because  if  we  do, 
then  we  are  in  the  soup. 

Mr.  Myers.  I  have  been  hearing  something  about  that  over  in  the 
Senate  side. 

That  is  all  I  have,  Mr.  Chairman. 

Thank  you  very  much,  Mr.  Walters.  Not  from  you  folks,  by  the  way, 
I  mean  from  other  agencies. 

Mr.  Steed.  Mr.  Miller  ? 

INCREASE   FOR   FISCAL   YEAR    1974 

Mr.  Miller.  Thank  you,  Mr.  Chairman. 

Mr,  Walters,  I  notice  on  page  2,  in  your  budget  profile,  you  state 
that  your  proposed  increase  in  1974  will  amount  to  $103.9  million ;  $63 
million  for  program  improvement,  $44  million  to  cover  the  expenses 
of  operating  services,  at  levels  already  authorized. 

You  have  a  net  request  of  $42  million.  Will  you  give  us  a  little  more 
detail  on  that  ? 

Mr.  Walters.  Yes,  sir. 

Mr.  Miller.  If  I  may,  just  what  is  the  total  that  is  being  requested? 

Mr.  Walters,  Well,  you  mean  the  full  total  in  the  budget  request? 

Mr.  Miller.  Correct. 

Mr.  Beck.  Our  total  request  for  1974,  sir,  is  $1,188  billion,  which 
is  a  net  increase  over  the  level  for  1973  of  $41,762  million,  and  it  is 
made  up  of  a  number  of  items  of  increase.  In  our  thinking  we  divided 
it  up  into  really  three  parts. 

For  program  improvement,  we  are  requesting  some  $60  million,  two- 
thirds  of  which  is  for  the  audit  program ;  the  balance  is  for  other  front 
line  programs,  helping  taxpayers,  collecting  back  taxes,  investigating 
instances  of  potential  tax  fraud,  also  to  prepare  for  collecting  income 
taxes  for  the  States. 

The  next  item  we  consider  is  $43.6  million  for  maintaining  the 
current  staff  and  the  current  program  levels.  This  is  made  up  of  a 
number  of  items.  Part  of  it  is  for  the  full  year  cost  of  employees  that 
you  authorized  this  year,  but  having  them  on  next  year  for  a  full  year 
will  cost  more. 

The  balance  is  made  up  of  such  items  as  cost  increases.  Many  of 
the  things  we  buy,  goods  and  services,  cost  more.  There  is  also  a 
substantial  element  in  there  for  annualizing  the  costs  of  automatic 
data  processing  equipment,  items  of  this  sort. 

NONRECURRING   COSTS 

Finally,  these  increases,  which  add  up  to  almost  $104  million,  are 
offset  by  nonrecurring  costs  of  some  $62.2  million.  The  largest  single 
item  there  would  be  some  $43  million  for  the  economic  stabilization 
program,  which  will  not  be  covered  in  our  budget  after  this  year. 

Mr,  Miller.  Would  the  gentleman  yield  at  that  point  ? 
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You  request  $1,188  billion.  Even  though  you  deduct  the  $62  million, 
that  is  nonrecurring  costs,  it  will  increase  the  budget  $103  million 
this  particular  year,  is  that  what  you  are  saying  ? 

Mr.  Beck.  Let  me  put  it  in  other  terms. 

Our  funds  for  this  year,  Mr.  Miller,  are  $1,147  billion;  we  are  ask- 
ing for  a  net  increase  of  almost  $42  million  to  bring  us  up  to  the 
$1,188  billion.  But  that  difference  of  41,  $42  million  is  made  up  of 
increases  and  decreases.  So  we  are  asking  for  $103.9  million  more  for 
various  programs  and  subtracted  from  that  is  the  reduction  of  $62 
million,  leaving  a  net  of  $42  million. 

Mr.  Miller.  What  was  the  budget  figure  last  year  in  total  ? 

Mr.  Beck.  Do  you  mean  1973  ? 

Mr.  Miller.  Yes. 

Mr.  Beck.  In  the  current  year  we  estimate  our  budget  will  be  $1,147 
billion. 

Mr.  Miller.  Very  good. 

Now,  total  number  of  personnel,  do  we  have  that  ? 

Mr.  Beck.  Last  year — this  current  year  we  are  funded  for  72,900 
average  positions. 

Mr.  Miller.  Thank  you. 

Now,  is  there  any  other  income  that  you  have  that  would  come 
from  revolving  funds  ? 

Mr.  Beck.  No,  sir,  other  than  the  Federal  Tax  Lien  Revolving  Fund 
which  is  a  $500,000  reserve  for  protecting  the  Government's  tax  lien 
interests  on  property  sold  in  foreclosure  proceedings.  This  is  not  ad- 
ditional budget  authority. 

Mr.  Miller.  Do  you  have  any  at  all  ? 

Mr.  Beck.  We  have  none. 

Mr.  Miller.  The  operating  income  falls  right  back  to  the  budget 
request ;  is  that  correct  ? 

Mr.  Walters.  That  is  right. 

Mr.  Beck.  There  are  three  appropriations  this  committee  supervises 
and  this  is  the  only  income  we  have. 

question  of  staggered  filing  dates 

Mr.  Miller.  One  thing  that  I  noticed,  on  page  9,  is  your  next  filing 
season.  This  may  have  been  discussed  and  kicked  around  by  you  many, 
many  times.  But  it  seems  to  me  that  having  one  date,  one  filing  date, 
when  everyone  files  at  the  same  time  requires  you  to  have  many 
temporary  employees  and  increasing  your  expense  because  of  that. 

Why  could  you  not  stagger  those  times  ? 

Mr.  Walters.  Mr.  Miller,  we  have,  as  you  say,  considered  this 
thing  many  times.  It  seems  to  me  it  comes  up  particularly  during 
the  filing  season.  The  basic  answer  to  that  is  this :  We  simply  would 
not  be  able  to  keep  track  of  the  expiration  of  the  statute  of  limita- 
tions and  all  of  the  other  dates  that  flow  from  that,  if  we  had  vary- 
ing dates  on  which  people  were  required  to  file.  You  are  absolutely 
right  in  the  thought  that  if  we  could  have  staggered  filing,  then  we 
could  level  out  our  work  force  and  our  work  load  which  would  be 
beneficial,  but  the  other  factors  have  always  outweighed  that 
consideration. 
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POTENTIAL   FOR   NONCOMPLIANCE 

Mr.  Miller.  You  mention  on  page  13,  that  the  opportunity  for 
fraud  both  in  domestic  and  foreign  dealings  also  seems  to  have  grown 
in  the  last  several  years.  Could  you  give  us  a  reason  why  ? 

Mr.  Walters.  Well,  I  think  there  are  several  reasons.  I  think  in  the 
first  place  that  our  tax  law  has  become  so  complex  that  many  people 
really  are  dismayed,  and  as  a  result  they  do  not  have  the  same  kind 
of  compliance  approach  they  otherwise  would. 

I  think  also  we  have  been  living  in  an  age  of  protest  and  during 
this  age  of  protest,  the  protest  of  the  war  and  other  things  has  spilled 
over  to  our  tax  system. 

TAX   PROTESTERS 

Now  the  number  of  tax  protesters,  even  today,  is  not  significant 
when  compared  with  the  76  million  returns  we  get  each  year. 

However,  I  feel  that  if  we  have  one  person  protesting  the  system 
and  refusing  to  pay,  that  is  significant. 

Well,  the  number  of  those  people  in  the  last  few  years  has  in- 
creased vastly,  even  though  it  is  still  not  significant  overall. 

The  dollar  amount  has  increased,  but  still  the  total  dollar  amount 
is  not  significant  overall. 

But  the  trend  is  frightening.  It  just  seems  to  me,  that  all  of  these 
things — in  addition,  I  think  this,  Mr.  Chairman,  coming  back  to  your 
worry  earlier,  many  people  have  formed  the  impression  that  public 
officials  and  other  citizens  who  they  look  to  as  leaders  are  not  living  up 
to  the  high  moral  standards  that  they  expect.  As  a  result,  this  thing 
seems  to  be  spreading. 

EXTENT    OF    NONFILING 

Mr.  Miller.  You  had  also  mentioned  about  the  habitual  nonfiler. 
Do  you  have  any  indication  as  to  how  many  people  would  not  have 
filed  this  past  year,  and  any  approximation — and  I  know  this  would 
have  to  be  an  assumption — of  how  many  dollars  that  would  amount  to? 

Mr.  Walters.  I  do  not  think  so. 

Mr.  Barron.  We  have  some  studies  we  could  make  available  for  this 
purjx)se,  but  I  do  not  have  them  with  me  this  time. 

Mr.  Miller.  If  we  could  have  that  for  the  record,  Mr.  Chairman,  I 
would  appreciate  it. 

Mr.  Steed.  If  you  can  make  that  available,  we  would  be  glad  to 
have  it. 

[The  information  follows:] 

We  do  not  know  the  extent  of  delinquency  for  the  taxpaying  public  as  a  whole. 
We  did  make  a  statistical  sample  in  1969  to  estimate  the  extent  and  tax  signifi- 
cance of  delinquency  of  nonfarm  business  taxpayers.  This  indicated  that  5.4  per- 
cent were  delinquent  for  one  or  more  tax  returns.  The  test  showed  that 
delinquency  varied  by  population  density,  size  of  business,  length  of  time  in  bus- 
iness, type  of  industry,  and  type  of  return  required  to  be  filed.  This  sample, 
however,  related  strictly  to  nonfarm  business  taxpayers.  It  did  not  attempt  to 
measure  delinquency  among  individual,  nonbusiness  taxpayers.  Obviously,  this 
study  is  too  limited  to  make  any  projection  for  the  taxpaying  public  as  a  whole. 

We  can,  however,  provide  data  on  the  delinquency  programs  that  we  con- 
duct. During  fiscal  year  1972,  as  a  result  of  leads  to  apparent  nonfiler  situations, 
the  Service  contacted  4.1  million  potential  nonfilers.  As  a  result  of  this  effort. 
1.4  million  delinquent  returns  were  seciired.  In  fiscal  year  1973,  we  expect  to 
contact  4.G  million  potential  nonfilers  and  secure  1.6  million  delinquent  returns. 
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In  fiscal  year  1974,  if  our  budget  request  is  approved,  we  estimate  that  these 
figures  will  increase  to  4.9  million  contacts  and  1.8  million  returns. 

CLOSING   REMARKS 

Mr,  Miller.  Thank  you,  Mr.  Commissioner. 

Thank  yon,  Mr.  Chairman. 

Mr,  Steed.  Gentlemen,  there  will  be  more  questions,  but  we  have 
been  here  something  now  close  to  3  hours.  So  I  think  we  will  recess 
until  1 :30  tomorrow. 


Tuesday,  March  27, 1973. 

additional  assignments 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  this  afternoon  for  further  consider- 
tion  of  the  budget  request  of  the  Internal  Revenue  Service,  Depart- 
ment of  Treasury.  We  are  pleased  to  have  Commissioner  Walters  and 
his  staff  with  us  again  today.  I  think  we  will  begin.  Commissioner,  by 
going  back  to  the  new  functions  that  Internal  Revenue  has  been 
called  on  to  perform.  We  have  talked  about  revenue  sharing,  and  the 
economic  stabilization  function.  What  other  activities  that  you  term 
new  functions  have  you  either  had  imposed  upon  you,  or  are  you  being 
faced  with  being  imposed  upon  you  ? 

STRIKE  forces 

Mr.  Walters.  Two  large  ones,  Mr.  Chairman.  One  that  we  have 
been  engaged  in  now  for  some  time  is  the  strike  force  program.  It  has 
been  going  for  a  number  of  years,  as  you  know^,  so  I  don't  know  that  we 
can  refer  to  it  as  new,  but  to  some  extent  it  is  a  diversion  from  our 
regular  programs. 

Like  the  other  special  programs,  it  is  very  important.  Its  main 
objective  is  to  deal  with  organized  crime.  Of  course  we,  not  only  enjoy, 
but  we  are  enthusiastic  about  helping  in  that  kind  of  a  critical  area, 
but  it  does  divert  some  of  our  emphasis  in  manpower  from  our  general 
program. 

We,  incidentally,  furnish  more  than  half  of  the  manpower  for  the 
entire  strike  force  program. 

narcotics  program 

The  other  major  one  that  we  should  mention  is  the  narcotics  pro- 
gram. This  is  the  program  where  we  go  after  the  middle  and  upper 
echelon  narcotic  traffickers,  financiers  and  others,  those  who  generally 
are  insulated  from  the  actual  crime  of  pushing  narcotics.  We  do  it  on 
a  tax  basis. 

We  find — when  I  say  "we,"  I  mean  the  Government — ^that  in  many 
instances  we  cannot  get  at  these  people  under  the  general  crime  rules, 
because  they  are  so  insulated  from  the  actual  movement  of  the  nar- 
cotics. But  we  get  them  on  a  tax  basis.  We  have  been  very  successful 
wdth  this  program,  which  is  about  18  months  old. 
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Mr.  Steed.  Do  you  have  any  case  histories  in  that  area  that  you 
could  make  available  for  our  record,  without  putting  the  Government 
at  a  disadvantage  ? 

Mr.  Walters.  I  think  so,  yes,  sir.  We  can  provide  statements  with 
respect  to  this  program,  indicating  the  number  of  targets,  the  number 
of  prosecutions,  recommended  prosecutions,  this  type  of  thing.  We  can 
provide  it,  yes,  sir. 

Mr.  Steed.  I  wish  you  would,  and  don't  be  too  sketchy  on  the  amount 
of  material.  We  would  like  a  good,  sound  review  of  it.  We  would  like 
as  much  pertinent  information  as  you  can  give  us,  without  going 
beyond  what  you  think  is  good  judgment. 

Mr.  Walters.  Would  you  also  like  that,  Mr.  Chairman,  for  the 
strike  force  program? 

Mr.  Steed.  Yes.  We  have  had  reference  to  these  for  several  years  in 
our  discussions,  but  we  have  never  gotten  down  to  brass  tacks  as  to 
what  has  come  out  of  the  activity.  I  think  this  would  be  a  good  time 
to  have  a  thorough  review  of  it.  If  you  will  provide  that  for  the  record 
it  will  be  very  helpful. 

[The  information  follows:] 

Strike  Force  Actpvities 

The  Internal  Revenue  Service  is  in  the  forefront  in  the  fight  against  organized 
crime.  Since  1966,  when  the  first  strike  force  was  organized  in  Buffalo,  N.Y..  the 
Service  has  been  the  major  contributor  of  investigative  manpower.  Today,  there 
are  18  strike  forces  located  in  17  major  American  cities  and  1  strike  force 
operating  on  the  national  and  international  level.  Each  strike  force  is  organized 
by  the  Department  of  Justice  and  Federal  enforcement  agencies  participate  in 
each  strike  force  under  the  leadership  of  the  strike  force  attorney  in  charge. 

The  Service  conducts  both  criminal  investigations  and  civil  examinations  of 
racketeers  who  are  subject  to  strike  force  investigations.  The  conviction  of 
racketeers  is  not  enough.  Racketeers  are  also  subject  to  civil  sanctions  in  appro- 
priate cases.  Individuals  under  IRS  strike  force  investigation  face  a  double 
threat — conviction  and  financial  loss.  For  example,  since  1966  the  Service  has 
been  responsible  for  the  indictment  of  more  than  600  organized  crime  members ; 
more  than  200  of  whom  have  already  been  convicted  on  evidence  obtained  by  the 
Service.  A  number  of  indictments  are  still  pending  and  awaiting  trial.  During 
this  same  period,  more  than  $500  million  in  additional  taxes  and  penalties  have 
been  recommended  in  strike  force  cases.  Numbers  do  not  tell  the  full  story.  The 
following  are  some  of  the  more  significant  individuals  who  have  been  convicted  as 
a  result  of  Service-conducted  investigations: 

(1)  Aniello  (Neil)  Dellacroce,  alleged  underboss  of  Carlo  Gambino's  LCN 
family  in  New  York.  Dellacroce  is  considered  to  be  the  most  powerful  boss  in 
New  York  and  the  probable  heir  to  Gambino's  position  of  "boss  of  all  bosses." 
A  tax  investigation  resulted  in  Dellacroce  being  convicted  and  sentenced  to 
5  years  in  prison  and  fined  $15,000. 

(2)  Sam  Baggalia,  purported  Chicago  crime  boss,  was  convicted  of  extortion 
following  an  Intelligence  Division  investigation.  He  received  a  15-year  prison 

(3)  Matthew  (Mike  the  Enforcer)  Rubino,  a  leader  of  the  Detroit  crime 
organization,  was  convicted  on  tax  charges  and  sentenced  to  10  years  in  prison 
and  fined  $10,000.  Taxes  and  penalties  totaled  $334,302. 

(4)  James  (Jimmy  Doyle)  Plumeri,  a  notorious  underworld  figure,  was  found 
strangled  shortly  after  pleading  guilty  to  a  second  tax  violation.  Plumeri  had 
received  a  2-year  suspended  sentence  and  3  years'  probation  because  of  his  poor 
health.  Speculation  among  streetwise  people  is  that  Plumeri  might  have  been 
cooperating  with  the  Government. 

(5)  Guido  (the  Weed)  Fidanzi.  a  well-known  Chicago  syndicate  figure  was 
convicted  on  tax  charges  and  sentenced  to  .36  months  in  prison  and  fined  $5,000. 
Shortly  after  his  release  from  prison,  he  was  shot  13  times  in  broad  daylight 
l)efore  several  witnesses. 
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(6)  Ettore  (the  Coconut)  Coco,  Miami,  Fla.,  was  investigated  by  agents  of 
tlie  Intelligence  Division.  Based  on  this  investigation,  Coco  was  convicted  of 
extortion,  loan  sharking  and  conspiracy.  He  was  sentenced  to  15  years  in  prison 
and  fined  $60,000.  This  sentence  is  one  of  the  stiffest  imposed  in  recent  years  by 
a  Federal  judge  in  an  organized  crime  case  in  Miami.  A  co-defendant,  Louis  Nash, 
was  sentenced  to  10  years  in  prison  and  fined  $5,000. 

The  i-esults  could  not  have  been  achieved  without  the  full  commitment  made 
by  the  Service.  During  the  current  fiscal  year,  we  have  committetl  1,316  man- 
years  to  the  strike  force  program.  This  includes  584  criminal  investigators  and 
732  revenue  agents.  During  the  next  fiscal  year,  we  plan  to  increase  our  commit- 
ment to  1,356  ipan-years,  599  criminal  investigators  and  757  revenue  agents. 

Narcotic   Traffickers  Program 

On  June  17,  1971,  the  President  announced  the  administration's  expanded 
effort  to  combat  the  menace  of  drug  abuse  in  this  country.  The  purpose  of  this 
high  priority  program  is  to  mount  a  nationally  coordinated  drive  to  disrupt  the 
narcotics  traflScking. 

The  IRS,  under  the  direction  of  the  Treasury  Department,  is  playing  a  key 
role  in  the  antidrug  effort  through  vigorous  enforcement  of  the  tax  laws  against 
those  who  have  insulated  themselves  from  narcotic  prosecutions.  The  operating 
program  objectives  are  twofold:  (1)  To  prosecute  mid  and  upper  echelon  nar- 
cotic traffickers  under  the  criminal  sanctions  of  the  tax  laws  and  (2)  to  reduce 
the  working  capital  so  vital  to  the  narcotic  business  by  assessing  taxes  and 
penalties  on  the  unreported  income,  with  particular  emphasis  on  spontaneous 
assessments.  IRS  is  working  closely  with  the  Bureau  of  Narcotics  and  Dangerous 
Drugs,  U.S.  Customs  Service  and  Drug  Abuse  Law  Enforcement  to  accomplish 
these  objectives. 

The  program  has  been  praised  by  top  Treasury  officials  as  achieving  a  high 
degree  of  success.  In  a  press  release  dated  Febniary  14,  1973,  Assistant  Treasury 
Secretary  Edward  L.  Morgan  stated  "We  l)elieve  this  program  is  making  a  strong 
contribution  to  the  President's  drive  to  halt  the  illicit  fiow  of  narcotics  by  seizing 
the  traffickers  working  capital." 

The  President  signed  the  $4.5  million  supplemental  appropriation  for  the 
program  in  November  1972.  ^Vhen  the  additional  hiring  is  accomplished,  we  will 
have  270  revenue  agents  and  368  special  agents  working  full  time  on  the  program. 

In  the  short  period  of  time  the  program  has  been  in  existence,  IRS  has  achieved 
the  following : 

(1)  Seized  and  collected  $17.7  million  from  narcotics  traffickers. 

(2)  Made  assessments  of  $107.6  million  against  narcotics  traffickers. 

(3)  Selected  1,349  narcotics  traffickers  for  inclusion  in  the  program  (1,143 
for  joint  investigations  and  206  for  independent  audit). 

(4)  Completed  428  joint  investigations. 

(5)  Recommended  criminal  prosecution  against  180  narcotic  traffickers.  Seven- 
ty-six of  these  individuals  have  been  indicted  and  29  have  been  convicted. 

(6)  The  program  is  now  operational  in  46  States  and  82  metropolitan  areas. 
The  program  is  continuing  to  identify  new  targets  at  a  rate  of  80  per  month. 

Information  is  becoming  more  sophisticated  and  we  are  penetrating  higher 
levels  of  the  narcotic  distribution  systems.  The  program  manager  is  in  the 
process  of  developing  criteria  so  that  we  can  rate  our  identified  targets  and  key 
on  the  more  significant  ones.  In  order  to  concentrate  our  efforts  on  the  upper 
echelon  traffickers,  it  will  be  necessary  to  utilize  the  team  concept  in  investiga- 
tions. Additional  special  agent  manpower  will  be  required  to  accomplish  this. 
Information  on  significant  cases  are  attached  on  separate  sheets. 

RICHARD    L.    BARKSDALE,    FORT    WAYNE,    IND. 

On  January  29.  1973.  Richard  Barksdale,  who  is  reputed  to  be  the  major  source 
of  heroin  and  cocaine  in  the  Fort  Wayne  area,  was  convicted  on  three  counts  of 
tax  evasion  (section  7201). 

The  presiding  judge  immediately  sentenced  Barksdale  to  serve  5  years  on 
each  count.  The  sentences  are  to  run  consecutively.  Additionally,  a  fine  of  $30,000 
was  assessed  against  the  defendant.  The  judge  set  the  appeal  bond  at  $200,000, 
but  the  defendant  did  not  make  bond  and  is  now  confined  to  prison. 

Taxes  and  penalties  in  this  case  totaled  over  $500,000.  The  taxpayer  attempted 
to  conceal  his  financial  affairs  by  using  nominees  in  real  estate  transactions  and 
in  some  of  his  bank  accounts. 
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LESTER    RAMSEY,    DETROIT,    MICH. 

On  January  5,  1973,  Lester  Ramsey  was  sentenced  to  serve  10  years  for 
income  tax  evasion.  He  had  been  convicted  on  October  11,  1972,  on  two  counts 
of  tax  evasion. 

Ramsey  is  reported  to  be  a  significant  heroin  wholesaler  in  Detroit  with  con- 
nections in  New  York,  Los  Angeles,  and  Chicago.  He  served  7  years  in  Federal 
pri.son  from  1961  to  1968. 

Taxes  and  penalties  for  the  2  years  included  in  the  criminal  case  exceeded 
$100,000. 

THOMAS    REESE:,    LOS    ANGELES,    CALIF. 

On  October  11,  1972,  Thomas  Reese,  alleged  head  of  the  largest  narcotics  dis- 
tribution system  in  southern  California,  was  indicted  for  income  tax  evasion. 
This  indictment  was  the  end  result  of  an  intensive  investigation  using  a  "team" 
concept,  working  closely  with  various  Federal  and  State  narcotic  agencies.  Trial 
has  been  scheduled  for  June  5,  1973. 

FRANK    MATTHEWS,    BROOKLYN,    N.Y. 

On  January  18,  1973,  Frank  Matthews,  reported  to  be  one  of  the  largest  heroin 
and  cocaine  importers  in  the  country,  was  indicted  for  tax  evasion  and  narcotic 
violations.  A  termination  assessment  in  excess  of  $7  million  was  set  up  against 
Matthews  and  to  date  approximately  $1.5  million  has  been  seized. 

SHORT   FORM    1040A 

Mr.  Steed.  Going  back  to  the  short  form  1040,  you  have  made  some 
pretty  good  reports  on  what  you  know  about  its  effect  this  year  already. 
Are  you  far  enough  into  it  to  have  what  you  consider  a  sound  reading 
on  what  you  think  it  can  lead  to  in  the  next  year  or  two  of  this  activity  ? 

Mr.  Walters.  Yes,  I  think  so,  sir.  Based  on  experience  to  date,  we 
are  confident  that  in  the  neighborhood  of  30  to  32  million  Americans 
will  be  able  to  use  it,  and  probably  will.  I  think  also  that,  in  sub- 
sequent years,  more  people  will  use  it  when  they  realize  that  we  aren't 
trying  to  have  them  pay  more  taxes  than  they  really  owe. 

USE    OF  the    short   FORM 

Mr.  Steed.  You  believe  then  that  the  trend  will  be  for  larger  usage. 
It  hasn't  peaked  out  yet  ? 

Mr.  Walters.  No,  sir. 

Mr.  Steed.  Does  this  make  a  sizable  impact  on  the  workload  you 
have  to  perform  ?  Is  it  easier  to  handle  this  type  return,  in  terms  of 
manpower  ? 

Mr.  Walters.  Yes,  it  is.  It  is  a  simpler  return  and  we  can  handle 
it  easier.  On  that  I  would  like  to  call  on  Assistant  Commissioner 
Barron,  who  might  give  us  a  little  more  on  that. 

Mr.  Barron.  Yes,  sir;  Mr.  Chairman,  on  figures  released  on  March 
25,  on  Sunday,  we  had  44  million  in  receipts  at  that  point,  including 
16  million  of  the  new  form  1040-A.  Taxpayers  have  used  it  to  that 
extent  during  this  filing  season.  It  does  process  much  faster  through 
our  code  and  edit  procedures  at  the  service  center  because  there  is 
less  paper  to  handle. 

short    FORM    AND    COMPLIANCE 

Mr.  Steed.  What  does  this  do  with  the  audit  delinquency,  and  that 
sort  of  thing?  Does  this  help  that  workload  picture  any?  Does  the 
fact  they  use  this  short  form  eliminate  the  chance  for  fraud,  error, 
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deception  or  that  sort  of  thing  that  you  might  find  in  other  type 
returns  ? 

Mr.  Walters.  I  would  say,  Mr.  Chairman,  it  reduces  the  potential 
for  evasion  because,  in  the  first  place,  there  is  no  place  for  the  man 
to  claim  deductions.  He  could  omit  income  still,  so  we  don't  eliminate 
the  possibility,  but  we  do  reduce  it.  In  other  words  to  engage  in 
evasion  with  this  form,  the  taxpayer  would  have  to  omit  income  or 
claim  excessive  personal  exemptions.  Except  for  those  two  items,  it 
is  basically  clean. 

Mr.  Steed.  When  you  get  to  the  point  where  you  can  marry  the 
W-2  and  the  other  information  with  the  taxpayer's  number,  then 
that  would  include  matching  it  with  the  short  forms  as  well  as  all 
the  others. 

Mr,  Walters.  Yes,  sir. 

Mr.  Steed.  That  would  take  care  of  your  worst  problem  then  on 
the  short  form. 

Mr.  Walters.  That  is  right. 

Mr.  Steed.  In  terms  of  omitted  income  reports. 

Mr.  Walters.  Yes,  sir. 

audit  plans 

Mr.  Steed.  In  regard  to  audits  what  is  the  goal  that  you  hope  to 
be  able  to  accomplish  this  coming  year,  and  what  impact  on  the 
overall  long-range  problem  do  you  think  you  can  have  this  coming 
year  ? 

Mr.  Walters.  I  take  it  you  are  thinking  of  the  number  of  returns 
we  will  be  able  to  audit,  the  percentage  of  returns  ? 

Mr.  Steed.  That  is  right,  so  that  the  trend  of  the  last  2  or  3  years 
would  be  at  least  stopped,  or  hopefully  reversed.  Do  you  think  you 
can  really  bring  about  much  results  in  the  audit  area,  with  this  budget 
before  us  now  ? 

Mr.  Walters  Mr.  Chairman,  let  me  say  in  a  general  way,  I  think  we 
have  already  made  a  turnaround,  because  in  fiscal  year  1972  we  re- 
versed a  9-year  downward  trend,  examining  more  returns  than  in 
the  previous  year  for  the  first  time  in  many  yeare.  In  fiscal  1973,  we  are 
going  to  audit  more  returns  than  we  did  last  year,  not  a  large  number 
more,  but  some.  In  addition,  we  anticipate  that  next  year  we  will  audit 
more. 

Maybe  I  can  just  make  a  few  general  remarks,  and  then  maybe  Mr. 
Barron  or  Mr.  Hanlon  can  give  us  some  detail  on  it. 

getting  current  on  audits 

We  have  worked  hard  at  trying  to  get  more  current  on  our  audits. 
Feeling  that  each  day  that  a  case  ages,  our  case  becomes  weaker,  be- 
cause our  revenue  agents  retire,  they  get  transferred,  they  die  or  in  one 
way  or  another  aren't  around,  with  a  case  getting  older  and  older. 
Evidence  also  disappears. 

We  have  recently  established  a  policy  that  on  individual  examina- 
tions we  will  begin  them  within  20  months  of  the  time  that  the  return 
is  filed,  and  we  will  complete  them  within  26  months.  This  gives  us  a 
starting  time  and  a  finishing  time,  which  means  we  have  to  work  within 
a  specified  time. 
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On  corporate  examinations,  we  are  using  a  beginning  time  of  21 
months  and  a  completion  time  of  27  months  from  the  filing.  This  is 
going  to  help  us  a  lot. 

Last  year  we  also  established  an  objective  to  reduce  the  number  of 
prior  year  returns  in  our  audit  inventory.  This  was  in  order  to  make 
examinations  more  current.  As  a  result,  we  have  reduced  our  prior  year 
returns  from  250,000  as  of  June  30, 1971,  to  190,000  as  of  June  30, 1972. 

We  also  have  reduced  the  average  number  of  years  that  are  open 
from  4.6  as  of  June  30,  1968,  to  2.9  at  this  time.  We  are  working  to 
have  no  more  than  3  years  open  on  any  taxpayer  at  any  time.  This  is 
going  to  take  some  doing,  but  we  are  working  towards  it. 

Let  me  ask  John  Hanlon  to  tell  us  a  little  bit  about  what  we  have 
done  this  year  and  what  we  will  do  next  year  on  individual  returns. 

AUDIT   PROJECTIONS 

Mr.  Hanlon.  Mr.  Chairman,  the  projection  for  fiscal  year  1973  is  a 
coverage  of  1.9  for  income,  estate  and  gift  tax  returns.  We  intend 
to  examine  1,668,000  returns  of  all  types.  With  the  budget  request  for 
fiscal  year  1974,  we  expect  to  get  a  coverage  of  2.3,  and  we  will  examine 
.close  to  2  million  returns.  This  will  indicate  an  increase  in  both  the 
field  and  office  audit  examinations. 

In  connection  with  the  office  audit  examinations,  we  will  be  exam- 
ining more  low  business  returns. 

AUDITS   RESULTING   IN    NO    CHANGE 

Mr.  Steed.  You  have  said  in  prior  years  that  as  many  as  40  percent 
of  the  returns  examined  were  nonproductive  in  terms  of  being  any 
help  to  the  taxpayer  or  the  Government.  You  have  now  reduced  that. 
Wliat  do  you  think  the  point  of  inefficiency  is  or  whatever  you  call  it? 

Mr.  Walters.  We  refer  to  that  as  the  no  change  rate,  yes,  sir.  Last 
year  it  was  down  to  30  percent  for  fiscal  year  1972.  This  is  individual 
returns.  At  the  moment,  it  is  lower  than  that.  It  is  about  27  percent. 
We  think  we  will  get  it  down  even  lower  than  that,  Mr.  Chairman. 
How  low  we  can  ultimately  go  we  don't  know,  but  it  is  still  trending 
down. 

Mr.  Hanlon.  We  have  a  projection  for  1974  which  shows  a  no 
change  rate  of  22  percent. 

selection    for   AUDIT 

Mr.  Steed.  The  way  you  go  about  selecting  returns  to  be  audited, 
using  the  random  concept  will  always  produce  a  certain  percent  of  no- 
change-type  audits,  won't  it  ?  It  is  inevitable  that  you  are  going  to  have 
some  cases  that  you  can't  tell  on  the  surface  whether  they  should  be 
audited  or  not. 

Mr.  Walters.  That  is  right. 

Mr.  Steed.  The  normal  criteria  of  elimination  will  not  be  available  ? 

Mr.  Walters.  That  is  correct,  and  in  some  instances,  where  the  com- 
puter selects  a  return  for  audit,  we  go  to  the  taxpayer  and  he  Avill  be 
able  to  substantiate  what  he  has  done,  so  that  will  be  a  no-change 
report.  We  will  always  have  some  of  those. 

Mr.  RoBisoN.  Will  the  chairman  yield  ? 

Mr.  Steed.  Yes. 
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REPEATED   AUDITS 


Mr.  RoBisoN.  In  this  same  context,  Mr.  Commissioner,  there  are 
always  some  people  who  complain  to  their  Congressman,  and  then  he 
to  you,  that  because  he  was  picked  out  for  audit  in  1  year,  let  us  say,  by 
the  use  of  the  DIF  system,  his  reporting  pattern  for  the  following  year 
will  show  the  same  disparity  for  people  in  his  income  category,  and  so 
the  DIF  system  kicks  out  his  return  again,  whereupon  he  gets  audited 
the  next  year,  and  then,  maybe,  the  next  year  and  the  next  year,  all  for 
the  same  basic  reasons  which,  in  his  case,  if  they  turn  out  to  be  no- 
change  audits,  he  thinks  is  unreasonable.  What  can  you  tell  us  about 
this? 

Mr.  Walters.  We  have  had  some  of  that,  and  it  does  cause  some  dis- 
turbance on  the  part  of  the  taxpayer,  but  we  have  recently  revised  our 
piF  program  so  that  it  will  not  kick  out  that  return  year  after  year, 
if  we  have  examined  the  first  one  and  found  that  the  issue  can  be  sub- 
stantiated. Maybe  Mr.  Barron  would  like  to  tell  us  a  little  bit  more 
about  that. 

Mr.  Barron.  Yes,  Commissioner. 

In  the  printouts  there  is  an  indication  that  the  return  has  been  ex- 
amined in  the  prior  year,  so  that  information  is  available  and  should 
influence  the  selection  of  the  return. 

Mr.  RoBisoN.  On  a  judgment  basis,  in  other  words,  some  person 
rather  than  a  computer  is  going  to  examine  the  printout  and  say, 
"Well,  he  was  audited  last  year  for  apparently  the  same  disparity 
that  the  computer  found" — let's  say  he  was  paying  more  in  interest  on 
notes  and  mortgages  than  the  average  individual  in  his  income  cate- 
gory ought  to  be.  The  same  pattern  is  present  again  this  year,  but 
since  you  found  he  could  substantiate  the  1  year,  you  won't  require 
him  to  do  it  again.  Is  that  about  it  ? 

Mr.  Barron.  That  is  correct. 

Mr.  RoBisoN.  Thank  you. 

HANDLING   EVIDENCE   OF   FRAUD 

Mr.  Steed.  Inevitably  you  are  going  to  find  the  taxpayer  whom  you 
catch  committing  a  violation  of  the  code.  Do  you  look  at  the  other 
years  that  he  has  already  reported  and  do  you  audit  him  in  future 
years? 

Mr.  Walters.  Mr.  Chairman,  I  see  no  harm  in  making  a  statement 
on  that.  In  the  first  place,  if  we  found  in  the  examination  of  a  current 
return  that  the  taxpayer  was  evading  or  attempting  to  evade,  then 
we  would  back  up  and  look  at  his  returns  for  earlier  years  which  were 
still  available  under  the  statute  of  limitations.  As  to  future  returns, 
we  would  take  note  of  the  fact  this  taxpayer  was  engaging  in  hanky- 
panky,  and  would  look  at  them,  for  a  year  or  two  at  least,  to  see  that 
he  did  not  continue  his  practice. 

GROWTH  IN  temporary  EMPLOYMENT 

Mr.  Steed.  You  asked  for  some  temporary  employees  back  in  1963. 
I  think  the  amount  asked  for  in  help  was  $12.6  million  and  in  1974 
you  are  talking  about  $53.6  million  plus  $143,000  for  preemployment 
training.  Could  you  give  us  some  more  comment  on  how  many  and 
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what  these  temporaries  are  for,  and  why  the  increase  has  been  nec- 
essary? 

Mr.  Walters.  Yes,  in  a  general  way,  Mr.  Chairman,  they  have  to 
deal  with  the  processing  of  returns,  but  I  think  Mr.  Beck  can  provide 
us  more  of  that  detail. 

Mr.  Beck.  The  change  from  1963  would  be  due  in  large  part  Mr. 
Chairman,  to  pay  rate  increases.  I  can't  give  you  an  exact  percentage, 
but  a  large  part  of  it  is  that  another  consideration  is  the  fact  that  we 
are  now  operating  wdth  10  centers,  whereas  in  1963  we  were  just  be- 
ginning to  phase  into  the  service  centers ;  so  we  are  using  more  tem- 
porary employees  in  processing  returns.  These  are  the  general  factors. 

Mr.  Barron.  I  might  add  one  additional  point.  As  you  go  back  into 
the  earlier  years,  Mr.  Chairman,  we  were  not  able  to  process  100  per- 
cent of  our  individual  returns  in  the  fiscal  year,  so  some  of  them  were 
being  processed  immediately  after  in  the  next  fiscal  year.  As  a  con- 
sequence of  becoming  more  efficient,  we  were  able  to  process  the  in- 
dividual returns  to  the  fiscal  year,  hence  our  temporary  employment 
did  peak  to  a  higher  point  than  heretofore. 

Mr.  Steed.  Have  you  been  able  to  conduct  the  kinds  of  studies  that 
would  tell  you  whether  or  not  the  investment  made  in  temporary 
employees  has  really  been  a  profitable  way  to  do  your  business  ? 

Mr.  Walters.  Mr.  Barron  is  the  man  who  is  most  concerned  with 
temporary  employees,  so  let's  have  him  answer. 

Mr.  Barron,  t  think,  Mr.  Chairman,  the  answer  is  both,  in  the 
sense  that  those  employees  who  are  temporary,  with  the  exception  of 
our  new^  service  centers,  have  a  high  rate  of  return,  and  as  a  conse- 
quence, many  of  them  come  back  each  year,  and  the  training  is 
already  accomplished.  All  they  need  is  some  refresher  training. 

Also  in  view  of  the  receipt  pattern  of  returns  there  is  really  no  other 
way  to  schedule  our  manpower  than  to  staff  wnth  permanent  employees 
at  the  point  of  low^  workload  volume,  and  then  increase  staffing  with 
temporary  employees  as  workload  increases. 

COLLECTING   STATE   INCOME   TAXES    (PIGGYBACKING) 

Mr.  Steed.  Wliat  does  the  piggyback  program  for  collecting  income 
taxes  for  the  States  look  like  to  you  riffht  now  ?  Wliat  are  some  of  the 
dimensions  that  you  are  thinking  of,  that  is  forcing  itself  to  make  you 
think  about  ? 

PROSPECTS  FOR  PIGGYBACKING 

Mr.  Walters.  Mr.  Chairman,  as  we  discussed  yesterday,  we  aren't 
yet  faced  with  actual  operations,  but  we  fully  expect  to  begin  actual 
operations  in  1975.  At  this  point  while  no  State  has  elected,  we  have 
some  22  States  that  have  indicated  interest.  If  you  would  like,  I  would 
be  pleased  to  run  down  the  list  and  give  you  some  indication  of  what 
is  happening. 

Delaware  has  already  submitted  present  income  tax  laws  for  deter- 
mination as  to  whether  or  not  they  qualify  for  piggybacking.  Ten 
States — Arizona,  Colorado,  Idaho,  Louisiana,  Maine,  New  York, 
North  Carolina,  Ohio,  Oklahoma,  and  South  Dakotar— have  indicated, 
or  have  made  inquiries,  that  they  are  interested  and  are  considering 
this  matter.  In  Minnesota,  the  Governor  recently  proposed  a  State 
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constitutional  amendment  to  be  placed  on  the  ballot  to  remove  any 
prohibitions  against  piggybacking. 

Arkansas  has  recently  introduced,  in  its  State  legislature,  proposals 
which  would  authorize  Federal  collection. 

In  four  States — Alaska,  Nebraska,  Rhode  Island,  and  Vermont — 
the^^  have  already  conformed  their  income  tax  laws  to  the  code,  so  they 
are  in  a  position  to  elect. 

In  Virginia,  the  Governor  has  made  a  public  statement  indicating 
that  he  did  not  see  how  any  State  could  afford  not  to  go  on  piggy- 
backing, we  assume  that  State  is  interested. 

In  Washington,  the  Governor  has  expressed  an  interest  in  piggy- 
backing, and  we  underetand  he  is  considering  a  recommendation  at 
this  time  to  the  legislature  to  authorize  piggybacking. 

In  California,  the  Governor  expressed  interest  early  last  year,  al- 
though we  understand  that  there  is  a  constitutional  problem  there.  We 
nevertheless  at  this  time  expect  them  to  do  something  about  it,  so  that 
they  can  elect. 

Georgia  and  Iowa,  both  have  recently  conformed  their  income  tax 
laws  more  closely  to  the  code  so  they  apparently  are  in  a  position  to 
elect. 

At  this  time  we  see  22  States  indicating,  in  a  positive  way,  interest 
in  piggybacking.  We  do  not  expect  all  22  to  elect  during  this  calendar 
year,  but  we  do  foresee  that  these  at  least,  in  the  next  few  years,  will 
make  moves  to  have  us  collect  their  taxes,  and  I  frankly  expect  all  50 
States  to  make  the  election  within  the  next  10  years. 

EFFECT    ON    THE    TAXPAYER 

Mr.  Steed.  You  have  probably  given  this  enough  thought  as  to  its 
impact  on,  but  what  is  your  judgment  as  to  what  piggybacking  will 
do  to  the  taxpayer.  Is  this  going  to  make  it  easier  or  tougher  on  the 
taxpayer  to  comply  ? 

Mr.  Walters.  Mr.  Chairman,  I  would  say  it  will  make  it  easier  for 
hini  to  comply,  because  basically  then  he  will  have  one  system  with 
which  to  comply.  Instead,  now  many  taxpayers  have  two  systems,  the 
Federal  and  the  State,  but  maybe  I  should  ask  Mr.  Armstrong,  who 
is  in  our  planning  function,  to  comment  at  this  point. 

Mr.  Armstrong.  Mr.  Chairman,  the  Commissioner  is  absolutely  cor- 
rect. We  think  that  as  far  as  the  taxpayer  goes,  the  burden  will  be 
greatly  eased.  In  many  States  where  the  State  income  tax  laws  differ 
greatly,  the  taxpayer  has  to  go  through  what  essentially  is  the  same 
kind  of  a  complicated  process  twnce  independently.  In  my  own  State, 
which  is  Marj^land,  the  State  law  does  conform  fairly  closely,  and  it 
is  not  as  difficult,  but  States  which  do  elect  to  piggyback  will  be  con- 
forming very  closelj'.  The  taxpayer,  in  essence,  will  have  one  job  to  do. 

effect  on  irs 

As  far  as  our  own  job  goes,  that  is  the  job  of  the  Internal  Revenue 
Service,  it  certainly  will  produce  some  additional  burden.  We  are  pres- 
ently in  the  midst  of  making  estimates  of  precisely  what  that  cost  would 
be.  The  Office  of  Management  and  Budget  has  asked  us  to  prepare  such 
estimates  against  the  possibility  that  legislation  will  be  introduced, 
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which  would  impose  upon  the  States  a  user  charge  where  the  Federal 
Government  would  be  reimbursed  so  much  per  return  by  the  State  for 
collecting.  We  don't  yet  have  those  numbers  fully  developed.  We  are 
in  the  process  of  working  that  out  now. 

Mr.  Walters.  Mr.  Chairman,  I  believe  Mr.  Barron  also  wanted  to 
add  one  thing. 

ACCOUNTING   FOR   EACH    STATe's   TAX 

Mr.  Barron.  Yes.  Mr.  Commissioner  and  Mr.  Chairman,  we  are  very 
concerned  about  the  impact  of  piggybacking  on  the  processing  of  tax 
returns.  This  can  perhaps  be  illustrated  by  thinking  in  terms  of  a  po- 
tential of  51  different  pockets  that  we  will  have  to  account  for  instead 
of  the  one  that  we  have  now.  In  other  words,  in  the  processing,  the 
liabilities  must  be  segregated  by  States,  so  that  we  can  make  a  settle- 
ment with  them  at  the  end  of  the  year.  We  envision  that  this  is  going 
to  have  a  material  impact  on  our  equipment,  which  is  near  capacity 
now,  so  we  will  have  to  add  additional  equipment  to  handle  the 
processing. 

We  will  also  need  manpower  in  our  Service  centers  proportionate  to 
the  number  of  States  that  ultimately  elect.  This  year,  as  you  note  by 
our  budget,  we  are  requesting  manpower  to  start  the  systems  develop- 
ment which  we  feel  should  have  a  good  18-month  leadtime. 

We  see  this,  aside  from  the  enforcement  aspects  of  collection  and 
audit,  as  a  very  large  undertaking. 

FUTURE  EQUIPMENT  NEEDS 

Mr.  Steed.  The  Commissioner  made  a  prediction  that  within  10  years 
all  the  States  will  be  using  this  system.  Assuming  that  the  increase  in 
your  own  operations  continues  as  it  has  in  the  last  several  years, 
and  that  all  50  States  come  into  the  program,  what  would  you  say 
your  equipment  needs  would  be  then  as  compared  to  what  you  have 
on  board  now?  Would  it  be  twice  as  much,  half  as  much  again? 
Could  you  give  us  any  kind  of  a  general  estimate  as  to  what  we  are 
talking  about  here,  in  terms  of,  not  only  the  equipment,  but  also  the 
floor  space  and  everything  else  that  goes  with  it?  In  other  words,  in 
the  physical  adjustments  to  take  on  this  kind  of  a  job. 

Mr.  Armstrong.  Mr.  Chairman,  our  long-range  plans  call  for  the 
replacement  and  upgrading  of  much  of  our  present  equipment  to  meet 
the  demands  of  growth  and  the  fact  of  obsolescence.  I  don't  believe 
there  would  be  a  tremendous  additional  impact  in  equipment  per  se  to 
meet  piggybacking  requirements.  However,  in  terms  of  total  dollars,  we 
are  really  talking  about  a  lot  of  money.  Much  of  it,  however,  would 
be,  I  believe,  on  the  personnel  side. 

If  it  only  cost  us  $2  per  return  for  the  entire  process,  the  account- 
ing for  the  revenue  and  redistribution  for  the  States,  that  is  over 
$150  million.  Only  about  10  percent  of  that  amount  would  repre- 
sent equipment  cost.  The  multiplier,  Mr.  Chairman,  is  a  big  one,  par- 
ticularly when  considering  planned  related  program  expansion  such 
as  information  document  matching  and  linking  our  master  files  in 
the  case  of  related  taxpayers  and  materials  and  facilities  costs. 
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PAYMENTS  TO  STATES  IN  3  DAYS 

There  is  one  other  thing  that  hasn't  been  mentioned  heretofore.  That 
is  that  the  law,  as  it  is  presently  written,  requires  that  distributions 
back  to  the  States  be  made  within  3  days  of  the  time  of  collection. 
That  is  within  3  days  of  the  time  of  collection  with  respect  to  with- 
holding, not  in  terms  of  the  actual  filing.  We  know  of  absolutely  no 
way  in  which  this  could  be  done,  except  on  an  estimated  basis,  to  be 
adjusted  later. 

Mr.  8teed.  Would  it  be  safe  to  say  that  the  lawmaker  who  put  that 
3-day  limitation  in  there  had  never  had  any  experience  doing  what 
you  fellows  are  doing  ? 

Mr.  Armstrong.  Mr.  Chairman,  I  think  it  would  be  safe  to  say  that. 

Mr.  Walters.  At  least  he  didn't  appreciate  our  problems,  Mr.  Chair- 
man. 

Mr.  Ro.BisoN.  If  the  chairman  will  yield,  he  would  have  a  real  prob- 
lem if  one  of  those  taxpayers  at  the  State  level  gave  you  a  "rubber 
check,"  that  bounced  and  you  had  then  forwarded  the  money  on,  within 
those  required  3  days,  to  the  State.  You  might  have  a  little  problem. 
I  suppose  you  would  deduct  it  from  the  next  installment,  but  still  it  is  a 
bad  situation. 

Mr.  Myers.  You  can't  get  your  own  processed  in  3  days,  I  don't 
suppose ;  can  you  ? 

PROBLEMS   or    3 -DAY   PAYMENT 

Mr.  Walters.  No,  we  can't,  Mr.  Myers,  and  we  don't  see  any  way  at 
all  to  do  it  in  3  days,  unless  we  just  say  we  are  going  to  send  so  many 
dollars  to  State  "A,"  and  then  we  will  adjust  it  later.  In  fact,  Mr. 
Chairman,  I  am  pleased  to  see  the  committee  worried  about  this  prob- 
lem, because  I  fully  believe  that  all  50  States  will  elect  piggybacking. 
If  I  were  Governor  of  a  State,  I  would  elect  tomorrow,  if  I  possibly 
could,  because  it  is  going  to  give  the  States  the  opportunity  to  have  the 
money  to  spend  without  any  of  the  harassment  of  collecting  it  and  then, 
when  the  States  do  not  have  enough  money,  they  fuss  at  IRS. 

ADVANTAGES   FOR    STATES 

It  is  a  good  system  looking  at  it  from  the  point  of  view  of  the  State. 
I  fully  believe  all  50  will  elect,  and  we  are  going  to  have  major  prob- 
lems, because  we  are  going  to  be  administering  50  tax  systems  plus  our 
own.  I  think  that  it  would  be  very  healthy  for  this  committee  to  give 
serious  consideration  to  the  problems  we  are  going  to  face,  because  I 
think  they  are  going  to  be  great. 

Mr.  Steed.  I  think  that  piggybacking  is  an  outgrowth  of  a  problem 
that  came  up  several  years  ago  resulting  in  a  closer  liaison  between  IRS 
and  the  State  tax  agencies,  and  that  out  of  that  operation  came  a  pretty 
effective  program  of  catching  people  who  had  paid  State  and  not 
Federal  or  Federal  and  not  State  taxes. 

Based  on  that  experience,  obviously  a  State  piggybacking  would 
eliminate  that  problem.  It  is  either  going  to  exist  at  both  levels  or 
neither. 

Mr.  Walters.  That  is  right. 
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PIGGYBACKING  AND  TAX  COMPLIANCE 

Mr.  Steed.  How  much  elimination  would  you  expect  piggybacking 
to  do  under  normal  circumstances  ? 

Mr.  Walters.  Mr.  Chairman,  I  don't  really  know  that  we  have  a 
handle  on  any  data  that  could  answer  that  question  positively.  Dean, 
do  you  have  any  notions  on  that  ? 

Mr.  Barron.  Commissioner,  I  think  one  of  the  things  you  referred 
to  yesterday,  will  be  significant  in  meeting  this  kind  of  problem  and 
that  is  we  anticipate  that  we  will  need  a  100  percent  match  on  our 
W-2  and  other  information  forms.  With  this  capability,  we  will  be 
able  to  trace  the  nonfilers  with  a  greater  degree  of  accuracy  than  we 
can  do  today,  and  I  think  that  it  will  materially  aid  in  the  objective 
you  are  talking  about. 

Mr.  Steed.  In  that  part  of  your  function  concerned  with  catch- 
ing up  with  the  nonfiler,  the  piggyback  system,  it  is  sort  of  like  killing 
two  birds  with  one  stone,  isn't  it  ? 

Mr.  Walters.  Yes,  sir. 

separation  of  alcohol,  tobacco,  and  firearms 

Mr.  Steed.  In  the  Alcohol,  Tobacco,  and  Firearms  bureau  which 
you  set  up  last  year,  in  terms  of  the  impact  on  manpower  did  you 
gain  or  lose  manpower  by  this  action,  and  how  has  the  new  bureau 
functioned?  Has  it  been  going  long  enough  for  you  to  get  the  kinks 
out  and  in  full  swing  ? 

Mr.  Walters.  Mr.  Chairman,  as  you  recall,  that  division.  Alcohol, 
Tobacco,  and  Firearms  Division  left  the  Service  on  July  1  and  went 
over  to  Treasury  as  a  separate  Bureau.  It  is  our  impression,  from 
continuing  close  relations  with  them,  that  the  function  is  going  for- 
ward with  little  real  change  from  the  way  they  were  operating  at 
the  time  they  were  in  the  Service.  They  are  striving  to  get  set  up  as 
a  separate  bureau,  and  to  move  forward  as  such. 

Since  we  have  continued  close  working  relationships  with  them,  we 
don't  have  anything  to  report,  other  than  that  they  are  carrying  on 
as  they  have  been  carrying  on.  We  have  not  seen  any  major  changes, 
but  presumably  in  the  future  they  will  initiate  major  changes.  It 
might  be  that  Mr.  Widmayer  could  tell  us  more  about  that. 

Mr.  Steed.  What  I  am  leading  up  to  is  by  the  very  nature  of  their 
work  and  the  very  intimacy  with  which  it  was  performed  as  an  in- 
tegral part  of  IRS  in  the  past,  are  you  going  to  have  a  lot  of  reciproc- 
ity, contact  or  relationship  between  the  two  agencies,  in  order  to  be 
long  together. 

Mr.  Walters.  I  think  we  will  continue  to  have  a  lot  of  good,  close 
working  relationships  because,  as  you  indicate,  we  had  operated  so 
long  together,  and  we  will  have  that. 

I  don't  see  any  real  duplication.  I  don't  think  we  will  have  to  pick 
up  people  because  they  are  now  separate  from  us.  On  the  other  hand,  I 
don't  know  what  their  plans  might  be. 

Mr.  Hanlon.  Commissioner,  at  tjie  presnt  time  we  are  using  their 
radio  communications  system,  their  laboratories.  We  are  still   ex- 
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changing  information  and  working  very  closely  with  them  in  the  field 
of  law  enforcement. 

Mr.  Barron.  I  might  add  we  are  doing  some  work  for  A.T.  &  F.,  in 
collection,  processing,  and  certain  management  reports  on  a  reim- 
bursed basis. 

BACKLOG   OF   UNPAID  TAXES 

Mr.  Steed.  Commissioner,  back  in  the  good  old  days,  every  time  the 
annual  budget  for  the  Internal  Revenue  Service  came  up,  we  always 
heard  quite  a  bit  from  a  former  U.S.  Senator,  who  paid  close  atten- 
tion to  the  IRS  backlogs,  especially  in  the  field  of  compliance.  What 
is  your  true  backlog  situation  today  ?  Are  you  on  top  of  that  problem, 
or  have  you  lost  ground  ? 

Mr.  Walters.  1  don't  know  that  we  have  lost  ground,  Mr.  Chairman. 
I  think  probably  we  have  gained  some  ground.  I  think  Mr.  Barron 
will  be  in  a  better  position  to  answer  that  in  some  detail. 

Mr.  Barron.  Mr.  Commissioner,  we  did  update  our  latest  figures 
that  were  provided  to  the  committee  last  year  on  the  inventory  of  de- 
linquent accounts  at  the  end  of  the  calendar  year.  There  is,  at  that 
point  in  time,  a  slight  increase  in  the  total  number  and  in  the  total 
dollars.  This  data  can  be  made  available  to  the  committee. 

Mr.  Steed.  We  will  make  that  part  of  the  record. 

[The  information  follows :] 

Delinquent  Tax  Retubns 

Mr.  RoBisoN.  Would  it  be  appropriate  for  you  to  give  us  some  figures  as  to  the 
size  of  the  delinquency  in  his  area? 

Mr.  Barron.  We  have  a  table  available  that  we  can  make  available  to  you. 

Mr.  RoBisoN.  I  would  like,  Mr.  Chairman,  if  it's  acceptable  to  you,  for  the 
Commissioner  or  his  staff  to  provide  for  the  record  a  statement  or  table  com- 
parable to  what  we  had  in  prior  years,  showing  the  amount  by  category  and 
in  dollar  totals  of  the  deficiencies. 

[Discussion  off  the  record.] 

Mr.  Steed.  Without  objection,  we  will  make  the  table  part  of  the  record  at  this 
point. 

[The  information  follows : ] 

INVENTORY  OF  DELINQUENT  ACCOUNTS  AT  END  OF  CALENDAR  YEAR 
[Dollar  amounts  in  thousands] 


Income 

Tax  groups 

To 

Trust  fund  and 
employment 

Other 

tal 

Calendar  year 

Number 

Amount 

Number 

Amount 

Number 

Amount 

Number 

Amount 

1966 

1967 

1968 

1969 

1970... 

1971 

1972 

.      744,066 
.      619,511 
.      558, 967 
.      689,511 
.      648, 432 
.      505, 147 
.      492, 884 

$919, 738 
946,  788 
1,003,955 
1,182,498 
1,110,965 
1,030,061 
1,  086,  003 

289, 552 
222, 740 
246,  845 
323,  721 
324, 026 
332,  556 
349, 272 

$312,636 
255,768 
339, 428 
545, 924 
703, 291 
690, 979 
787, 484 

37,830 
32, 383 
53, 805 
51,950 
49,710 
43,011 
43. 940 

$183, 822 
196, 067 
243,  232 
290,  370 
347,  335 
332,  216 
283, 047 

1,071,448 
874, 634 
859, 617 
1,065,182 
1,022,168 
880,714 
886,  096 

$1,416,193 
1,398,623 
1,586,611 
2,018,789 
2,161,591- 
2,053,257 
2, 156,  541 

Mr.  Walters.  I  would  add  this,  Mr.  Chairman.  Assuming  we  get  the 
money  that  we  are  requesting  in  this  budget  proposal,  we  will  add 
revenue  officers  to  the  force,  and  we  expect  to  begin  reducing  the  back- 
log, and  by  1976  we  expect  to  have  it  down  to  what  we  consider  an 
optimum  level.  I  believe  that  is  300,000. 
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Mr.  Barron.  Yes,  sir. 

Mr.  Walters.  We  need  that  kind  of  a  backlog  to  have  a  level  work 
force  and  a  level  work  assignment.  We  anticipate  by  1976,  assuming 
that  we  are  provided  what  we  are  requesting,  which  in  this  area  is 
not  a  great  deal,  that  we  can  have  delinquent  accounts  in  a  very  good, 
manageable  position. 

RELATIONSHIPS  WITH  TAXPAYERS 

Mr.  Steed.  There  has  always  been  criticism  of  the  IRS,  some  of  it 
borne  by  the  fact  that  it  is  just  hard  to  be  a  tax  collector  and  popular 
at  the  same  time.  I  know  you  have  always  made  a  special  effort,  in 
training  your  agents  to  teach  them  that  there  is  a  right  way  and  a 
wrong  way  to  tell  someone  that  he  just  owes  some  money.  Even  so, 
dealing  with  as  many  people  as  you  do,  the  human  element  is  still  with 
us,  and  people  are  not  perfect,  so  problems  do  come  up  now  and  then. 
Do  you  still  permit  the  taxpayer  to  call  up  and  request  another  agent 
be  assigned  to  him,  if  he  feels  that  he  has  an  agent  working  on  him  that 
has  gotten  too  interested  in  personalities  rather  than  the  facts  of  the 
case? 

Mr.  Walters.  Mr.  Chairman,  I  don't  think  this  is  a  widespread 
problem,  but  I  am  sure  that  if  we  had  such  a  case,  and  I  don't  recall 
having  learned  about  one  while  I  have  been  Commissioner,  we  would 
make  the  change,  because  we  don't  think  that  we  should  use  personal- 
ities that  conflict  severely  with  the  taxpayer  or  his  representatives. 
Maybe  I  should  ask  Mr.  Hanlon,  who  works  more  directly  with  that, 
to  respond. 

Mr.  Hanlon.  Mr.  Chairman,  when  we  learn  of  a  problem  between 
the  taxpayer  and  the  agent  the  supervisor  makes  an  evaluation.  If 
he  finds  there  is  a  clash  of  personalities,  we  will  assign  a  different  agent. 
However,  we  use  judgment  in  each  case.  If  we  find  that  the  taxpayer 
wants  the  agent  changed  because  he  is  unhappy  with  the  adjustments 
developed  by  the  agent,  we  will  allow  that  agent  to  stay  on  the  case. 

AVOIDING  UNNECESSARY  CONFLICT 

Mr.  Steed.  I  have  personal  knowledge  of  a  case  in  my  district 
where  the  taxpayer  was  very  upset  about  the  attitude  of  the  agent. 
I  suggested  he  call  the  collector  and  see  if  he  couldn't  get  a  new  agent. 
When  he  told  the  agent  what  he  thought  his  problem  with  this  felk>w 
was,  mostly  through  inexperience,  he  said,  "Surely  you  have  got  some 
old  pro  over  there  who  understands  my  kind  of  business  and  can't 
you  send  somebody  down  here  whom  I  can  talk  to."  Ten  minutes 
after  the  new  man  got  there  the  whole  thing  was  settled.  This  was  a 
case  where  a  man  in  an  unusual  type  of  business  had  to  have  some- 
body who  had  an  expert  background. 

In  the  part  of  the  country  I  come  from,  a  lot  of  taxpayers  are  in 
the  oil  business,  you  know.  They  promote  drilling  deals.  If  you  have 
got  a  tax  collector  who  doesn't  understand  the  oil  business,  he  is  going 
to  have  a  lot  of  problems,  because  it  is  a  peculiar  type  of  business.  The 
men  who  work  in  the  oil  fields,  who  know  this  stuff,  have  no  problems 
at  all.  They  can  smell  an  oil-man  a  mile  away,  he  knows  it  and  they 
get  along  fine. 
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I  think  that  this  is  a  safety  valve  that  ought  to  be  encouraged,  be- 
cause, you  know,  even  a  taxpayer  is  human  and  after  he  has  run  into 
a  nasty  agent  he  is  not  in  the  best  of  humor  by  the  time  he  comes  to 
the  next  one.  Personalities  can  become  involved  in  the  best  of  cir- 
cumstances. 

Mr.  Walters.  You  are  absolutely  right,  Mr.  Chairman.  Let  me 
say  also,  as  you  indicated,  with  as  many  people  as  we  have,  now  and 
then  we  do  have  one  who  simply  does  not  conduct  himself  the  way  that 
we  would  like  him  to  or  the  way  that  he  should.  We  try  to  avoid  that. 
We  watch  it,  but  now  and  then  we  have  a  problem. 

Fortunately,  we  don't  have  a  large  number,  because  if  we  did,  we 
would  be  in  deep  trouble.  We  do  strive  to  have  good,  sound,  solid 
working  relationships  between  our  agents  and  taxpayers.  When  we 
find  that  we  have  one  going  astray,  then  we  do  something  about  it. 

REMAINING  OBJECTIVE 

We  could  cite  specific  cases,  but  I  don't  think  it  would  add  a  lot.  Just 
please  be  assured  that  we  do  try  to  take  care  of  them.  We  have  to  watch, 
of  course,  and  be  sure  that  taxpayers  aren't  trying  to  get  particular 
agents,  or  trying  to  avoid  the  agent  assigned  to  the  case  because  he 
thinks  that  the  agent  is  beginning  to  trace  something  that  he  doesn't 
want  to  be  discovered.  We  do  try  to  handle  the  situation  properly. 

ADVISING  TAXPAYERS 

Mr.  Steed.  I  know  that  especially  in  the  oil  business,  I  am  talking 
about  the  oil  production  business,  where  the  lease  deals,  drilling  deals, 
and  all  that  are  involved,  that  many  of  these  deals  will  rise  or  fall  on 
the  tax  fee  that  is  involved  in  it,  and  if  they  are  not  able  to  get  accurate 
tax  information  before  they  sign  on  the  dotted  line,  they  won't  sign. 

I  think  that  you  are  to  be  congratulated  in  at  least  the  area  I  rep- 
resent, which  is  a  heavy  oil-producing  area,  that  IRS  men  have  been 
the  type  people  who  can  give  them  a  reading.  Sometimes  time  is  of 
the  essence.  An  hour  from  now  may  be  too  late,  and  so  you  have  got 
to  have  some  able  men  who  can  inform  someone  who  is  on  the  verge 
of  closing  one  of  these  deals,  as  to  what  his  tax  situation  is. 

I  have  seen  this  work  so  many  times  that  I  don't  know  what  other 
service  IRS  performs,  but  I  don't  think  that  a  lot  of  the  domestic  oil 
industry  could  survive,  if  you  didn't  have  the  kind  of  men  who  could 
keep  those  who  are  engaged  in  it  advised  as  to  their  tax  problems.  Of 
course,  it  simplifies  the  tax  collection  later  on. 

Mr.  Walters.  You  are  absolutely  right,  sir,  and  we  appreciate  that 
compliment,  Mr.  Chairman. 

NEW  MANPOWER 

Mr.  Steed.  Do  we  have  in  the  justifications  here  a  breakdown  of  how 
the  4,428  new  people  are  to  be  assigned  ?  If  we  don't  could  you  furnish 
one  for  the  record  ? 

Mr.  Beck.  Yes,  sir,  we  do  have  that.  We  have  a  table  on  the  board 
here  that  does  show  that. 
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Mr.  Steed.  Since  you  have  made  a  detailed  explanation,  we  will  make 
all  these  tables  a  part  of  the  record  at  the  proper  place. 

[See  charts  provided  with  the  opening  statement.] 

Mr.  Walters.  This  chart,  Mr.  Chairman,  will  show  you  the  break- 
down. 

FEDERAL  TAX  LIEN  REVOLVING  FUND 

Mr.  Steed.  That  will  take  care  of  that  need.  We  put  up  the  $500,000 
in  1968,  I  believe,  to  establish  the  Federal  tax  lien  revolving  fund. 
How  is  it  working  ? 

Mr.  Beck.  It  is  working  adequately,  I  believe.  From  time  to  time  we 
have  considered  asking  for  more  capital,  but  the  pressures  of  our 
operating  budget  have  been  greater,  and  we  felt  the  priorities  were 
there,  but  it  seems  to  be  working  successfully  from  the  financial  point 
of  view.  I  think  Mr.  Barron  might  comment  on  the  program  aspects 
ofit. 

Mr.  Barron.  As  I  recall,  Mr.  Chairman,  this  is  something  we  long 
sought  and  appreciate  having.  It  has  served  us  very  well.  There  have 
been  I  think  some  indications  that  it  may  have  not  been  adequate  in 
capital  amount  to  meet  our  needs,  as  Alan  has  indicated,  but  other 
than  that  it  has  met  our  requirements. 

SETTLING  audit  DISAGREEMENTS 

Mr.  Steed.  In  a  general  sense,  complaints  and  criticisms  that  come 
up  I  think  revolve  around  auditing  of  returns  and  this  phase  of  your 
activities.  In  one  way  or  another  all  these  have  to  be  settled.  What  is 
your  general  record  on  how  you  dispose  of  these  sorts  of  things  ?  Are 
most  of  them  done  on  an  amicable  basis  at  some  lower  level,  or  do 
you  wind  up  in  tax  court,  or  what  ? 

CASE  settlement  STATISTICS 

Mr.  Walters.  Mr.  Chairman,  we  recently  wrote  a  letter  that  sets 
out  the  record ;  and,  if  I  may,  I  would  like  to  read  three  short  para- 
graphs from  the  letter,  which  will  respond  to  your  inquiry.  It  reads 
this  way : 

We  would  like  to  present  to  you  some  of  our  statistics  concerning  unagreed 
cases.  Examiners — and  that  is  the  revenue  agent — close  in  excess  of  95  percent 
of  the  cases  they  examine.  If  the  taxpayer  and  examiner  cannot  agree,  the  next 
step  is  for  the  taxpayer  to  attend  a  district  conference  which,  except  for  com- 
plex cases,  is  offered  to  him.  Even  if  a  taxpayer  is  not  offered  a  district  confer- 
ence, he  can  request  one.  District  conferees  close  about  65  percent  of  the  cases 
brought  before  them.  Failing  to  agree  at  district  conferences,  the  taxpayer  can 
usually  get  an  appellate  division  conference.  The  appellate  division  closes  around 
80  percent  of  their  cases.  This  brings  us  down  to  this  fact.  Less  than  1  percent  of 
all  cases  vphich  are  examined  go  to  court,  and  actually  80  percent  of  tliese  are 
either  settled  before  trial  or  dismissed  by  the  court,  which  means  that  less  than 
one-fourth  of  1  percent  of  our  cases  are  actually  litigated. 

That  is  a  rather  fabulous  record. 

cost   REDUCTION 

Mr.  Steed,  I  agree.  I  know  that  it  is  traditional  in  the  Treasury 
Department  to  try  to  come  up  each  year  with  new  efficiency  records, 
cost  reduction  programs  and  all  that  sort  of  thing.  How  has  the  year 
been  for  you,  in  terms  of  cost  reductions  and  savings  ? 
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Mr.  Walters.  Mr.  Chairman,  we  have  been  striving  to  make  man- 
agement improvements  and  operational  improvements  which  would 
reduce  our  costs.  We  have  two  reasons  for  that.  First,  with  a  shortage 
of  resources,  we  should  use  as  much  of  the  money  that  Congress  pro- 
vides for  us  as  we  can  in  our  income  producing  activities. 

Second,  just  out  of  good  management,  we  ought  to  do  it.  We  have 
effected  some  very  pleasing  and  promising  results.  At  this  point, 
based  on  what  we  have  done  so  far,  and  what  we  are  in  the  process  of 
doing,  we  expect  to  reduce  the  costs  of  our  ongoing  operations  by  sev- 
eral million  dollars  in  fiscal  1974.  If  you  wish,  I  can  give  you  some  of 
this  orally,  or  we  could  provide  it  for  the  record ;  we  have  some  rather 
stunning  cost  reductions. 

Mr.  Steed.  I  think  it  would  make  good  reading,  and  I  would  like  to 
ask  you  to  make  it  a  part  of  the  record. 

Mr.  Walters.  We  will  be  pleased  to  do  so. 

[The  information  follows :] 

Recent  Cost  Reduction  Achievements  of  the  Internal  Revenue  Service 

Over  the  past  20  months  the  Internal  Revenue  Service  has  implemented  a  num- 
ber of  management  improvements  and  cost  reduction  actions  which  are  estimated 
to  yield  annual  savings  of  approximately  $27  million  in  fiscal  year  1974.  These 
savings  are  in  addition  to  those  emanating  from  grade  escalation  controls, 
deferral  of  work  to  a  future  date,  and  other  economy  action  mandated  by  tight 
budgetary  constraints.  They  have  been  taken  into  account  in  arriving  at  resource 
requirements  for  the  budget  request. 

Examples  of  some  of  the  most  significant  actions  taken  by  the  Service  to  reduce 
overhead,  increase  eflSciency  and  productivity — and  thereby  achieve  more  eco- 
nomical operations — are  briefly  described  below. 

OBGANIZATIONAI.  CHANGES 

Within  the  national  oflBce,  major  reorganizations  involving  administration, 
compliance,  data  processing,  and  planning  and  research  activities  have  been 
implemented.  Many  benefits  have  been  realized  from  these  organizational  changes, 
including  the  elimination  of  98  positions  (many  of  them  supervisory)  with  esti- 
mated annual  savings  of  $1,427,000. 

At  the  field  levels,  several  reorganizations  have  been  and  are  being  imple- 
mented. Activities  involved  in  major  field  reorganizations  include  audit,  appellate, 
collection,  intelligence,  taxpayer  service,  and  accounts  processing.  A  total  of  287 
positions  have  been  or  will  be  eliminated,  with  estimated  annual  savings  of  over 
$4.5  million. 

ECONOMIES  IN  TAX  PKOCESSING 

A  residual  master  file  system  for  computer  processing  of  low  volume  tax  returns 
has  been  implemented  in  all  10  IRS  service  centers.  By  reducing  manpower 
required  for  manual  processing,  savings  of  $380,000  are  anticipated. 

One  of  the  most  significant  developments  in  tax  administration  during  the 
decade  of  the  1970's  is  the  integrated  data  retrieval  system.  "V\Tiile  the  major 
benefit  of  this  system  is  improved  service  to  taxpayers,  recurring  manpower 
savings  in  excess  of  $5  million  are  expected  to  be  realized  next  year. 

Achievement  of  a  stabilized  work  force  at  service  centers  (to  increase  eflSciency 
and  reduce  costs)  is  the  basic  aim  of  controlled  direct  line  processing.  While 
initially  projeted  savings  of  $509,(X)0  may  not  be  realized  this  year,  the  savings 
will  nevertheless  be  substantial. 

ECONOMIES  IN  SELECTING  AND  AUDITING  TAX  BETUBNS 

Statistical  sampling  methods  will  be  applied  to  the  selection  of  examined  cases 
for  review  effective  April  1,  1973,  with  estimated  savings  of  $225,000  in  fiscal 
year  1973.  In  subsequent  years  savings  are  expected  to  reach  about  $900,000. 

In  tax  examination  of  computerized  accounting  records  computer  assisted  audit 
techniques  are  being  used  to  search,  retrieve,  and  printout  detail  data  in  place 
of  manual  search  and  listing.  Estimated  savings :  $348,(X)0. 
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As  part  of  its  continuing  efforts  to  improve  the  selection  and  examination 
process  to  produce  better  audit  results,  computer  classification  of  small  corporate 
returns  for  audit  was  initiated  this  year.  Savings  of  9  man-years  in  classification 
manpower  are  anticipated,  totaling  $162,000. 

TRAINING  ECONOMIES 

Classroom  time  in  the  advanced  revenue  agent  course  was  reduced  by  24  hours 
with  the  absorption  of  basic  corix»ration  income  tax  law  material  in  the  basic 
course  which  was  not  increased  in  length.  With  a  training  population  of  900 
revenue  agents,  savings  of  approximately  10  man-years  and  $246,000  can  be 
achieved. 

Class  life  (ADR)  system  of  depreciation  training  utilizes  programed  instruc- 
tions (self-study),  enables  field  technical  personnel  to  complete  training  in 
approximately  1  day  as  opposed  to  3  days  using  the  traditional  classroom  setting. 
Savings  of  $236,000  in  travel  and  i)er  diem  costs  should  be  realized  in  fiscal  year 
1973,  assuming  a  training  population  of  15,000  employees. 

OTHER  ECONOMIES 

Reduction  in  the  number  of  tax  packages  and  commercial  mailing  of  tax  pack- 
ages is  expected  to  save  the  Service  nearly  one-half  million  dollars  this  year. 
Reinstatement  of  Short  Form  1040A,  Individual  Income  Tax  Return  for  1972, 
accounts  for  approximately  $190,000  in  savings  of  printing  costs. 

TREASURY   DEPARTMENT   EmCIENCY 

Mr.  Steed.  We  have  always  been  proud  of  the  overall  Treasury 
record  in  this  direction,  and  we  would  like  to  encourage  it,  and  so  we 
also  hope  that  Treasury  will  continue  to  be  so  efficient  that  their 
example  will  become  contagious  and  maybe  spread  over  to  other  Gov- 
ernment agencies. 

Mr.  Walters.  I  might  say,  Mr.  Chairman,  since  this  is  my  last 
appearance,  I  don't  claim  credit  for  all  of  this,  but  I  am  pleased  to 
have  been  a  part  of  it.  Some  of  it  is  stunning.  Just  in  our  service 
center  operations  we  have  eliminated  150  positions  and  streamlined 
the  operations.  In  that  area  alone  next  year  we  expect  to  save  $2 
million.  Also,  in  our  top  staff  here  in  the  national  office,  we  have 
eliminated  98  positions.  This  alone  will  save  us  almost  $1.5  million. 
I  think  this  is  just  plain  good  business,  and  the  taxpayers  are  entitled 
to  it. 

IMPROVING   STATISTICAL  DATA 

Mr.  Steed.  Commissioner,  a  long  time  ago,  when  the  first  regional 
mechanized  center  was  opened  down  at  Atlanta,  we  went  down  and 
took  a  look  at  it  and  watched  it  in  operation.  After  the  Service  got 
the  bugs  out  of  it,  we  were  then  able  to  mechanize  the  entire  country. 
It  became  apparent  to  me  that  this  is  opening  a  new  door  to  a  new  type 
of  information  that  just  never  was  physically  possible  before,  but  I 
apparently  didn't  state  my  views  well  enough,  because  some  of  the 
IRS  people  then  didn't  seem  to  think  that  it  offered  much  opportunity 
in  that  field. 

Then  a  few  years  later,  I  noticed  that  IRS  has  done  a  remarkable  job 
in  developing  ways  to  convert  all  of  this  information  into  all  kinds  of 
statistical  extractions.  What  is  your  general  opinion  about  the  value 
of  the  spinoff  of  information  that  mechanized  IRS  proceedings  now 
make  available  to  policymakers  and  to  the  public  generally  ? 

Mr.  Walters.  Mr.  Chairman,  in  the  first  place,  we  ought  to  recognize 
that  good  statistics,  statistics  which  are  meaningful,  are  the  very  basis 
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for  sound  tax  legislation,  and  policymaking.  Undoubtedly  some  of 
it  is  needed.  Yet,  if  I  did  not  state  frankly  that,  in  my  opinion,  there  is 
always  a  danger  of  spinning  off  too  much,  I  would  be  less  than 
candid. 

KEEPING   STATISTICS   TO  ESSENTIALS 

We  have  been  analyzing,  at  the  Service,  the  amount  of  statistics  and 
the  kinds  of  statistics  that  we  have  been  producing.  I  think  that  we 
probably  have  determined  that  we  can  do  without  some.  I  am  sure  Mr. 
Armstrong  can  add  to  this.  I  think  we  need  some,  but  we  have  to 
watch  it  or  we  will  produce  too  much ;  and,  if  we  do  that,  then  we  are 
not  gaining  ground. 

Mr.  Aemstrong.  Mr.  Chairman,  with  the  strong  encouragement  of 
the  Commissioner,  we  have,  over  the  past  several  months,  conducted 
a  really  searching,  indepth  review  of  our  statistical  programs,  a  pro- 
gram generally  known  as  statistics  of  income  and  wealth,  which  is 
used  both  by  tax  policymakers  and  other  economic  policymakers 
within  and  outside  the  Government. 

This  is  a  program  which  is  based  on  a  sample  rather  than  on  100 
percent  of  all  of  our  returns,  and  it  is  a  program  in  which  we  believe 
we  can  stagger  the  emphasis  in  alternate  years  between  individual 
and  corporate  statistics. 

Incidentally,  our  deliberations  have  been,  not  only  within  the  Reve- 
nue Service  and  Treasury  family,  but  within  the  entire  Government, 
with  the  assistance  of  the  Office  of  Management  and  Budget,  and  with 
outside  users  as  well,  academicians  as  well  as  researchers  such  as 
Brookings  Institution,  for  instance. 

We  think  we  have  a  viable  program,  which  will  continue  to  produce 
continuity  in  the  economic  time  series  data  that  we  publish  at  a  sig- 
nificant reduction  in  man-years  which  could  then  be  applied  to  special 
research  needs. 

tax   ADMINISTRATION   FIRST 

Mr.  Steed.  I  hope  they  don't  keep  on  dreaming  up  new  tasks  for 
you  in  this  field  like  revenue  sharing.  I  can  visualize  that  it  wouldn't 
take  much  for  a  nonunderstanding  Congress  to  just  load  you  up  with 
a  whole  load  of  these  things  and  make  it  virtually  impossible  for  you 
to  do  your  own  work.  It  is  a  temptation  when  certain  facts  and  figures 
can  be  obtained,  but  I  think  this  is  a  field  3^ou  have  to  watch. 

Mr.  Walters.  Mr.  Chairman,  that  has  been  exactly  our  concern.  We 
shouldn't  produce  any  statistics  which  aren't  both  meaningful  and  use- 
ful, and  used  because  to  do  otherwise  is  engaging  in  an  exercise  in 
curiosity,  and  we  don't  have  the  resources  for  that. 

Mr.  Steed.  I  would  advise  the  Commissioner  henceforth  to  have 
somebody  on  his  staff  who  keeps  an  eye  on  the  bills  in  Congress,  to 
make  sure  that  no  sleepers  are  in  to  load  him  up  with  this  kind  of  work 
without  letting  somebody  know  about  it,  because  it  is  a  temptation.  In 
perfectly  good  faith  people  can  want  IRS  involved  in  something  they 
are  trying  to  do,  because  it  just  seems  to  be  the  most  reliable  and 
easiest  way  to  do  it. 

Then  there  are  so  many  times  when  you  are  in  a  controversial 
statistical  battle  if  you  can  say  these  are  the  official  figures  from  IRS: 
That  is  a  pretty  powerful  attraction. 


536 

INTERNATIONAL   OPERATIONS 

What  are  your  operations  outside  the  United  States  now  in  terms 
of  manpower  and  such  ? 

Mr.  Walters.  That  mainly  is  in  our  Office  of  International  Opera- 
tions, which  comes  within  Mr,  Hanlon's  jurisdiction.  I  think  I  will  let 
him  respond  in  detail.  Basically  speaking,  in  a  general  way,  we  have 
people  stationed  in  10  of  the  largest  cities  around  the  world  such  as 
London,  Tokyo,  et  cetera. 

INADEQUATE   OVERSEAS   OPERATIONS 

Before  we  turn  it  over  to  Mr,  Hanlon  as  to  some  of  the  details,  please 
let  me  say  that,  in  my  opinion,  we  are  not  doing  enough  of  this.  I 
regret  to  think  of  enlargmg  any  operation,  but  I  am  convinced  that, 
with  the  vast  increase  in  the  multinational  corporations  staffed  around 
the  world,  and  also  with  the  trend  of  large  accounting  firms,  particu- 
larly American  firms,  to  operate  around  the  world,  we  have  not  kept 
pace.  In  fact,  our  offices  consist  of  very  few  people.  I  don't  believe  we 
have  more  than  three  people  in  any  capital  outside  of  this  country. 

I  don't  think  we  are  equipped  to  do  the  kind  of  job  we  need  to  do, 
to  see  that  we  get  the  revenue  that  we  are  entitled  to  from  these  op- 
erations. With  that,  I  will  ask  Mr.  Hanlon  to  provide  you  with  some 
of  the  details  on  the  people  in  foreign  countries. 

OVERSEAS   POSTS 

Mr.  Hanlon.  Mr.  Chairman,  we  have  442  people  in  our  interna- 
tional operations  area.  We  have  posts  of  duty  in  Ottawa,  Mexico  City, 
Sao  Paulo,  London,  Paris,  Bonn,  Rome,  Tokyo,  and  Manila.  We  also 
have  a  temporary  post  in  Saigon. 

We  maintain  an  overseas  audit  program  and  an  overseas  taxpayers 
assistance  program.  We  also  have  our  posts  of  duty  people  available 
to  handle  collateral  requests  for  information  needed  by  our  agents 
conducting  examinations  and  investigations  in  the  United  States. 
Overall,  these  are  the  principal  functions  of  our  international  opera- 
tions. 

Mr.  Walters.  John,  I  think  it  might  be  helpful  if  you  indicated 
the  number  of  people  we  have  actually  stationed  out  of  the  country. 
Most  of  those  people  you  talk  about  are  in  the  United  States,  I  believe. 

Mr.  Hanlon.  We  have  27  people  assigned  to  the  10  foreign  posts 
and  75  in  Puerto  Rico.  The  balance,  340  people,  are  in  Washington, 
D.C.  I  might  add  that  Puerto  Rico,  being  a  U.S.  possession,  not  only 
calls  for  compliance  responsibilities,  but  also  affords  us  with  full 
enforcement  authority. 

Mr.  Steed.  Do  you  have  a  figure  on  how  many  American  taxpayers 
send  in  tax  returns  from  overseas,  who  actually  live  overseas  and 
permanently  reside  overseas?  What  is  the  volume  of  business  you 
have  to  transact  in  that  field  ? 

Mr.  Hanlon.  Last  year,  1,405  audits  were  conducted  overseas.  Addi- 
tionally 13,000  taxpayers  were  examined  by  correspondence  from 
Washington. 

Mr.  Walters.  We  can  and  will  provide  it,  Mr,  Chairman. 

Mr.  Steed.  If  you  can  give  us  all  the  statistical  information  that 
will  spell  this  out. 
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Mr.  Hanlon.  Commissioner,  I  do  have  the  additional  information. 
The  State  Department  reported  in  1971  that  1,049,000  U.S.  citizens, 
exchiding  military  and  Government  employees,  resided  outside  the 
United  States  and  289,000  returns  were  filed  for  them.  This  year  20 
taxpayer  assistors  will  visit  101  cities  in  60  foreign  countries. 

As  a  result,  they  will  assist  over  30,000  U.S.  taxpayers  living  abroad. 
Additionally  119  income  tax  seminars  are  scheduled  overseas  during 
the  filing  season. 

INCREASING   TAX    INVOLVEMENT   ABROAD 

Mr.  Walters.  We  know  this,  Mr.  Chairman.  That  more  and  more 
Americans  are  living  abroad.  More  and  more  Americans  are  retiring 
abroad.  We  also  know  that  we  are  not  following  them  as  closely  as  we 
should  to  see  that  they  know  about  their  American  tax  obligations, 
and  also  that  they  live  up  to  them. 

Mr.  Steed.  Is  this  an  area  where  an  intensified  effort  on  your  part 
would  probably  produce  more  revenues  than  the  amount  of  money  that 
you  would  have  to  invest  in  the  program  ? 

Mr.  Walters.  Mr.  Chairman,  we  think  there  is  no  question  but 
what  that  is  true. 

IRS   FOREIGN   TOURS    OF   DUTY 

Mr.  Steed.  How  long  a  tour  does  an  agent  get  when  you  send  him 
overseas  ? 

Mr.  Hanlon.  Generally,  5  years. 

Mr.  Steed.  Is  there  any  harm  in  utilizing  the  expertise  that  an  agent 
might  acquire  in  his  overseas  work  by  reassigning  him  for  a  second 
5-year  tour.  What  is  your  policy  ? 

Mr.  Hanlon.  It  depends  on  the  situation  and  the  individual.  Some- 
times a  man  may  be  stationed  in  London  for  5  years,  then  reassigned 
to  another  post.  After  this  second  tour  he  may  be  brought  back.  We 
have  changes  like  this  among  our  people. 

ASSISTING   AMERICANS   ABROAD 

Mr.  Steed.  I  don't  know  whether  you  run  into  it  or  not,  but  in  other 
Treasury  Department  agencies  with  overseas  operations,  there  are  cer- 
tain situations  where  the  individual  himself  was  worth  more  than  the 
prestige  of  the  United  States.  In  other  words,  the  folks  he  had  to  work 
with  trusted  him. 

Mr.  Hanlon.  Yes,  sir. 

Mr.  Steed.  The  fact  he  was  representing  the  U.S.  Government  didn't 
impress  them,  but  the  fact  they  knew  they  could  trust  him  meant  a 
lot.  We  would  lose  a  valuable  asset  if  we  lose  that  man,  because  these 
people  don't  have  to  cooperate  with  you,  and  if  they  don't  trust  you 
and  they  don't  feel  like  they  know  you,  they  won't  cooperate  with  you. 
I  don'tknow  whether  you  had  any  situation  of  that  nature  or  not. 

Mr.  Walters.  You  are  absolutely  correct,  Mr.  Chairman.  Some  of 
the  people  whom  we  have  are  in  the  same  category.  A  few  months  ago 
I  was  in  Paraguay,  in  connection  with  an  international  meeting  of 
tax  managers,  and  the  man  there  representing  the  United  States,  a 
man  named  Bill  Flaherty  speaks  the  language,  and  has  studied  the 
history  and  culture  of  the  country.  I  recall  at  one  of  the  luncheons 
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which  the  Finance  Minister  of  Paraguay  held  for  a  small  group,  this 
man  knew  more  about  Paraguay  and  Ascuncion  than  did  some  of  the 
natives.  He  was  most  impressive,  and  he  is  most  vauable  to  us  in  that 
role. 

Mr.  Steed.  Do  you  send  people  overseas  temporarily  to  help  your 
permanent  people  when  they  have  a  heavy  workload  ? 

Mr,  Hanlon.  Yes,  sir.  We  also  send  people  overseas  to  provide  tax- 
payer assistance  and  to  conduct  audits. 

Mr.  Steed.  That  would  be  a  matter  of  a  few  days  ? 

Mr.  Hanlon.  Mr.  Chairman,  to  provide  taxpayer  assistance  they 
go  over  in  January,  and  they  return  after  April  15.  The  auditors  go 
over  for  varying  periods  of  time ;  usually  for  6  months.  Trips  to  help 
with  other  workloads  vary  in  time,  depending  upon  the  needs  of  the 
foreign  posts. 

Mr.  Walters.  Those  trips,  Mr.  Chairman,  could  be  anywhere  from 
several  weeks  to  several  months,  depending  on  the  particular  case  or 
cases. 

Mr.  Steed.  And  it  could  vary  in  the  number  of  people  involved  ? 

Mr.  Hanlon.  Yes,  sir. 

Mr.  Steed.  If  you  moved  a  lot  of  military  personnel  out  of  one  coun- 
try to  another,  this  would  cause  you  to  shift  around  in  compliance 
with  that  situation. 

Mr.  Walters.  Yes,  sir. 

Mr.  Steed.  You  have  made  comment  about  the  results  you  think 
you  get,  and  I  assume  from  that  that  you  are  encouraged  to  believe 
that  expansion  is  called  for  in  your  overseas  work. 

Mr.  Walters.  Yes,  sir,  I  most  assuredly  do  believe  that,  Mr. 
Chairman. 

tax  treaties 

Mr.  Steed.  Do  you  have  to  have  any  type  of  agreement  with  foreign 
countries  to  do  any  of  this  sort  of  work  inside  their  domain  ? 

Mr.  Walters.  I  personally  don't  know  the  answer  to  that. 

Mr.  Hanlon.  When  our  foreign  posts  were  established,  necessary 
correlation  with  foreign  governments  was  performed  by  the  State  De- 
partment to  permit  our  people  to  operate  in  those  countries  within  the 
jurisdiction  of  our  posts.  We  also  have  tax  treaties  with  some  of  the 
countries  providing  for  exchange  of  information  within  specified 
limits. 
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Mr.  Steed.  Do  you  do  any  actual  tax  collection  for  foreign  govern- 
ments anywhere  under  any  circumstances  ? 
Mr.  Hanlon.  Not  to  my  knowledge. 

FOREIGN  TAX  ASSISTANCE 

Mr.  Steed.  Do  you  do  any  counseling  to  help  foreign  governments 
improve  their  tax  collecting  techniques  ? 

Mr.  Walters.  This,  Mr.  Chairman,  we  do.  We  have  a  small  staff  in 
the  Commissioner's  office,  which  used  to  be  known  as  the  Foreign  Tax 
Assistance  Staff.  It  is  now  just  Tax  Administration  Advisory  Staff. 
Now  this  particular  staff  is,  not  only  helping  foreign  countries,  but  it 
is  helping  States  within  the  United  States  who  ask  for  help.  This  is  a 
relatively  small  group.  We  do  at  times  help  foreign  countries.  We  have 
particularly  helped  Latin  American  countries,  who  need  either  to 
institute  or  upgrade  their  tax  systems. 

This  incidentally  has  been  done  mainly  in  cooperation  with  AID — 
State  Department  efforts — and  particularly  in  connection  with  devel- 
oping countries.  In  fact,  most  of  the  financing  of  that  particular  pro- 
gram has  been  through  AID.  We  have  teams  out  each  year.  At  the 
moment  we  are  at  a  low  ebb,  because  this  program  has  been  going  down 
because  of  the  decreasing  needs  in  Latin  America.  I  believe  at  the 
moment  we  have  about  10  teams  out.  We  have  had  several  more  than 
that. 

Mr.  Steed.  Is  any  of  this  work  done  on  a  reimbursable  basis  ? 

TAX    assistance    IN    VIETNAM 

Mr.  Walters.  Most  of  it  is,  yes,  sir.  I  might  add  this  thought.  We 
have  had  a  team  in  Vietnam  for  a  long  time  helping  over  there,  and 
we  recently  have  received  from  Vietnam  a  report  containing  some  very 
complimentary  remarks  as  to  the  program  in  Vietnam  and  the  work 
done  by  the  team.  Apparently,  from  all  we  hear  and  the  reports,  the 
team  in  Vietnam  is  doing  an  outstanding  job.  If  you  would  like,  we 
could  provide  you  with  copies  of  that  report. 

Mr.  Steed.  I  think  that  would  be  good. 

[Tlie  information  follows :] 
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INTRODUCTION 

The  year  197'2  marks  the  turning  point  in  the  development  of  Vietnamese  tax 
administration.  The  accumulated  efforts  of  prior  years  of  the  project  plus 
increased  vigor  and  commitment  on  the  part  of  the  Government  of  Vietnam 
found  its  culmination  in  a  quantum-like  jump  in  the  momentum  toward  a  modern 
tax  administration.  The  many  operational  and  institutional  improvements 
introduced  by  the  GVN  into  its  tax  administration  provide  clear  evidence  of 
a  renewed  and  intensely  heightened  interest  in  meeting  its  revenue  require- 
ments through  the  country's  own  resources  and  in  developing  an  efficient 
and  modem  tax  administration  organization.  Among  the  many  achievements 
and  forward  steps  taken,  the  following  deserve  to  be  summarized  here: 

1.  Collections  by  the  Directorate  General  of  Taxation 

Despite  the  North  Vietnamese  invasion  and  the  economic  slow-down 
during  the  year,  the  DGT  turned  in  a  tremendous  record  of  achievement  by 
collecting  VN$67.55  Billion,  8%  over  the  budget  target  of  VN$62.56  Billion 
and  almost  38%  over  1971  collections.  Particularly  noteworthy  was  the  extra- 
ordinary increase  in  receipts  from  Direct  Taxes  (62.2%),  a  category  most 
indicative  of  the  vigor  with  which  the  GVN  has  pursued  collections  and  one 
wherein  greater  collections  tend  to  equate  with  greater  tax  equity.   In  this 
connection,  income  tax  collections  from  non-salaried  individuals  more  than 
doubled  (125.9%). 

2.  New  Tax  Laws 

During  the  closing  weeks  of  the  year,  long  and  intensive  effort  paid 
off  with  the  promulgation  of  a  series  of  tax  laws  under  emergency  powers 
conferred  upon  the  President  by  the  Legislative  Assembly.  The  following, 
providing  for  a  complete  revamping  of  the  Vietnamese  domestic  tax  structure, 
became  law: 

1.  Income  Tax  Law 

2.  Value-Added  Tax 

3.  Special  Consumption  Tax 

4.  Patente  (Business  License)  Tax 

5.  Motor  Vehicle  Registration  Tax 

6.  Registration  Tax 

7.  Stamp  Tax 

8.  Entertainment  Tax 

9.  Property  Tax 

All  the  above  were  effective  January  1,  1973  with  the  exception  of  the 
VAT  with  an  effective  date  of  July  1,  1973  and  the  Patente,  January  1,  1974. 

3.  Reorganization 

A  major  reorganization  of  the  Directorate  General  of  Revenue  was  approved 
and  will  be  implemented  in  1973.  The  new  organization  will  be  a  first  step 
in  providing  the  DGT  with  a  modern,  functional  organization  structure. 
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4.  Tax  Prucessine  by  the  MUF  Computer  Center 

AltlK^ugh  faced  with  increased  worMoad  for  the  Directorate  General  of 
Customs,  the  Center  was  able  to  process  timely  a  larger  volume  of  property 
and  patente  tax  bills  and  notices  and  to  take  on  the  job  of  billing  for 
current  and  prior  year  income  tax  assessments  for  the  Saigon-Gia  Dinh  area. 
The  Computer  Center's  ability  and  sophistication  has  reached  the  point 
where  in  1973  the  initial  steps  for  development  of  a  master  file  of  tax- 
payers can  be  taken,  and  ultimately  a  single  account  will  show  the  status 
of  each  taxpayer.  One  or  more  taxes  will  be  added  each  year,  beginning 
with  the  new  income  tax  and  value-added  tax  in  1973,  with  accounting  control 
to  be  maintained  by  the  Computer  Center. 

5.  Audit 

The  number  of  field  auditors  was  increased  from  68  to  104,  and  this 
augmented  staff  was  moved  into  a  newly  constructed  prefabricated  building 
(provided  by  USAID  and  erected  by  the  GVN).  This  change  from  their  former 
unbelievably  crowded  quarters  to  the  new,  more  efficient  space,  will  help 
the  Central  Audit  Unit  to  maintain  or  surpass  its  remarkable  1972  perform- 
ance. During  the  year,  1,862  field  audits  were  conducted,  resulting  in 
additional  assessment  determinations  of  VN$4.7  Billion.  The  latter  is 
178%  more  than  achieved  in  1971  and  187%  of  the  planned  1972  goal  of 
VN$2.5  Billion.  Looking  to  the  future,  the  Director  General's  approved 
reorganization  provides  for  a  Program  Staff  for  the  Deputy  Director  General 
(Audit)  with  responsibility  for  nation-wide  planning,  coordination  and 
quality  control  of  the  Audit  function. 

6.  Collection  of  Delinquent  Accounts 

From  what  has  been  a  neglected  area,  this  has  moved  into  the  fore  as 
a  major  program  of  the  DGT.  Serious  efforts  began  toward  the  latter  part 
of  the  year  in  collecting  back  taxes.  Large  overdue  accounts  have  been 
identified  and  concerted  attention  directed  to  their  collection,  using  the 
seizure  and  sale  of  taxpayer  assets  where  necessary.  The  VN$6  billion  in 
back  taxes  is  expected  to  be  cut  in  half  during  the  ensuing  year. 

7.  Property  Tax 

Responsibility  for  the  administration  of  the  property  tax  was  shifted 
from  the  DGT  to  the  local  jurisdictions,  with  the  Ministry  of  Interior 
assuming  responsibility  nation-wide.  The  Saigon  Prefecture  organized 
effectively  to  assume  its  new  role  and  a  collection  manual  system  was 
designed  and  installed.   In  October,  the  property  tax  advisor  was  reassigned 
to  the  Local  Government  Branch  in  order  to  integrate  advisory  services. 
Plans  were  developed  for  implementing  the  new  property  tax  law  promulgated 
on  October  21. 
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8.  Public  Information 


The  comprehensive  public  information  programming  that  was  organized 
late  in  1971  went  into  full  gear  in  1972.  Widespread  efforts  where  made 
to  inform  the  taxpayer  public  through  TV,  radio,  movie  houses,  posters, 
newspapers,  and  tax  guide  publications.  Institutionalization  efforts 
culminated  in  the  official  establishment  of  the  Tax  Information  Service 
within  the  DGT. 

9.  DGT  Resources 

Staffing  that  would  increase  the  number  of  DGT  employees  by  over  1,000, 
from  2,322  at  the  beginning  of  the  year  to  3,397  was  approved  and  recruitment 
was  undertaken.  While  the  authorized  staffing  was  not  yet  fully  reached 
at  year's  end,  on-roll  strength  rose  by  629  during  1972  to  2,951  employees. 
The  additional  446  are  being  actively  recruited  and  hiring  authority  for  a 
further  1,000  is  anticipated  during  1973. 

In  addition  to  the  prefabricated  building  mentioned  above,  extensive 
remodeling  of  the  Computer  Center  building  was  completed,  and  American 
Aid  Chapter  funds  totalling  VN$224  million  was  secured  for  construction 
and  renovation  of  tax  offices  in  54  different  locations. 

Among  the  considerable  amount  of  excess  equipment  and  property  secured 
to  support  the  DGT's  operations,  of  major  impact  was  the  provision  of  65 
vehicles.  To  the  transportation -starved  organization,  these  vehicles 
added  a  tremendous  lift  in  mobility  and  tax  collection  capability. 


***************** 


The  prognosis  for  the  future  of  Vietnamese  tax  administration  is  excellent. 
The  year  1972  shows  what  a  resolute  government  can  do  when  its  resolve  is 
translated  into  action  by  imaginative  and  able  management  such  as  the 
Directorate  General  of  Taxation  has  had  at  its  helm  during  1972. 
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NATIONAL  INTERNAL  TAX  COLLECTIONS 
BY  MAJOR  TAXES  (VN$00O) 
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REPUBLIC    OF    VIETNAM 

NATIONAL  INTERNAL  TAX  COLLECTIONS 

BY  CLASS  OF  TAX 
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NEW  TAX  LAWS 

Under  authority  of  the  emergency  powers  conferred  on  President  Thieu, 
eight  new  tax   laws  were  promulgated,  in  addition  to  the  Property 
Tax  Lau  under  the  jurisdiction  of  the  Ministry  of  Interior,  which 
completely  modify  the  tax  structure  to  be  administered  by  the  Minis- 
try of  Finance  through  its  Directorate  General  of  Taxation.  These 
new  laws  are  as  follows : 

1.  INCOME  TAX  LAW 

Combined  three  former  rate  schedules  into  one  progressive 
rate  schedule  of  1Q%  to  70%  and  establishes  a  self-assess- 
ment and  pay-you-go  system  for  all  taxpayers  liable  for 
income  tax.  Streamlines  collection  procedures  and  provides 
for  more  effective  enforcement.  Effective  January  1,  1973. 

2.  VALUE-ADDED  TAX 

A  new  tax  on  the  value  added  at  each  stage  of  production  or 
distribution  of  goods  and  service,  with  a  tax  rate  of  10%. 

3.  SPECIAL  CUNSUMPTIUN  TAX 

Consolidates  consumption  taxes  on  a  wide  array  of  articles 
(alcohol,  tobacco,  beer,  soft  drinks,  petroleum  products, 
etc.)  formerly  covered  under  a  number  of  different  laws, 
into  one  comprehensive  tax  law.  Adds  several  new  products 
not  previously  taxed,  exempts  items  for  export  and  eliminates 
exemptions  that  had  led  to  extensive  abuse  of  the  privilege 
(tax  free  cigarettes  for  the  armed  forces).  Tax  rates  are 
increased  sharply  and  are  established  ad  valorem  (percentage 
of  wholesale  selling  price)  rather  than  as  fixed  absolute 
tax  amounts  related  to  size  or  volume.   By  this  means, 
greater  elasticity  is  built  into  the  tax  system, 

4.  PATENTE  TAX 

Simplifies  the  former  very  complex  tax  computation  for  this 
tax,  which  is  a  form  of  business  license  tax,  by  creating 
four  categories  of  business:  one  for  corporations  and  three 
categories  for  individual  businessmen  based  on  size  of 
business.  A  detailed  arrete  will  be  required  to  spell  out 
the  type  of  specific  businesses  covered, set  the  specific 
rate  within  the  ranges  provided  by  the  law,  and  the  criteria 
for  determining  size.  Effective  date  of  new  law  is  January 
1,  1974. 
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5.  MUTUR  VEHICLE  REGISTRATION  TAX 

The  new  law  sharply  increases  present  rates  and  brings 
additional  vehicles  into  the  system.  Taxed  for  the  first 
time  are  two-wheeled  vehicles  of  under  50cc  and  motor  boats 
and  yachts.  Effective  January  1,  1973. 

6.  REGISTRATION  TAX 

Simplifies  former  registration  tax  legislation  by  radically 
reducing  the  number  of  tax  categories  for  such  taxable 
transactions  as  sale  of  motor  vehicles,  insurance  contracts, 
inheritances,  and  a  wide  variety  of  legal  documents.  Effec- 
tive January  1,  1973. 

7.  STAMP  TAX 

Simplifies  to  some  extent  by  reducing  the  number  of  documents 
requiring  the  affixing  of  stamps,  and  establishes  three 
categories  for  stamp  tax  purposes:  fixed  stamp  tax,  paper- 
size  stamp  tax  and  proportional  stamp  tax.  Effective  January 
1,  1973. 

8.  ENTERTAINMENT   TAX 

Replaces  the  present  entertainment  tax  by  revising  the  two- 
rate  structure  upward  for  essentially  the  same  forms  of 
entertainment  covered  -  from  5%  to  12%  for  theaters, 
concerts,  etc.  and  from  10%  to  48%  for  movies,  cabarets, 
etc.  Effective  January  1,  1973. 

REORGANIZATION  OF  THE  DIRECTORATE  GENERAL  FOR  TAXATION 

Efforts  toward  a  complete  reorganization  along  functional  lines 
culminated  at  the  end  of  1972  with  the  formal  approval  of  a  new 
organization  structure  for  the  DOT.  The  new  structure  will  be 
implemented  in  1973.  While  it  stops  short  of  a  complete  functional 
design  at  the  headquarters  level,  it  is  a  major  step  forward  in  the 
evolution  of  the  DGT's  organization  to  a  modem,  completely  func- 
tional structure.  The  principal  features  of  the  new  organization 
are  these : 

1,  All  field  offices  are  organized  functionally. 

2,  The  number  of  operating  district  offices  in  Saigon  is 
increased  from  5  to  8. 

3,  Gia  Dinh  provincial  office  is  removed  from  capital  area 
jurisdiction  and  becomes  part  of  the  Region  III  field 
organization. 
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4.  Field  offices,  other  than  those  in  Saigon,  are  directed 
through  four  Regional  Administrators  representing  the 
Director  General. 

5.  The  Inspection  function  is  withdrawn  to  MUF  and  its  role 
in  operations  is  abolished. 

6.  The  old  "Experts  Group"  is  expanded  and  upgraded  to  a 
management  staff,  responsible  to  the  Director  General  for 
Planning,  Research  and  Management  Analysis  activities. 

7.  The  Audit  organization  under  its  own  Deputy  Director  General 
inherits  the  Document  Service  formerly  under  Inspection, 
audit  functions  are  upgraded  to  the  status  of  a  Directorate, 
and  a  Program  Staff  is  established. 

8.  Statistics  office  is  located  under  the  Deputy  Director 
General  for  Operations.  The  remainder  of  his  organization 
is  changed  in  details  but  is  not  materially  altered, 

9.  The  Administration  organization  under  its  own  Deputy  Director 
General  is  strengthened  in  several  respects: 

a.  addition  of  a  Security  Administration  office,  an 
Accounting  and  Budget  Service  (to  which  the  Supply 
Bureau  is  transferred),  and  a  Tax  Information  Service 
with  expanded  staff  and  sub-structuring  into  functional 
segments. 

b.  the  Training  Service  is  upgraded  to  a  Directorate 
subdivided  in  three  parts: 

1,  Development  of  training  plans,  courses  and 
publications. 

2,  Training  Center  for  instruction  and  training 
logistics, 

3,  Technical  Library. 

The  big  gap  in  these  arrangements  is  a  reorientation  of  the  organiza- 
tion under  Deputy  Director  General  (Operations)  away  from  type-of-tax 
structure.   Such  a  change  should  become  increasingly  unavoidable  as 
Audit,  Administration  and  the  Field  settle  into  their  more  rational 
organization.   Until  it  is  accomplished,  the  organizational  inconsis- 
tency (especially  between  the  Field  and  Central  Office  Operations)  is 
bound  to  produce  some  managerial  anomalies.  These,  plus  the  shifts 
of  key  personnel  taking  place  and  the  Director  General's  utilization 
of  improved  staff  assistance,  will  hopefully  afford  him  a  basis  and 
a  means  for  later  moving  the  rest  of  the  distance  toward  full  re- 
organization at  the  headquarters  level. 
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AUTOMATIC  DATA  PROCESSING 

Daring  1972  the  Ministry  of  Finance  Computer  Center  continued  to 
improve  and  expand  operations.  Most  of  the  expansion  was  in  Tax  and 
Customs  processing, with  the  Treasury  and  Central  Accounting  work  load 
rising  only  slightly.  Remodeling  of  the  facility  was  completed  in 
July.  Personnel  increased  25%  during  the  year,  rising  from  104  to  132. 
During  the  third  quarter,  both  keypunch  and  computer  operations  went 
on  two  shifts  from  7  a.m.  to  7  p.m. 

Due  to  the  workload  and  military  situations,  additional  scheduled 
training  in  the  United  States  was  deferred  until  1973.   In  September 
the  Deputy  Director,  Tax  Coordinator,  and  Tax  Analyst  returned  from 
one  year  of  computer  training  in  the  United  States.  All  three  have 
extensive  backgrounds  in  tax  administration.  Coordination  with  the 
various  tax  offices  has  improved  to  a  great  extent  during  the  last 
quarter  of  the  year.  A  number  of  short  seminars,  demonstrations  and 
tours  of  the  center  have  helped  show  important  users  the  capabilities 
and  limitations  of  ADP,  On  the  whole,  input  documents  are  now  received 
more  timely  and  complete.  However,  much  remains  to  be  accomplished 
in  this  area  and  formal  plans  for  training  DGT  personnel  in  basic 
systems  concepts  have  been  developed  for  1973.  The  conversion  from 
card  to  tape  has  increased  the  operating  efficiency  of  the  major 
systems. 

A  new  Director  of  the  Center  was  appointed  on  November  20,  1972,  He 
has  a  Ph.  D.  in  Electrical  Engineering  and  has  fairly  recent  experience 
in  both  hardware  and  software  design.  No  solution  to  the  extremely 
low  salaries,  especially  in  the  keypunch  area,  was  found  but  efforts 
continue  to  secure  funds  for  incentive  pay  for  increased  production. 

Major  systems  and  projects  for  taxation  include: 

1.  Property  Tax  -  production  of  roll,  bills  and  notices  was  performed 
much  earlier  in  1972  than  ever  before.  Accounts  processed  grew 
from  slightly  over  100,000  in  1971  to  over  192,000  in  1972. 

2.  Patente  Tax  -  Patente  tax  processing  has  remained  current  all  year 
with  over  80,000  processed. 

3.  Income  Tax  -  Income  Tax  processing  to  reduce  the  backlog  from  prior 
years  started  in  June.  Over  40,000  accounts  were  processed  for 
current  and  various  prior  tax  years.  Design  work  to  put  all  1973 
accounts  on  the  computer  is  following  closely  DGT  efforts  to 
implement  the  new  income  Tax  code. 
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4.  Special  projects  included: 

a)  tax  clearance  listings  in  both  matriculation  and  name 
sequence  for  property  and  patente  taxpayers. 

b)  Summary  transaction  data  lists  derived  from  Customs, 
National  Bank,  etc.  for  all  importers  in  Vietnam. 

c)  A  number  of  special  statistical  projects  such  as  measuring 
patente  taxpayers  for  Ministry  of  Finance  use  in  the  design  of  new  tax 
legislation  such  as  the  Value  Added  Tax, 
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AUDIT  FUNCTION  -  EXAMINATION  UF  TAX  RETURNS 

The  Central  Audit  Unit  established  a  1972  Field  Audit  Plan  contem- 
plating the  examination  of  1,372  cases  to  yield  VN$2.5  billion  in 
additional  assessments,  which  represents  a  50%  increase  over  1971 
production,  by  both  measures.  The  actual  production  achieved  in  1972 
is  nothing  less  than  spectacular,  with  additional  tax  proposed  for 
assessment  (VN$4.7  billion)  rising  178%  and  the  number  of  cases 
examined  (1,862)  rising  110%  over  the  prior  year  results. 

Some  of  the  more  significant  measures  taken  in  1972  to  improve  and 
strengthen  the  Audit  function  include  the  following: 

Increased  Staffing 

The  number  of  Field  Auditors  was  increased  by  53%  from  68  to  104  and 
the  number  of  Audit  Groups  from  9  to  13. 

New  Aggressiveness 

Firm  enforcement  policy  adopted  by  the  DGT,  including  full  support 
for  use  of  the  indirect  methods  of  Audit  (third-party  information, 
expenditures,  etc),  where  records  are  found  inadequate  or  non-existent. 

New  Quarters 

The  140-member  Central  Audit  Unit  moved  into  the  new  10,000  sq.  ft, 
prefabricated  office  facility  in  Cholon  during  November  from  their 
unbelievably  cramped  space  at  43  Gia  Long.  With  "breathing  space" 
and  an  orderly  environment  they  should  attain  an  even  better  record 
in  1973. 

Audit  Techniques  Training 

Two  5 -week  training  courses  in  Basic  Tax  Audit  Techniques  were  conducted 
in  1972  in  which  54  trainees  attained  a  satisfactory  score.  The  major- 
ity of  these  trainees  are  currently  assigned  to  District  and  Provincial 
Tax  Services  to  assist  in  the  pre -assessment  adjustment  of  individual 
business  income  tax  returns.  However,  upon  realization  of  self-assess- 
ment by  the  majority  of  the  individual  business  taxpayers,  these 
trainees  should  be  available  to  augment  the  post -assessment  audit 
function  of  the  DGT. 

Audit  Instructor  Corps 

Three  DGT  employees  were  designated  as  Instructor-Trainees  and  assigned 
to  assist  the  Audit  Advisor  in  conducting  the  second  Audit  Techniques 
Training  course  of  1972.   It  is  anticipated  that  these  individuals  will 
gradually  assume  responsibility  for  Audit  Techniques  Training  and  form 
the  nucleus  of  an  Audit  Instructor  Corps. 
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Better  Identification  of  Income  Tax  Returns  for  Field  Audit  Examination 

In  January  1972  initial  steps  were  taken  to  implement  an  Income  Tax 
Returns  Classification  Program.  However,  it  will  not  become  fully 
operational  until  the  majority  of  individual  businesses  comply  with 
the  requirements  for  filing  self-assessed  income  tax  returns  (this  is 
required  for  returns  filed  on  or  after  January  1,  1973).  Even  with 
limited  application,  the  returns  classification  program  brought  im- 
provement in  the  methods  of  selecting  returns  for  audit.  Tax  Services 
are  encouraged  to  concentrate  on  the  important  taxpayers  within  the 
various  business  and  professional  categories  when  selecting  returns 
for  Field  Audit  examination. 

Program  Staff  Authorized  for  Deputy  Director  General 

Under  the  new  organization  of  the  DGT  scheduled  for  implementation 
in  1973,  each  Tax  Service  is  organized  into  three  functional  compo- 
nents: Assessment,  Collection  and  Audit,  In  anticipation  of  a  fully' 
integrated  nation-wide  Audit  program,  the  DGT  is  authorized  to  estab- 
lish a  Program  Staff  within  the  office  of  the  Deputy  Director  General 
(Audit).  Its  chief  concern  will  be  nation-wide  programming  and 
quality  control,  including  guidance  for  Office  Audit  programs  to  be 
carried  out  by  all  Tax  Services,  and  development  of  Field  Audit 
programs  for  the  Central  Audit  Unit  and  for  those  Tax  Services  where 
Field  Auditors  will  be  assigned  in  the  future.  This  is  an  institu- 
tional improvement  which  should  lead  to  even  better  performance 
within  the  Audit  function  in  subsequent  years. 
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COLLECTION  OF  DELINQUENT  ACCOUNTS 

in  the  previous  annual  report  we  indicated  an  "easing  of  determined 
collection  activity"  due  to  political  considerations.  Since  that 
time,  public  support  for  the  President  has  crystallized,  the  pendul 
has  made  the  full  swing  and  a  firm  collection  policy  adopted.  The 
mid-year  appointment  of  the  new  Director  General  of  Taxation  was 
quickly  followed  by  the  surfacing  of  that  policy. 

There  has  been  steady  strengthening  of  efforts  to  combat  delinquency. 
A  10-day  training  course  on  collection-assessment  techniques  was  given 
to  300  first  line  employees  of  the  national  tax  service  and  of  local 
govemnents  from  all  parts  of  the  country.  Emphasis  is  being  placed 
on  the  cleaning  up  of  outstanding  delinquent  accounts  with  a  special 
delinquent  collection  program  being  focused  on  identified  large- 
piaster  accounts.  Field  offices  are  now  required  to  furnish  monthly 
reports  on  the  success  of  collection  efforts  against  those  accounts. 

Seizure  and  sale  of  a  delinquent  taxpayer's  assets  as  a  last  resort 
is  being  undertaken  with  increased  regularity.  From  a  modest  62 
seizures  in  1971,  of  which  38  proceeded  to  sale,  the  figures  jumped 
significantly  in  1972  to  1,188  seizures  and  400  sales. 

Favorable  publicity  of  enforced  collection  against  certain  sensitive 
cases  has  been  generated  in  the  local  press.  Of  particular  interest 
was  coverage  of  the  seizure  and  sale  of  moveable  assets  of  a  prominent 
Saigon  Hotel.  Flavoring  the  incident  was  the  lockout  of  tax  office 
representatives  at  the  appointed  time  of  sale,  the  cloud  of  a  third- 
party  lease  that  predated  the  tax  assessment  and  an  injunction  secured 
by  the  taxpayer  while  the  sale  was  being  conducted.  Support  by  the 
news  media  of  the  Director  General's  positive  collection  policy  is  a 
definite  departure  from  its  characterizations  of  previous  administrations 
and  should  have  a  salutary  effect  on  taxpayer  compliance  attitudes. 

Field  collection  activity  has  been  a  cumbersome,  repetitive  process 
in  the  past.  Under  provisions  of  the  new  income  tax  law,  the  required 
collection  steps  leading  to  seizure  are  cut  in  half  (from  6  to  3). 
In  order  to  forestall  collection  action,  taxpayers  are  now  required 
to  file  timely  claims  (within  30  days  following  the  first  payment 
demand  notice)  and  post  payment  guarantees. 
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PRUPERTY  TAX 

Responsibility  for  administering  property  taxes  was  shifted  from  the 
Directorate  General  of  Taxation  to  the  local  jurisdictions  (provinces 
and  autonomous  cities).   Thus,  a  long-sought  action  was  finally 
achieved  in  accordance  with  the  timetable  established  in  1971  (see 
last  year's  report). 

The  Prefecture  of  Saigon  was  the  first  organization  to  take  over  full 
responsibility  for  urban  property  tax  from  the  Directorate  General  of 
Taxation.  The  advisory  work  so  far  completed  with  the  Prefecture 
related  to  the  old  law  but  concentrated  on  factors  which  would  be 
effective  under  any  law. 

The  Prefecture  organized  and  equipped  5  district  property  tax  offices 
and  established  liaison  with  the  MOF  Computer  Center  to  obtain  comput- 
er services  for  printing  the  tax  roll  and  bills.  The  Prefecture  has 
also  requested  a  charter  amendment  to  allow  it  to  establish  a  total 
of  11  district  offices  and  to  separate  the  collection  function  from 
the  assessment  function.  The  additional  offices  will  facilitate 
assessment  and  collections  in  the  perimeter  areas  of  Saigon  which  are 
neglected  due  to  transportation  difficulties,  and  the  separate  collec- 
tion function  is  sought  in  order  to  fix  responsibility  more  precisely. 

A  collection  manual,  the  first  of  a  proposed  complete  manual  system, 
was  produced,  training  was  given,  and*  the  collection  system  was  im- 
plemented within  the  Saigon  Prefecture.  Work  has  been  started  on  an 
enforcement  manual  and  a  map  and  parcel  numbering  system. 

A  large  number  of  young  Vietnamese  with  high  school  education  were 
given  minimum  training  and  assigned  to  the'  Provincial  Financieil 
Service  where  they  assisted  in  the  collection  and  enrollment  of  proper- 
ty taxes.  Where  effective  supervision  was  applied,  the  dramatic  in- 
crease in  property  tax  collections  and  enrollments  demonstrated  that 
the  revenue  is  available  to  those  organizations  that  put  forth 
effective  efforts  to  obtain  it. 

Numerous  meetings  and  redraftings  finally  produced  a  property  tax  law 
approved  by  the  Ministry  of  Interior  and  Ministry  of  Finance.  While 
this  document  deviated  somewhat  in  organization  and  format  from  the 
one  originally  recommended,  it  contains  all  of  the  significant  elements 
required  for  effective  property  tax  administration  and  was  signed  into 
law  by  President  Thieu  as  Decree  Law  014-TT/SLU  dated  21  October  1972. 

The  new  property  tax  law  is  effective  1  January  1973  and  affords  a  one- 
year  transition  from  the  old  law  to  the  new  law.  The  Ministry  of 
Interior  is  assigned  responsibility  for  administering  the  new  law;  it 
is  devoting  much  of  the  resources  of  its  new  Directorate  of  Local 
Administration  to  the  implementation  of  legislation  and  the  training 
required  for  prompt  and  effective  administration  of  the  property  tax 
function. 
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PUBLIC  INFORMATION 


The  Public  Information  function  of  the  Directorate  General  for 
Taxation  experienced  a  year  of  very  productive  operations. 
Formally  established  by  mid-year  as  the  "Tax  Information  Service" 
under  the  Deputy  Director  General  (Administration),  its  staff 
grew  from  one  to  ten.   Its  office  quarters  were  changed  twice,  so 
that  it  now  occupies  quite  adequate  space.   Its  work  profited  from 
strong  backing  by  the  Director  General,  and  it  is  supported  both 
by  the  regular  GVN  budget  and  by  supplemental  American  Aid  Chapter 
funds. 

An  enormous  amount  of  publicity  was  generated  through  all  the 
conventional  and  many  unconventional  media  in  support  of  the  war 
relief  taxes,  the  new  Income  Tax  Law,  enforced  collection  measures, 
and  "tax  consciousness"  in  general.  These  efforts  were  rewarded 
by  an  extraordinarily  fast  turn-around  in  the  tenor  of  editorial 
opinion,  from  one  of  hostility  to  one  of  approval  and  encouragement 
to  the  tax  collectors.  This  improved  climate  was  especially  evident 
where  it  counts  the  most :  in  the  reaction  to  seizures  and  closures 
of  prominent  businesses  that  were  flagrant  tax  delinquents. 

Specific  activities  aimed  at  popularization  of  tax  information 
included : 

a.  A  model  taxpayer  service  and  assistance  unit  was  established 
in  the  Gia  Dinh  tax  office  and  emulated  in  five 

other  field  offices,  with  lecture  and  seminar  sessions 
for  all  the  personnel  so  assigned  in  these  offices. 

b.  Several  press  conferences  were  organized  for  the  Minister 
of  Finance  and  Director  General  of  Taxation  to  explain 
current  tax  policy  and  tax  administration  measures. 

c.  A  running  series  of  conments,  answers,  and  rectifications 
of  erroneous  news  items  relating  to  taxation,  was  issued 
to  the  Press, 

d.  An  open  letter  from  the  Director  General  appealing  for 
taxpayers'  cooperation  was  read  during  prime  time  news- 
casts. 

e.  Radio  and  television  networks,  and  motion  picture  theaters, 
carried  many  public  service  spot  announcements  to  promote 
tax  compliance,  using  slides  and  tapes  produced  by  the  DGT 
Tax  Information  Service. 
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L".   Two  lO-minute  playlets  and  two  half- hour  shows  were 

broadcast  on  television.   The  half-hour  shows  are  weekly 
productions  at  prime  time  that  are  expected  to  continue 
indefinitely.  They  are  a  palatable  mixture  of  tax 
information  and  folk  entertainment  designed  to  humanize 
the  tax  agency  and  lend  patriotic  appeal  to  taxation. 
They  operate  with  virtually  no  cash  budget  since  scripts 
and  props  are  produced  by  the  Tax  Information  Service 
while  studio  facilities,  performers'  and  technicians' 
services  and  broadcast  time  are  all  donated. 

g.  A  journal  of  tax  and  public  finance  articles,  called  Van 
De  Thue  Vu,  was  compiled  and  published  quarterly. 

h.  The  monthly  in-house  periodical,  called  Tin  Tuc  Thue  Vu, 
was  issued  throughout  the  year  and  was  streamlined  to 
more  attractive  dimensions. 

i.  An  impressive  volume  of  tax  guide  pamphlets,  wall  posters, 
street  banners  and  other  devices  of  tax  propaganda  was 
designed,  produced  and  disseminated. 

The  following  quantification  of  informational  output  is  instructive; 

60  TV  and  Radio  spot  announcements 
4  Television  shows 
858  Movie  Theater  slides 
300,000  Income  Tax  instruction  booklets 
570,000  Other  Tax  Guides 
300,000  Leaflets 
65,000  Tax  Calendar  pamphlets 

2,500  Monthly  tax  bulletins 
70,000  Trigonometric  Tables  for  high  school  students 
510,000  Wall  Posters 
300,000  Printed  Slogans 
50,000  Street  Banners 
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TRAINING  AND  EMPLOYEE  DEVELOPMENT 


Training  Abroad 


Four  officicils  of  the  Directorate  General  for  Taxation  completed 
participant  training  of  academic  type  at  two  universities  and 
returned  to  responsible  positions  in  Vietnam,  One  completed  the 
1-year  Harvard  International  Tax  Program.  Three  others  completed 
the  6-month  comprehensive  course  in  Tax  Administration  conducted  by 
the  International  Tax  Institute  of  the  School  of  Public  Adminis- 
tration at  University  of  Southern  California, 

Due  to  GVN  restrictions  on  foreign  travel  during  the  1972  invasion, 
non -academic  training  planned  for  19  more  tax  officials  and  3 
Computer  Center  staff  members  was  rescheduled:  arrangements  were 
completed  for  their  departure  in  the  early  part  of  1973  on  these 
three  overseas  training  programs: 

15  to  attend  the  8-week  INTAX  Middle  Management  Development 
training  conducted  by  the  Internal  Revenue  Service  on  both 
U,S.  coasts, 

4  officials  of  the  second-echelon  to  participate  in  2  weeks  of 
special  training  in  Tax  Audit  and  Collection  functions  arranged 
for  them  at  Taipei  by  the  Joint  Technical  Assistance  Committee 
of  the  Republic  of  China. 

3  Computer  Center  staff  members  to  follow  a  13-week  combined 
program  of  training  devased  for  them  by  the  Ihtemal  Revenue 
Service,  Bureau  of  the  Census,  and  Michigan  Education  Associa- 
tion (communications  seminar), 

A  recapitulation  was  made  on  the  scope  and  ^-esults  of  all  training 
abroad  performed  in  support  of  the  Tax  Administration  Project,  1967 
through  1972,  It  shows  that  43  persons  participated  in  overseas 
training  in  university  academic  programs,  executive  management, 
middle  management,  general  tax  administration,  property  tax,  and 
public  infoimation.  Of  the  35  persons  still  employed,  10  occupy 
more  responsible  positions  since  their  training.  Eight  trainees 
were  lost  through  retirements  and  transfers  elsewhere  in  the 
government  service  —  but  some  of  these  are  still  engaged  in  tax 
work  on  their  new  assignments. 

In  light  of  experience  to  date  with  training  abroad,  and  of  continuing 
needs  for  professional  training  in  counterpart  agencies,  forward 
plans  for  this  program  were  outlined  for  the  next  three  years  and 
agreed  on  in  principle  by  the  parties. 
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In-Service  and  Local  Training 


Accompanying  charts  depict  the  magnitude  of  continuing  emphasis  within 
the  Directorate  General  for  Taxation  on  staff  development.  During 
1972,  33  in-service  training  courses  reached  91%  of  the  agency's 
average  on-roll  personnel,  who  received  an  aggregate  of  126  man- 
years  of  training.  Thus,  the  average  employee  was  trained  for  2^ 
weeks  of  the  year  in  one  or  more  of  the  following  subject  matters : 

Accounting  (basic,  intermediate  and  advanced  levels) 

Tax  Administration  (intermediate  and  advanced  levels) 

Tax  Audit  Techniques 

Assessment  and  Collection  Legal  Procedures 

Pursuit  of  Delinquent  Payments 

Tax  Specializations  -  by  type-of-tax 

Administrative  Processes 

Taxpayer  Information 

In  addition,  training  cadres  were  geared  up  for  the  task  of  supplying 
orientation  and  initial  job  training  to  the  several  hundred  new  hires 
who  were  employed  late  in  1972  and  those  expected  to  be  recruited 
early  in  1973. 

The  ever-growing  role  and  responsibility  of  the  Training  Staff  was 
reflected  in  the  adopted  Reorganization  Plan,  which  upgrades  it  to 
the  status  of  "Directorate  of  Training"  under  the  Deputy  Director 
General  (Administration)  and  provides  for  the  establishment  of  a 
full-time  Training  Center, 

To  enlarge  the  capacity  of  management  staff  services  available  to 
the  Director  General,  three  of  his  staff  assistants  completed  the 
3 -month  Management  Analysis  Training  sponsored  by  the  Prime 
Minister's  Uffice  and  conducted  by  USAID  Contract  89. 
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TRAINING  PROGRAM 
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COMMUDITIES 


Almost  $14,000  was  obligated  for  the  purchase  of  new  commodities  in 
support  of  the  Tax  Administration  Project  during  1972,  After  reviewing 
the  extensive  equipment  needs  of  the  Directorate  General  for  Taxation, 
and  identifying  those  least  likely  to  be  met  from  excess  property,  this 
limited  amount  of  new-purchase  money  was  applied  to: 

11  Calculators  (Printing,  Electronic) 
3  Public  Address  Systems  and  accessories 
3  Intercom  Systems 

These  commodities  are  scheduled  for  delivery  early  in  1973. 

The  termination  or  reduction  of  operations  at  numerous  U.S.  and  contractor 
installations  provided  many  opportunities  for  excess  property  acquisition. 
The  Tax  Team  took  continuous  advantage  of  these  opportunities  throughout 
the  year  in  the  interest  of  mitigating  the  dearth  of  tools  for  getting 
work  done  both  in  the  Directorate  General  for  Taxation  and  the  Ministry 
of  Finance  Computer  Center,  The  excess  property  obtained  for  the  use  of 
these  two  organizations  included : 


Office  Equipment 

74  -  Typewriters 

12  -  Adding  Machines 
8  -  Safes 
1  -  Cash  Register 
1  -  Thermofax  Machine 

1  -  Ditto  Machine 

V^Higles  (65) 

29  -  3/4  ton  Pick-up  Trucks 

3  -  Travel -Alls 
24  -  IH  Scouts 

2  -  Passenger  Sedans 
1  -  Bronco 

1  -  1-ton  Stake  Truck 
1  -  Motor  Scooter 


Office  Furniture 

269  -  File  Cabinets 
368  -  Desks 
202  -  Office  Chairs 
100  -  Folding  Chairs 

40  -  2-door  Storage  Lockers 

30  -  Wooden  Tables 

M  i  fifiq"'  .Iflipeous  Equipment 

30  -  Steel  Cots  and  Mattresses 
(for  security  guards) 
6  -  Fire  Extinguishers 
1  -  Refrigerator 
1  -  Urinal 


Expendable  Supplies 

1,720  lbs  -  Stationery  Paper 
1,945  lbs  -  Tabulating  Cards 
54  boxes  -  IBM  Cards 
14  boxes  -  Tab  Machine  Paper 
150  -  Columnar  Pads 

These  acquisitions  filled  essential  needs  in  every  case,  but  even  these 
substantial  quantities  were  by  no  means  sufficient  to  satisfy  the  needs. 
For  example,  the  vehicle  acquisitions  quadrupled  the  effective  Lleet  of 
the  Vietnamese  tax  service,  but  an  equal  number  of  vehicle  acquisitions 
will  be  necessary  in  1973  before  sufficient  mobility  is  achieved  in 
support  of  operations  and  enforcement. 
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Though  the  generation  of  excess  property  will  slacken  in  1973,  the 
Tax  Team  plans  to  persist  in  aggressive  search  for  available  items 
of  key  importance  in  tax  operations.  This  effort  appears  justified 
by  the  results  of  an  End -Use  Inspection  performed  near  the  end  of 
1972:  it  was  found  that  the  recipients  are: 

1.  Conscientiously  discharging  the  accountability  and  records 
responsibility; 

2.  Actively  keeping  property  in  repair;  and 

3.  Productively  utilizing  the  items  at  the  places  to  which  ^ 
they  are  assigned. 

SUMMARY  OF  AUTHORIZED  AMERICAN  AID  CHAPTER  FUNDING 

(in  million  of  VN$) 


PURPOSE 
Construction  -  total 

-  MOP  Computer  Center 

-  DGT  Field  Offices 

-  DGT  Training  Center 

-  DGT  Prefab  at  Choi on 


Prior 

y?ar 

;972 

197? 

Aeereeate 

19.5 

;22.i 

101.9 

243.5 

4.5 

3.1 

99. 

101.9 

20 

15 


OPERATIONAL  SUPPORT  -  TOTAL 


.66 


-  MOF  Computer  Center 
equipment  rental  &  supplies  .66 

-  DGT  Public  Information 
activities 

-  DGT  Public  Information  and 
Taxpayer  Education  campaigns; 
publication  of  operations 
manuals,  in-service  and  on- 
job  training  materials; 
reconditioning  of  excess 
property  and  of  mechanical 
equipment  in  DGT  inventory; 
vehicle  operation 


Grand  Totals 


20.16 


54.2  22.1  76.96 


40. 


14.2 


22.1 


176.3  124.0  320.46 
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IMPRUVaiENT  OF  FACILITIES 

Solid  progress  was  made  toward  remedying  housing  inadequacies  tor  tax 
administration  at  nearly  five  dozen  different  locations. 

1.  The  central  facility  furnished  in  1971  by  the  Ministry  of  Finance 
for  its  Computer  Center  needed  extensive  remodeling,  aircondition- 
ing,  sound-proofing  and  electrical  modifications  to  adapt  it 
suitably  for  data  processing  operations.  This  work  was  completed 
by  mid-1972  with  the  assistance  of  USAID  engineering  services  and 
the  expenditure  of  VN$7,6  million  from  American  Aid  Chapter  funds. 
The  consequent  gains  in  work  productivity  have  measured  up  to 
expectations. 

2.  10,000  sq.  ft.  of  office  space  were  added  in  November  to  the  facilities 
of  the  Directorate  General  for  Taxation  through  completion  and 
occupancy  of  a  prefabricated  structure  in  Cholon.  The  prefab  was 
donated  at  an  earlier  date  and  its  erection  was  assisted  in  1972  with 
the  expenditure  of  VN$15  million  from  American  Aid  Chapter  funds. 

The  facility  was  promptly  occupied  by  the  Central  Audit  Force  of 
140  persons  for  whom  it  represented  a  vast  improvement  over  the 
dingy,  congested  quarters  into  which  they  had  been  crowded.  This 
space  will  accommodate  the  planned  expansion  of  tax  audit  operations 
so  vital  to  vigorous  tax  enforcement  in  Vietnam. 

3.  American  Aid  Chapter  funds  totalling  VN$200.9  million  (VN$99  million 
for  1972  and  VN$101.9  for  1973)  were  budgeted  to  finance  the 
acquisition,  construction,  enlargement  and  renovation  of  Field  Tax 
Offices  in  52  different  locations.  The  1972  budgeted  funds  were 
fully  obligated  before  the  end  of  the  year,  and  a  similar  process 

is  proceeding  in  regard  to  the  1973  funds.  The  first  fruits  of 
this  extensive  undertaking  should  reach  reality  and  be  felt  in  tax 
operations  during  1973. 

4.  Plans  were  well  advanced  for  the  construction  of  a  Training  Center 
designed  expressly  for  the  continuous  in-service  training  activities 
of  the  Directorate  General  for  Taxation.  Remaining  American  Aid 
Chapter  funds  of  VN$20  million  are  sufficient  to  meet  about  one-half 
the  cost  of  carrying  out  these  plans,  and  efforts  will  be  directed 
toward  obtaining  the  balance  from  the  1973  AAC  Reserve. 

5.  The  Directorate  General  for  Taxation  has  moved  forward  on  two  fronts 
in  efforts  to  equip  itself  with  adequate  headquarters  housing.  One 
has  consisted  of  negotiations  to  purchase  a  newly-built  downtown 
office  building.  The  other  was  the  solicitation  of  architects' 
proposals  for  construction  of  a  building  on  the  land  at  34  Ben  Bach 
Dang  which  was  donated  by  USAID  in  1971  for  this  purpose.  Preliminary 
architectural  plans  are  under  review.  Both  of  these  endeavors  were 
pending  resolution  at  year's  end. 
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UTHER  SIGNIFICANT  DEVELOPMENTS 

1.  Systematic  Field  Conferences 

Beginning  in  August  the  new  Director  General  initiated  an  extensive 
series  of  conferences  with  Field  tax  officials  in  order  to  (l)  acquaint 
himself  and  his  staff  first-hand  and  in  detail  with  their  situation, 
and  (2)  bring  about  aggressive  direction  of  field  operations  toward 
improved  productivity  and  greater  contributions  to  the  national  revenue. 

Four  one-day  conferences  were  held  with  all  Field  Office  Chiefs  in  each 
of  the  four  regions,  separately;  these  were  held  in  the  cities  of  Saigon, 
Can  Tho,  Da  Nang  and  Nha  Trang,  These  were  followed  by  visits  to  five 
individual  field  offices  (Bien  Hoa,  Dalat,  Bao  Loc,  Rach  Gia  and  Chau 
Phu)  and  it  is  planned  that  such  visits  will  be  extended  to  all  field 
offices  as  opportunity  permits.  Accomplishment  of  these  conferences 
was  assisted  by  Air  America  transportation  for  a  6-man  high-level  DGT 
delegation  and  two  tax  team  members  to  the  hinterland  locations.  The 
Assistant  Director  for  Public  Administration  attended  some  of  these 
conferences,  too. 

2.  Management  Conference 

In  November  the  Director  General  for  Taxation  convened  a  3-day  manage- 
ment and  planning  conference  of  top  tax  officials  from  all  parts  of  the 
country,  with  the  full  tax  team  in  attendance.  The  conference 
comprehensively  reviewed  the  DGT's  performance  against  established 
goals,  identified  weak  spots  in  tax  administration,  and  provided 
orientation  on  current  developments  in  the  planned  promulgation  of 
new  tax  laws.  Considerable  attention  was  given  to  goals  for  1973  and 
the  detailed  planning  necessary  for  each  Tax  Service  to  make  its 
appropriate  contribution  to  these  goals.  The  Minister  of  Finance  and 
the  Director  General  key-noted  the  conference  with  their  emphasis  on 
the  key  role  that  taxation  plays  in  the  affairs  of  the  country  and  the 
need  for  the  national  taxation  improvement  program  to  focus  on  thorough 
tax  collection,  increasing  the  number  of  taxpayers  in  the  rolls, 
realization  of  tax  fairness  and  the  minimizing  of  tax  evasion. 

3.  Technical  Library 

The  Directorate  General  embarked  on  an  effort  to  build  up  its  technical 
library  into  a  first-class  reference  facility  on  tax  and  fiscal  policy, 
tax  legislation,  development  economics,  comparative  tax  systems,  as 
well  as  concepts  and  techniques  in  all  aspects  of  tax  administration. 
Responsibility  for  upgrading  and  maintaining  this  library  for  the  use 
of  all  tax  officials  was  organizationally  assigned  to  the  Directorate 
of  Training. 

The  Tax  Administration  Project  assisted  in  stocking  this  library  with 
a  number  of  standard  and  up-to-date  reference  works,  texts,  special 
studies  and  professional  papers  relevant  to  its  subject  matter  and 
purpose.  Others  are  on  order  or  will  be  ordered  for  delivery  in  1973. 
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MANAGING  FOREIGN  OPERATIONS 


Mr.  Steed.  Do  you  do  this  throug^h  the  normal  supervisory  channels, 
or  do  you  have  some  other  way  of  deciding  what  your  overseas  per- 
sonnel have  produced,  whether  they  have  operated  in  conformance 
with  what  you  want  them  to  do  or  how  do  you  know  whether  they  are 
doing  a  good  job  or  not?  How  do  you  know  they  are  doing  what  they 
should  do? 

Mr.  Walters,  I  think  the  best  check  system  we  have  is  twofold. 
In  the  first  place,  we  will  hear  from  the  nationals  in  the  particular 
country  as  to  what  they  think  about  the  team. 

In  the  second  place,  we  will  get  reports  from  them  indicating  what 
has  happened  to  tax  administraiton  in  that  particular  country,  indi- 
cating returns  filed,  the  revenue  collected,  even  prosecutions  now  and 
then.  This  is  something  that  is  unusual  outside  the  United  States. 

COMMISSIONER  WALTERS   ON   IRS 

Mr.  Steed.  Commissioner,  we  have  made  reference  to  this  before, 
but  since  this  is  your  last  appearance,  and  you  are  going  to  return  to 
private  life  and  give  up  the  leadership  of  the  Internal  Revenue  Service, 
but  also  since  you  have  been  in  the  driver's  seat  now  for  a  considerable 
period  of  time,  just  what  is  your  opinion  of  the  Internal  Revenue 
Service  ? 

Mr.  Addabbo.  Do  you  want  to  wait  until  you  leave  the  Service? 

Mr.  Walters.  I  think,  Mr.  Addabbo,  my  colleagues  know  what  I 
think  of  the  Service.  I  think  in  the  first  place,  Mr.  Chairman,  our  tax 
system  undoubtedly  is  the  best  that  man  has  ever  designed.  I  think 
also  that  it  is  the  very  base  of  our  democratic  form  of  government, 
our  way  of  life.  I  think  if  we  fouled  it  up  badly,  then  your  democratic 
form  of  government  will  disappear.  It  will  have  to,  so  I  think  it  is 
critically  important. 

I  think  the  Revenue  Service  itself  is  a  fine,  outstanding  group  of 
devoted,  loyal  Americans,  in  general.  These  people  are,  not  only  law 
abiding,  they  are  people  who  want  to  see  others  abide  by  the  rules. 
It  is  doing  a  good  job,  not  perfect,  no,  but  we  are  trying,  t  think  that 
they  basically  want  to  help,  want  to  keep  the  system  working  properly, 
and  at  the  same  time  I  think  they  want  to  be  sensitive  and  responsive, 
where  they  can. 

Now  we  can't  always  do  whatever  one  wants.  You  know  that  and 
we  know  it,  but  basically  speaking  it  is  just  that  kind  of  fine  team  that 
I  feel  highly  complimented  that  I  could  be  with. 

record  of  good  performance 

I  think  the  fact  that  it  is  selected  by  the  Congress  and  by  the  Ex- 
ecutive to  perform,  in  times  of  emergency,  these  special  assignments 
is  an  indication  that  it  is  a  good  organization,  in  place  and,  generally 
speaking,  well  trained  and  equipped  to  do  a  good  job.  I  think,  in  fact, 
that  one  of  the  really  concrete  illustrations  of  that  is  our  role  in 
stabilization. 

"\'\nien  the  President  assigned  to  us,  just  overnight,  with  no  ad- 
vance notice,  the  role  of  administering  that  program,  we  were  a  bit 
frightened,  apprehensive,  and  I  guess  some  of  our  people  were  a  bit 
aggrieved.  We  realized  it  was  a  critical  assignment  and  needed  to  be 
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done  well  and  promptly,  and  within  24  hours  we  had  360  oflSces  open 
and  performing. 

We  did  such  a  good  job  in  phase  I  that  we  inherited  phase  II,  de- 
spite my  strenuous  efforts  to  avoid  phase  II.  Now  we  have  phase  III. 
Someone  has  suggested  we  should  have  loused  up  phase  I  in  order  to 
avoid  phase  II  and  III,  but  that  is  not  the  way  I  feel.  I  like  to  be  with 
a  top  team  and  I  think  this  is  a  top  team.  I  am  real  pleased  that  I  have 
been  here  this  long.  It  is  a  great  outfit,  sir. 

PIGOTBACKING AUDIT    AND    COLLECTIGN 

Mr.  EoBisoN.  We  are  pleased  you  were  here  this  long  too,  Mr.  Wal- 
ters. Again,  as  I  said  yesterday,  we  are  all  sorry  that  you  aren't  going 
to  stay  on.  I  have  one  remaining  question  on  the  "piggyback"  proce- 
dure, and  then  I  hope  we  will  be  able  to  set  that  to  rest.  Is  it  contem- 
plated, sometime  down  the  road  as  you  see  it.  Commissioner,  that  the 
Federal  Government  will  also  piggyback  for  the  States  the  audit 
functions  ? 

Mr.  Walters.  Yes,  sir. 

Mr.  RoBisoN.  Along  with  the  collecting  functions  ? 

Mr.  Walters.  Yes,  sir. 

Mr.  RoBisoN.  In  recent  times,  you  have  been  having  some  States 
do  auditing  functions  for  you.  WTiat  is  the  situation  with  regard  to 
that  now? 

exchange  of  information  with  states 

Mr.  Walters.  Basically  speaking,  we  do  have  these  agreements  with 
States  whereby  we  can  provide  them  information,  and  they  can  pro- 
vide us  information,  and  we  do  swap  off  audits  at  times.  This  prob- 
ably isn't  as  extensive  as  we  would  like  it  to  be,  because  it  is  a  saving 
of  manpower.  I  would  ask,  Jack,  do  you  have  any  figures  indicating 
how  that  program  is  going  at  the  moment  ? 

Mr.  Hanlon,  No,  sir,  I  don't,  but  I  know  that  New  York  State  and 
Wisconsin  furnish  us  the  most  cases  where  we  make  adjustments 
against  the  taxpayers. 

Mr.  RoBisoN.  You  might  be  able  to  give  us  something  for  the  record 
to  supplement  your  answer  in  that  regard. 

[The  information  follows :] 

Federal/ State   Tax    Cooperation 

The  exchange  of  audit  information  is  somewhat  of  a  one-way  street  as  most 
States  do  not  have  extensive  audit  capabilities.  However,  where  there  is  audit 
capability,  we  have  set  up  programs  to  assure  that  IRS  and  States  are  not  ex- 
amining the  same  returns.  Results  from  these  cooperative  programs  have  been 
good.  In  the  fiscal  year  ended  June  30,  1972,  we  closed  about  16,500  income 
tax  examinations  with  total  deficiencies  of  $6.6  million  from  the  information 
furnished  to  us  by  the  States.  For  the  first  half  of  this  fiscal  year,  these  figures 
were  about  7,300  returns  and  deficiencies  of  $2.9  million.  We  also  receive  abstracts 
on  other  types  of  State  audits  such  as  estate,  gift,  and  employment  taxes. 

potential  auditing  for  states 

Mr.  RoBisoN.  You  contemplate  eventually,  if  piggybacking  goes 
all  the  way  as  you  see  that  it  might,  that  it  would  include,  not  just 
a  collecting,  but  also  the  auditing  servjce  for  the  States. 
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Mr.  Walters.  Yes,  I  do.  Let  me  say  this  if  I  may,  Mr.  Robison. 
I  think  there  is  some  advantage  in  piggj-^backing  in  that  with  one 
tax  administering  and  collecting  agency,  we  can  effect  some  efficiencies 
which  are  not  possible  today.  Also  I  think  it  is  probably  generally 
recognized  that  the  Revenue  Service  does  a  reasonably  good  job  in 
this  field,  and  I  would  say  at  times  better  than  some  of  the  States  do. 

I  have  one  worry,  and  this  being  my  last  appearance  before  your 
committee,  I  would  like  to  state  it,  not  as  a  criticism  of  the  State 
tax  agencies,  but  as  a  plea  to  you  to  be  elert  to  the  problems  that  we 
may  inherit  in  this  area. 

One  of  the  reasons  that  many  of  the  States  have  not  conformed 
their  tax  systems  more  to  the  Federal  system  is  that  they  have  on 
board  their  tax  collecting  agencies  numbers  of  employees,  and  they 
don't  want  to  dislodge  them  as  employees.  In  my  opinion,  if  in  piggy- 
backing we  are  expected  to  or  urged  to  absorb  all  State  tax  employees, 
we  are  going  to  have  a  calamitous  situation.  Some  of  those  employees 
no  doubt  are  good  and  would  meet  our  standards.  Manv  of  them 
would  not,  and  we  would  appreciate  the  committee  being  alert  to  this 
problem,  if  we  are  ever  faced  with  it,  because  we  would  not  want  to 
absorb  all  of  those  State  employees. 

Mr.  Robison.  Thank  you.  We  will  try  to  bear  that  in  mind  as  the 
years  go  by. 

UNAGREED   CASES — CGNFERElSrCE  AND  APPEAIi 

The  chairman  led  you  into  a  discussion  earlier,  which  is  most  nec- 
essary for  our  record,  of  the  fact  that  you  do  dispose  of  upward  of 
90  percent  of  all  your  disputed  cases  without  court  trial.  I  think  the 
record  says  98  percent  thus  disposed  of  from  1967  through  1971,  or 
something  thereabouts. 

Mr.  Walters.  Yes,  sir. 

Mr.  Robison.  When  we  get  to  the  district  office  conference  stage,  or 
the  appellate  stage,  there  is  a  variance,  apparently,  in  the  settlements 
arrived  at,  on  those  levels.  Before  you  answer,  let  me  say  that  I  am 
going  to  play  devil's  advocate  in  drawing  from  the  Wall  Street 
Journal  article  that  I  referred  to  yesterday,  which  may  or  may  not  be 
accurate.  There  are  differences,  apparently,  in  how  much  is  taken  in 
percentagewise  compared  to  the  dollar  amount  claimed  when  you  get 
to  the  appellate  stage.  Can  you  speak  to  that  generally,  first,  and  then 
let  me  ask  you  some  specifics  about  it. 

Mr.  Walters.  Yes,  sir.  In  the  appellate  stage,  the  dollar  amount 
actually  collected  in  the  settlement  does  differ,  and  there  are  several 
reasons.  Let  me  point  out  some  of  them. 

In  the  first  place,  by  the  time  we  get  to  the  appellate  hearings,  there 
may  be  changes  in  court  decisions,  rulings,  or  regulations  which  will 
affect  the  ultimate  settlement. 

In  the  second  i^lace,  by  the  time  we  get  there,  with  time  having 
elapsed,  at  times  we  are  required  to  take  into  consideration  losses  which 
the  taxpayer  may  have  incurred  in  the  meantime,  so  they  are  offset. 
This  kind  of  thing  happens  and  yet  it  doesn't  ever  come  out  into  the 
public  sector. 

Also,  at  times  taxpayers  and  counsel,  by  the  time  they  get  that  far 
along,  bring  forth  evidence  and  arguments  which  they  have  not  made 
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before,  because  they  simply  don't  want  to,  and  many  taxpayers  want 
to  wait  until  they  get  to  the  appellate  area  before  they  make  all  of 
their  arguments,  because  at  that  stage  they  are  then  faced  with  lawyers 
in  the  Revenue  Service,  whereas  before  they  may  not  have  been  faced 
with  lawyers. 

Some  lawyers  on  the  outside  like  to  deal  with  lawyers  rather  than 
with  revenue  agents. 

Many  times  adjustments  proposed  are  duplicated,  so  at  this  point 
you  may  have  a  taxpayer  arguing  something  that  has  been  duplicated 
either  by  him  or  else  by  us  in  making  our  proposed  adjustments. 

JEOPARDY    ASSESSMENTS 

Another  factor  that  comes  into  play  is  that  at  times  we  make 
jeopardy  assessments,  and  we  have  not  always  been  as  zealous  in  mak- 
ing those  jeopardy  assessments  as  maybe  we  ought  to  have  been,  in 
one  respect. 

If  we  find  a  member  of  organized  crime,  or  even  a  taxpayer  who  is 
about  to  leave  the  country,  we  at  times  cl(^e  his  tax  year,  and  in  this 
way  assess  him  a  larger  amount  than  we  actually  ultimately  can 
justify.  We  do  this  as  a  protection,  to  see  that  we  get  the  revenue  to 
which  we  are  entitled,  and  by  the  time  we  get  to  the  appellate  division 
all  of  these  things  filter  out. 

APPELLATE    CONSIDERATIONS 

In  addition,  at  the  appellate  level  for  the  first  time  the  Revenue 
Service  representatives  are  authorized  and  entitled  to  take  into  con- 
sideration the  litigation  hazards,  so  that  at  this  point  they  try  to  weigh 
the  possibilities  of  winning  in  court.  Up  until  this  point  this  particu- 
lar consideration  has  not  entered  the  picture.  As  a  result,  we  do  get 
some  considerations  which,  up  to  that  point,  have  not  been  au- 
thorized or  even  appropriate,  and,  as  a  result,  settlement  figures  vary 
downward. 

Mr.  RoBisoN.  The  settlement  figures,  as  presented  by  the  newspaper 
article,  mentioned  that  for  the  year  ended  last  June  30,  IRS  district 
offices  settled  on  the  average  for  42  cents  of  each  dollar  of  alleged 
extra  tax  due  at  that  district  conference  level  and,  at  the  next  level 
up — the  appellate  division — settled  for  35  cents  on  the  dollar.  Are 
those  figures  about  right  ?  Second,  do  you  consider  them  out  of  line 
with  what  the  goals  and  record  of  the  IRS  ought  to  be  ? 

Mr.  HantjOn.  These  figures  are  correct,  but  the  reason  for  this  42 
percent  figure  at  district  conference  is  that  this  is  the  first  level  of 
appeal  and  has  a  larger  proportion  of  simple  and  less  debatable  issues. 
As  the  Commissioner  mentioned,  cases  moving  from  district  confer- 
ence to  appellate,  are  more  likely  to  contain  complex,  debatable  issues, 
requiring  consideration  of  litigation  hazards.  Based  on  studios,  we 
feel  that  the  differing  results  are  what  we  should  expect. 

Mr.  RoBisoN.  The  hazards  of  litigation  as  the  Commissioner  puts 
it,  loom  ever  larger  as  you  move  up  the  ladder  toward  settlemonl  'i 

Mr.  Hanlon.  Yes,  sir. 


571 


DOLLAR  RATE  OF  SETTLEMENT 


Mr.  RoBisoN.  Then,  I  suppose,  we  get  the  same  sort  of  explanation 
for  the  next  disparity  which,  from  the  article  again,  shows  that  IRS's 
own  figures  for  the  year  ended  last  June  30  for  the  cases  that  didn't 
go  to  court  were  settled  for  67  percent  of  the  amounts  claimed  owed 
in  the  $1  to  $999  range,  but,  for  cases  where  $1  million  or  more  al- 
legedly was  owed,  the  appellate  division  settled  for  an  average  of  34 
percent.  Again,  are  the  figures  correct  and,  again,  are  they  within 
your  appropriate  goals  ? 

Mr.  Hanlon.  Yes,  sir,  the  figures  are  correct  and  I  would  like  to 
explain  one  of  those  cases.  We  had  a  case  here  where  we  proposed  a 
$29  million  deficiency.  It  was  closed  out  in  appellate  for  $1,700,000. 
A  later  tax  year  involving  a  $12.5  million  carryback  affected  our  case. 
The  case  was  reviewed  by  the  Joint  Committee  and  no  exception  was 
taken  to  our  findings.  Many  of  the  large  case  examination  reports  are 
reviewed  by  the  Joint  Committee. 

Mr.  RoBisoN.  What  is  the  Joint  Committee  procedure?  For  the 
record,  somebody  might  explain  what  it  is. 

Mr.  Walters.  What  happens,  Mr.  Robison,  is  if  a  refund  of  $100,000 
or  more  is  involved,  then  before  we  can  settle  it  finally  we  submit  a 
report  to  the  Joint  Committee,  and  if  we  do  not  receive  from  the  Joint 
Committee  some  advice  to  the  contrary,  then  we  go  ahead  and  settle  it. 

Mr.  Robison.  Wliat  I  meant,  sir,  is  what  is  the  Joint  Committee? 

REVIEW  BY  THE  JOINT  COMMITTEE 

Mr.  Walters.  The  Joint  Committee  is  the  Joint  Congressional  Com- 
mittee on  Internal  Revenue  Taxation;  which  consists  of  members  of 
the  Finance  Committee  and  the  Ways  and  Means  Committee.  This 
-Foint  Committee  has  a  staff,  and  several  members  of  the  staff  are  con- 
cerned just  with  reviewing  this  type  of  refund  report.  They  at  times 
do  send  reports  back  to  us,  suggesting  that  we  ought  to  take  another 
look  before  we  settle  the  case.  At  which  time,  we  review  the  case  in  our 
offices,  and  also  with  the  taxpayer,  and  ultimately,  in  most  instances, 
we  work  out  some  settlement  which  is  acceptable  to  the  taxpayer,  the 
Service  and  the  Joint  Committee. 

Mr.  RoBisoN.  Let  me  make  sure  I  understand.  These  are  not  cases 
involving  merely  refunds,  but  cases  involving  also  allegedly  extra 
taxes  due,  is  that  correct  ? 

Mr.  Walters.  No,  sir. 

Mr.  Robison.  Only  refunds? 

Mr.  Walters.  It  is  only  refund  cases. 

Mr.  Robison.  The  joint  committee  procedure  doesn't  apply  to  give 
you  an  overview  in  any  way  on  Capitol  Hill,  so  to  speak,  of  the  cases 
Where  it  is  alleged  that  extra  taxes  are  due,  and  where  you  eventually 
settle? 

Mr.  Hanlon.  In  the  case  I  mentioned  earlier,  a  $12.5  million  carry- 
back loss  from  a  later  year  affected  the  year  considered  by  appellate. 

Mr.  Walters.  On  a  case-by-case  basis,  Mr.  Robison,  you  are  correct ; 
there  is  no  case-by-case  oversight  by  the  joint  committee,  although 
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they  are  authorized  to  do  it.  We  have  been  discussing  with  the  staff 
and  the  Treasury  staff  the  possibility  of  changing  somewhat  the  over- 
view in  this  respect  because  we  think  it  would  be  more  meaningful,  if 
we  had  substantive  type  review  on  tax  issues,  rather  than  in  a  pure, 
mechanical  $100,000  cutoff. 

REGIONAL   DISPARITY  IN    SETTLEMENT 

Mr.  RoBisoN.  I  think  your  answer  so  far  along  these  lines  has  been 
understandable  and  is  acceptable  to  me,  but  then  the  thrust  of  the 
article  that  does  bother  me  a  bit,  and  must  bother  you,  so  we  might 
seek  some  guidance  from  you,  since  this  is  your  last  appearance,  is 
the  question  of  the  variation,  and  it  is  a  pretty  wide  variation,  between 
regions  regarding  settlements.  There  may  be  good  explanations  for  it. 
The  article  doesn't  suggest  what  they  are,  but  let  me  just  give  you  this : 

In  the  fiscal  year  ended  last  June  30,  taxpayers  in  the  Little  Rock, 
Ark.,  District  who  settled  disputes  at  the  district  level  woimd  up 
paying,  on  the  average,  only  24  percent  of  the  amount  alleged.  At  the 
other  extreme,  taxpayers  in  the  Baltimore  area  paid  on  the  average  a 
high  74  percent.  That  bothers  me,  and  it  must  bother  you,  but  there 
may  be  some  valid  explanation. 

Mr.  Walters.  It  does  bother  me.  I  don't  know  the  answer  to  it.  I  am 
sure  that  to  some  extent  we  can  explain  it. 

It  bothers  us.  I  think  part  of  it,  we  ought  to  recognize,  is  that  we 
operate  as  human  beings.  In  various  areas  they  operate  differently, 
and  I  doubt  that  we  will  ever  make  it  come  out  precisely  the  same 
across  the  country. 

In  various  areas  you  have  different  businesses,  different  type  opera- 
tions, and  this  would  result  in  some  difference  of  ultimate  result.  We 
are  bothered  by  this,  and  we  ought  to  be  concerned  with  it,  and  try  to 
do  what  we  can  to  reduce  it.  We  will  give  Mr.  Hanlon  a  chance  to 
give  us  his  idea. 

Mr.  RoBisoN.  He  is  next  at  bat. 
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Mr.  Hanlon.  The  case  mix  in  an  office  can  distort  the  statistics. 
Some  offices  have  many  large  cases  while  other  offices  have  relatively 
more  small  cases.  Also,  when  a  1-year  average  is  used  an  incomplete 
picture  is  presented. 

We  made  a  study  and  determined  the  average  for  6  years  on  non- 
docketed  cases,  1967  through  1972.  This  showed  that  the  regions  varied 
from  a  low  of  29  percent  to  a  high  of  38  percent,  so  the  regional  varia- 
tion is  less  than  10  percent. 

Mr.  RoBisoN.  Have  you  something  you  would  like  to  submit  for  the 
record  along  these  lines  that  might  be  responsive  to  the  unexplained 
portions  of  the  Wall  Street  Journal  article  ? 

Mr.  Hanlon.  We  will  submit  our  findings  and  analysis. 

Mr.  Steed.  We  will  make  that  a  part  of  the  record. 

[The  information  follows :] 

Study  of  Appellate  Revised  Findings  as  Percent  of  Proposed  Amounts  fob 

NONDOCKETED   CaSE  DISPOSALS   INVOLVING   DeFICIENCES   AND   PENALTIES 
REASONS   FOB  VARYING   PERCENTAGES   IN   DIFFERENT  OFFICES 

There  are  two  basic  reasons  for  variances  : 

1.  The  case  mix  in  an  office  can  cause  some  offices  to  have  a  consistently  higher 
percentage  than  another  office.  We  do  unquestionably  have  a  higher  percentage 
in  smaller  eases  and  a  lower  percentage  in  the  more  complex  issue  cases.  Some 
officers  have  much  more  the  former  or  latter  type  cases  causing  a  consistently 
higher  or  lower  percentage. 

2.  Using  the  figures  for  one  year  gives  a  distortion  that  is  not  present  if  they 
are  averaged  over  a  longer  period.  We  averaged  the  percentages  for  nondocketed 
cases  for  6  years — 1967  through  1972  (see  attached).  This  shows  that  the  regions 
varied  from  a  low  of  29  percent  to  a  high  of  38.1  percent.  The  individual  offices 
varied  from  a  low  of  27.9  percent  to  a  high  of  47.4  percent,  with  the  single  excep- 
tion of  Birmingham.  (The  Birmingham  office  averaged  60.2  percent  which  is 
explainable  only  by  difference  in  type  of  case  mix.)  These  data  demonstrate  that 
over  the  long  period  the  distortion  that  can  result  from  even  a  few  unusually  large 
cases,  sometimes  involving  all-or-nothing  issues,  tends  to  even  out.  Nonetheless, 
as  stated  in  (1)  above,  the  different  type  of  cases  in  overall  mix  of  offices  causes 
some  continuing  variances. 
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STtTDY  OF  AFPBLLAIE  REVISED  FINDIUGS  AS  PERCEMT  OP  raOPOSED  AMOUBTS 

FOR  NOKDOCKBi'ED  CASE  DISPOSALS  IKyOLVIMG  DEFICIEMCIES  AND  PEKALTIES 

(EXCLUDES  AMOTTOTS  IH  DISPOSALS  BY  PETTmOW) 


AVERAGE 

REGION  AND 

F 

I  S  C  A  L 

YEA 

R  S 

PERCENT 

OPJ)ICE 

1967 
33.7 

1968 
32.5 

1969 
32.8 

1970 
37.3 

1971 
31.0 

1972 
37.5 

FYS.  1967-72 

ALL  REGIONS 

31*.  1 

North-Atlantic 

29.7 

3U.7 

35.8 

38.9 

31.8 

38.2 

3U.9 

Mid-Atlantic 

38.1 

30.5 

28.3 

38.0 

l*l*.1 

1*9.7 

38.1 

Southeast 

3U.8 

31*.  5 

1*3.7 

36.3 

37.9 

38.1 

37.6 

Central 

M.I 

32.0 

37.0 

1*3.2 

30.7 

26.1 

31*.  9 

Midwest 

33.3 

35.0 

33.5 

3l*.0 

27.5 

3l*.l* 

33.0 

Southwest 

32.1* 

31*.  2 

1*3.9 

37.9 

21.1* 

1*1.9 

35.3 

Western 

30.6 

26.7 

23.1 

30.7 

31.0 

31.7 

29.0 

NORTH- ATLANTIC : 

Boston 

30.5 

31.9 

31.6 

35.7 

25.5 

3lt.l 

31.6 

Buffalo 

23.8 

33.1 

36.8 

32.0 

37.3 

35.9 

33.2 

New  Haven 

U3.7 

3l*.9 

1*2.2 

1*1.6 

29.1* 

27.7 

36.6 

New  York  City 

29.1 

35.5 

35.7 

1*0.2 

36.1* 

UI.9 

36.5 

MID- ATLANTIC: 

Baltimore 

1*1.7 

26.9 

30.6 

32.0 

l*l*.6 

39.6 

35.9 

Newark 

29.2 

35.8 

27.5 

U1.I* 

60.7 

61*.  7 

U3.2 

Philadelphia 

U6.0 

21*.  3 

U1.2 

32.6 

1*3.1 

1*7.9 

39.2 

Pittsbvir^ 

1*9.1 

56.7 

1*1*.6 

51*.  2 

39.3 

1*0.1* 

1*7.1* 

Richmond 

32.7 

1*0.7 

2l*.5 

31*.  8 

36.1* 

55.3 

37.U 

Washington 

i;l*.8 

27.2 

11*.2 

U9.<i 

1*5.3 

39.1* 

33.U 

SOUTHEAST ; 

Atlanta 

U8.U 

25.9 

52.2 

1*1.5 

3l*.l* 

31.0 

38.9 

Birmin^am 

51.6 

65.5 

6U.U 

55.3 

57.1 

67.1* 

60.2 

Greenslwro 

22.5 

U5.5 

1*3.1* 

39.6 

37.6 

39.0 

37.9 

Jacksonville 

U3.5 

36.3 

U8.7 

38.0 

U6.9 

1*5.1 

1*3.1 

Miajii 

21.8 

28.1* 

29.8 

26.0 

36.7 

36.2 

29.8 

Nashville 

1*0.5 

38.6 

39.0 

1*2.3 

28.2 

1*2.7 

38.6 

CENTRAL: 

Cincinnati 

32.5 

29.9 

U6.9 

35.U 

30.1 

30.7 

31*.  3 

Cleveland 

1*1.2 

32.7 

39.8 

36.1* 

33.3 

39.5 

37.2 

Detroit 

50.9 

35.1* 

36.6 

1*5.2 

27.7 

2U.1* 

36.7 

Huntington 

28.6 

32.8 

38.2 

37.9 

50.7 

31.8 

36.7 

Indianapolis 

36.0 

26;  1 

2l*.U 

1*8.2 

31*.9 

11*.1 

30.6 

Loviisville 

33.6 

31.9 

32.5 

60.1 

29.2 

28.3 

35.9 

MIDWEST: 

Chicago 

36.3 

36.7 

35.3 

31.9 

2U.3 

1*2.7 

3I..5 

Kansas  City 

27.9 

33.2 

25.0 

32.2 

36.5 

28.1 

30.5 

Milwaukee 

30.9 

35.1* 

52.6 

1*7.8 

1*6.7 

1*1*.  6 

1*3.0 

Omaha 

1*9.5 

26.5 

1*2.2 

25.8 

17.9 

30.8 

32.1 

St.  Louis 

29.1 

39.5 

32.1* 

1*6.1* 

35.2 

1*5.3 

38.0 

St.  Paul 

29.3 

1*2.2 

36.3 

31*.  1 

32.3 

19.7 

32.3 

Springfield 

1*8.1* 

1*8.8 

27.2 

37.1 

39.5 

51.1* 

1*2.1 

SOUTHWl&T : 

Dallas 

23.1* 

32.3 

1*6.3 

29.2 

17.3 

53.2 

33.6 

Deaver 

1*0.9 

55.1 

31.9 

38. U 

U3.3 

29.1 

39.8 

Houston 

37.8 

1*6.3 

31*.  6 

73.6 

U3.U 

1*5.3 

1*6.8 

New  Orleans 

39.3 

25.U 

5U.1* 

33.5 

1*5.1 

1*1*.7 

UO.U 

Oklahoma  City 

35.2 

29.3 

52.0 

31.5 

1*0.9 

32.0 

36.8 

WESTERN: 

Los  Angeles 

37.0 

28.8 

20.5 

29.2 

28.2 

1*0.2 

30.7 

Phoenix 

16.8 

27.3 

20.2 

51*.  6 

1*5.8 

1*3.U 

31*.  7 

Portland 

31.5 

20.0 

U3.U 

33.1* 

21*.  6 

25.7 

29.8 

Salt  Lake  City 

27.5 

23.U 

1*8.5 

29.9 

1*2.2 

38.0 

3U.9 

San  Francisco 

30.6 

21*.8 

33.1 

28.5 

28.5 

22.0 

27.9 

Seattle 

22.7 

35.1 

25.1 

3U.6 

56.9 

39.7 

35.7 
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AUDIT   RATE   HIGHER   AMONG  LARGER  TAX   CLASSES 

Mr.  RoBisoN.  Do  you  have  something  further,  Commissioner? 

Mr.  Walters.  If  you  are  about  to  leave  that  Wall  Street  Journal, 
I  would  like  to  make  one  comment.  We  were  somewhat  disturbed  by 
the  impression  left  that  we  examine  more  of  the  small  taxpayers 
than  we  do  the  large.  Of  course,  if  you  study  the  figures,  you  can  see 
that  is  not  the  situation. 

We  do  numerically  examine  more  returns  of  small  taxpayers.  That 
is  because  there  is  such  a  vast,  greater  number  of  them.  Actually  we 
audit  a  higher  percentage  of  the  wealthier  individuals,  and  also  the 
corporations,  than  we  do  the  small  taxpayers.  I  think  it  is  important 
for  the  American  public  to  know  that  we  aren't  picking  on  the  little 
fellow.  We  can't  ever  afford  to  have  that  impression  abroad. 

Mr.  RoBisoN.  You  might  here  insert,  to  supplement  what  you  have 
just  said,  some  informational  material  relative  to  the  way  you  do 
treat  the  small  taxpayer,  the  advantages  that  you  seek  to  give  him — 
not  advantages,  but  the  help  you  seek  to  give  him — and  the  fact  that 
you  try  not  to  take  advantage  of  his  smallness  and  his  ignorance  of 
the  law,  and  so  forth. 

Mr.  Walters.  We  would  be  veiy  pleased  to,  because  we  do  strive 
to  do  just  that. 

[The  information  follows :] 

Small  Taxpayers 

In  1971,  the  Service  established  a  Taxpayer  Service  Division  at  the  national 
level  to  direct  and  manage  the  tax  assistance  functions.  Under  the  new  look, 
the  Service  specially  trains  employees  as  taxpayer  service  representatives 
(TSR)  and  all  contacts  or  inquiries  from  taxpayers  are  directed  to  the  TSR's. 

A  special  concern  of  the  Service  is  to  insure  that  adequate  and  convenient 
tax  assistance  is  available  to  low-income  taxpayers.  We  are  constantly  review- 
ing programs  and  exploring  new  techniques  to  improve  service  to  all  taxpayers 
especially  the  low-income  group.  Presently,  the  Service  employs  a  toll-free  tele- 
phone assistance  program  known  as  Centiphone,  in  30  districts  and  is  to  be  ex- 
panded nationwide  for  the  1974  filing  season.  During  the  filing  season,  in  both 
city  and  suburban  locations,  some  350  temporary  oflBces  have  been  established 
to  assist  taxpayers.  In  addition,  mobile  trailers  called  Taxmobiles  are  utilized 
to  provide  greater  accessibility  to  taxpayers,  particularly  those  who  for  eco- 
nomic or  other  reasons  are  more  restricted  in  their  mobility. 

The  Service  has  reemphasized  the  practice  of  completing  returns  for  tax- 
payers who  request  assistance.  This  is  primarily  directed  to  the  low-income 
taxpayer  group.  In  addition,  the  Service  established  a  VITA  (volunteer  in- 
come tax  assistance)  program  which  is  aimed  primarily  at  the  low-income 
groups  and  others  with  special  tax  problems  such  as  the  elderly.  It  is  estimated 
that  VITA  volunteers  will  aid  some  1  million  taxpayers  this  year.  Special  at- 
tention is  being  given  to  the  Spanish-speaking  element  of  the  taxpaying  public. 

To  assist  low-income  taxpayers  the  Service  reintroduced  the  short  form 
1040A.  In  reinstating  the  form  1040A.  every  precaution  was  taken  to  provide 
clear  and  understandable  instructions  as  a  safeguard  to  assure  taxpayers  did 
not  lose  any  tax  benefits  to  which  they  were  entitled.  For  example,  as  a  special 
instruction  to  the  elderly,  we  highlighted  the  possible  tax.  reduction  through 
the  retirement  income  credit  which  can  only  be  used  on  the  long  form.  Addi- 
tionally, illustrations,  in  simple  language,  were  provided  and  taxpayers  were 
instructed  not  to  use  the  short  form  (form  1940A)  if  they  had  business  ex- 
penses, received  "sick  pay"  or  had  job-related  moving  expenses.  For  convenience, 
an  "order  blank"  was  included  in  each  mail  package  of  return  forms  to  make 
it  easy  for  taxpayers  to  obtain  other  possibly  needed  forms. 

Overall,  the  Service  has  been  concentrating  its  efforts  to  assist  all  taxpayers 
but,  in  particular,  those  whose  economic  situations  may  not  permit  the  expense 
of  hiring  professional  advice.  We  intend  to  continue  these  efforts  so  that  more 
low-income  taxpayers  will  avail  themselves  of  the  Service's  asistance. 
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Although  we  do  offer  help  to  taxpayers  in  preparing  returns  we  realize  that 
a  large  number  of  them  seek  assistance  from  commercial  return  preparers.  While 
most  of  these  return  preparers  are  qualified  and  perform  a  valuable  service  to 
the  taxpayers  and  the  Government,  there  are  those  who  are  unscrupulous  and 
take  advantage  of  the  small  taxpayer's  ignorance  of  the  tax  law.  To  protect 
these  taxpayers  against  victimization  a  coordinated  Servicewide  effort  has  been 
made  to  identify,  investigate  and  prosecute  unscrupulous  tax  return  preparers. 
An  integral  part  of  this  effort  is  an  intensive  public  relations  program  designed 
to  assist  taxpayers  to  recognize  and  avoid  unethical  tax  return  preparers. 

In  our  audit  examination  program,  our  policy  is  to  examine  only  that  number 
of  returns  of  small  taxpayers  required  to  assure  a  reasonable  level  of  voluntary 
compliance  by  this  group  of  taxpayers.  While  this  may  appear  to  be  numerically 
large,  we  examine  less  than  2  returns  of  every  100  returns  filed.  However, 
of  the  wealthier  individuals  and  corporations,  we  examine  anywhere  from  1 
out  of  every  10  to  100  percent  of  the  returns  filed. 

Several  years  ago,  we  became  very  concerned  about  the  fact  that  we  were 
trying  to  correct  returns  of  small  taxpayers  through  correspondence  audits.  We 
learned  that  many  of  these  taxpayers  did  not  understand  our  questions  and, 
therefore,  could  not  adequately  respond.  Consequently,  we  changed  the  program 
so  that  when  we  had  to  examine  a  return  of  a  low-income  taxpayer  we  would 
do  it  through  an  interview  with  the  taxpayer  rather  than  by  correspondence. 
For  example,  in  1965,  65  percent  of  the  audits  of  small  taxpayers  were  by 
correspondence  whereas  in  1974  only  25  percent  will  be  examined  by  corre- 
spondence. Correspondence  audits  are  now  conducted  only  in  those  situations 
where  it  is  clear  that  the  taxpayer  is  able  to  communicate  in  writing  and  the 
issue  involved  is  readily  susceptible  to  resolution  by  correspondence.  The  new 
approach  permits  better  taxpayer  understanding  and  tends  to  insure  that  the 
Service  has  all  facts  necessary  to  reasonably  determine  the  correct  tax. 

We  have  taken  other  steps  to  assure  that  our  examiners  do  not  take  advan- 
tage of  the  small  taxpayer's  unfamiliarity  with  the  law.  For  example,  we  have 
made  it  clear  to  all  of  our  examiners  that  they  are  not  only  an  officer  of  the 
Government,  but  are  also  a  representative  of  the  taxpayer.  In  fulfilling  this  role 
we  have  instructed  our  examiners  to  be  acutely  aware  of  their  obligation  to 
be  sure  that  the  small  taxpayer  does  not  overpay  his  tax. 

Another  step  we  have  taken  to  assure  proper  treatment  of  the  small  taxpayers 
is  an  improvement  in  the  quality  of  the  persons  we  use  to  make  these  examina- 
tions. Now,  typically  these  employees  are  highly  intelligent  college  graduates 
who  are  able  to  effectively  meet  and  deal  with  the  small  taxpayers,  and  make 
fair  and  correct  determinations  of  tax.  Also,  we  have  made  improvements!  in 
our  training  programs  by  providing  these  new  employees  with  intensive  tax 
law  and  public  relations  training  before  they  are  permitted  to  make  any 
examinations. 

In  the  actual  conduct  of  examinations  each  employee  is  instructed  to  take  a 
positive  attitude  in  seeking  ways  to  develop  a  favorable  relationship  \vith  the 
taxpayer.  Normally,  we  question  only  a  few  items  on  a  small  taxpayer's  return 
and  if  the  taxpayer  does  not  have  adequate  records  to  verify  the  amounts  re- 
flected in  his  return  we  have  instructed  our  examiners  that  taxpayer's  oral  states 
ments  should  be  accepted  unless  found  to  be  unreliable.  We  try  to  get  our 
examiners  to  put  themselves  in  the  taxpayer's  place  so  that  they  will  better  under- 
stand the  taxpayer's  reactions.  When  it  is  necessary  to  propose  an  adjustment 
to  a  taxpayer's  return  each  examining  officer  is  required  to  thoroughly  explain 
the  adjustments  in  simple  nonlegal  terms.  This  is  done  to  assure  that  the  tax- 
payer understands  why  a  correction  has  been  made  so  that  he  can  avoid  the 
error  in  the  future. 

Despite  the  Service's  efforts  to  reach  a  fair  determination  and  explain  to  the 
small  taxpayer  any  proposed  adjustments,  there  are  nevertheless,  instances 
where  the  taxpayer  disagrees  with  the  determination  of  the  examining  officer.  In 
any  such  case,  the  examining  officer  must  fully  advise  the  taxpayer  of  his  appeal 
rights  both  in  the  Service  and  in  the  courts. 

In  any  unagreed  ea.se  the  small  taxpayer  is  offered  an  immediate  conference 
with  the  examiner's  supervisor  who  has  authority  to  reverse  the  examining 
officer.  This  of  course  does  not  deprive  the  taxpayer  of  his  other  avenues  of 
appeal. 

To  assist  the  small  taxpayer  in  appealing  his  case  we  have  developed  simple 
and  inexpensive  appeals  procedures.  He  is  not  required  to  file  any  type  of  written 
protest  to  obtain  a  district  or  appellate  conference — a  simple  verbal  request  is 
adequate.  Furthermore,  it  is  not  necessary  for  him  to  hire  legal  or  accounting 
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help  in  presenting  his  case  under  the  Services  appeals  system.  He  of  course  has 
the  option  of  being  represented  if  he  so  desires. 

In  addition  to  the  special  appeals  within  the  Revenue  Service,  the  U.S.  Tax 
Court  in  January  1969  instituted  special  inexpensive  and  informal  procedures 
for  small  taxpayers.  Under  these  procedures,  the  taxpayer  may  represent  him- 
self and  resolve  his  case  without  the  formalities  of  a  legal  proceeding  and  with- 
out incurring  substantial  exi>enses. 

We  believe  that  our  present  procedures  adequately  protect  the  small  taxpayer 
without  placing  an  undue  burden  on  him. 

CLC   REIMBURSEMENT   FOR   STABILIZATION 

Mr.  RoBisoN.  Looking  at  the  budget  again,  an  item  crops  up  in  here 
that  I  hadn't  noticed  before  under  the  Internal  Revenue  Service  budget 
summary.  Mr.  Beck,  this  might  be  your  item :  $28.7  million  in  esti- 
mated transfers,  so  we  are  told,  from  the  Cost  of  Living  Council. 
This  is  for  fiscal  1974.  This  would  be  what  you  might  expect  to  get 
from  the  Cost  of  Living  Council  if  Congress  gives  it  that  amount  of 
money  by  way  of  reimbursement  for  whatever  it  is  you  will  do  for 
phase  3,  is  that  right  ? 

Mr.  Beck.  Yes,  sir.  As  we  indicated  yesterday,  the  budget  for  1974 
does  not  provide  for  anything  in  the  Internal  Revenue  Service  budget 
request  for  the  stabilization  program.  Instead  the  funding  is  to  be 
requested  by  the  Cost  of  Living  Council.  The  figure  you  refer  to  is  our 
proposal  to  them.  This  is  subject  to  Treasury  review,  CLC  review,  plus 
0MB  revieAv,  before  it  would  come  to  you  people. 

IRS   increase   BY   PROGRAM 

Mr.  RoBisoN.  Looking  at  this  chart,  which  happens  to  still  be  here, 
Commissioner  Walters,  you  are  asking  for — in  my  own  summary  of 
it  here — 682  average  positions  for  better  taxpayer  service  and  2,926 
in  the  compliance  field.  These  people  would  be  largely  revenue  agents 
and  tax  auditors.  Also  for  135  in  the  tax  fraud  area,  these  would  be 
special  agents ;  86  more  in  collections,  177  in  the  piggyback  operation, 
426  to  maintain  workload  levels — the  uncontrollable  part  of  your  work- 
load I  guess — for  a  total  of  4,432  people  new  "on  board,"  the  annual- 
ized costs  of  which  would  be  something  like  $56  million. 

question  of  priorities 

Now  a  tough  question :  If  we  were  disposed  to  find  a  need  to  reduce 
that  amount,  even  in  the  face  of  your  testimony  yesterday  as  to  the  fact 
that  these  additional  people  will  produce  more  dollars  than  they  cost, 
what  is  your  own  idea  of  internal  priorities  ?  Where  do  you  need  people 
the  most?  You  can  say  you  need  all  of  them,  and  that  I  will  under- 
stand ;  but  do  you  have  any  feeling  for  internal  priorities  here  ? 

Mr.  Walters.  No,  sir,  we  really  don't.  We  start  out,  of  course, 
with  audit  being  a  prime  item.  We  begin  with  audit,  except  that  I 
think  we  ought  also  to  recognize  that,  as  I  said  yesterday,  taxpayer 
service  has  to  be  the  first  step  in  our  compliance  program. 

Taxpayer  service  is  very  important. 

I  think  it  would  be  a  big  mistake  for  us  to  either  cut  off  or  slow- 
down the  public  interest  and  effort  we  have  in  taxpayer  service. 
I  think  that  would  be  a  disaster  for  the  Service,  and  also  for  tax- 
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payers.  So  if  we  begin  there,  then  the  next  step  is  audit,  which  is 
very  important. 

Mr.  RoBisoN.  Tax  fraud  investigations  ? 

Mr.  Walters.  I  was  going  to  say  tax  fraud  has  to  flow  along  with 
audit,  because  audit  turns  up  the  fraud,  or  the  indications  of  fraud, 
so  that  is  very  important. 

Mr.  RoBisoN.  And  it  is  important  because  you  had  to  shelve  some 
1,100  potential  fraud  cases  without  investigation  in  this  last  fiscal 
year  for  lack  of  personnel  in  this  area  ? 

Mr.  Walters.  That  is  right  and  the  trend  is  up,  unless  we  do  some- 
thing about  it.  The  delinquent  amounts,  as  you  and  the  chairman 
both  have  indicated,  is  an  area  of  prime  concern,  where  wp  want  to 
check  the  taxes  owed,  and  also  to  get  on  the"ta^  r611s  tho'se  who  aren't 
filing  returns. 

As  to  the  piggybacking,  we  really  don't  have  much  choice,  if  we 
are  going  to  be  ready  for  that  onslaught,  which  is  bound  to  come. 

INCREASES  TO  STAY  EVEN 

Mr.  RoBisoN.  Then,  let's  look  finally  at  the  426  requested  to  main- 
tain your  workload  level.  This  is  the  growth  in  your  existing 
programs  ? 

Mr.  Beck.  Could  I  speak  to  that.  These  are  positions  that  the  Con- 
gress authorized  last  year.  Mr.  Robison,  for  part  of  a  year,  and  this 
would  provide  for  keeping  them  on  for  the  full  year. 

Mr.  Walters.  I  think  the  real  answer  to  your  question,  Mr.  Robison, 
is  that  if  the  Congress  does  not  give  us  what  we  are  asking  for,  which 
of  course  we  think  is  still  too  little,  but  urgently  needed,  what  we 
would  have  to  do  is  just  shave  on  all  of  this,  to  some  extent. 

REDUCTION  DUE  TO  STABILIZATION 

Mr.  Robison.  The  total  of  4,432  as  shown  by  the  chart  and  my  own 
figures  is  reduced  now  by  2,882  bodies,  apparently,  bringing  the  net 
request  increase  in  average  positions  to  1,550.  Where  do  those  2,882 
people  go  ?  Wliat  are  you  going  to  do  with  them  ? 

Mr.  Beck.  This  is  again  the  stabilization  equation,  sir. 

Mr.  Robison.  You  are  going  to  fire  them  ? 

Mr.  Beck.  No,  sir.  We  will  gradually  return  these  employees  to  their 
former  tax  administration  duties ;  they  will  fill  vacancies  that  come 
open.  These  will  represent  about  half  of  our  stabilization  force.  The 
other  half,  some  1,500  people  whom  we  expect  to  have  for  stabilization 
next  year,  will  be  funded  from  money  appropriated  to  the  Cost  of 
Living  Council,  and  either  transferred  or  reimbursed  to  the  Service. 

Mr.  Robison.  But  they  are  going  to  stay  with  you,  or  most  of  them 
are? 

Mr.  Beck.  Yes,  the  balance  of  the  2,882,  those  other  than  the  1,500  we 
plan  to  have  next  year  for  stabilization,  would  be  brought  back  into 
tax  administration  within  the  Service.  They  will  have  to  be  funded 
within  funds  available  after  stabilization  moneys  are  withdrawn.  Our 
proposed  increases  will  help  make  this  possible. 

Mr.  Robison.  It  is  just  like  what  Mr.  Miller  was  trying  to  do  on 
yesterday,  trying  to  find  out  exactly  what  the  size  of  your  increase  in 
"dollars  was.  If  we  are  going  to  be  honest  about  it,  I  suppose  the  size 
and  increase  in  personnel  is  really  4,432,  or  thereabouts  ?  No  ? 
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Mr.  Walters.  No,  sir.  I  think  the  answer  to  the  difference,  Mr. 
Robison.  is  this,  and  I  wish  that  were  true,  because  I  would  like  for 
us  to  add  those  4,000,  but  these  2,800  you  see  subtracted  will  be  absorbed 
back  in  the  organization  or  at  least  most  of  them,  by  taking  positions 
of  those  who  retire  or  leave.  Attrition  will  take  care  of  a  large  part 
of  that. 

We  very  much  would  like  to  be  getting  4,400  more  people,  but  un- 
fortunately we  aren't  able  to  ask  for  that  many  today. 

TAX   FRAUD   ENFORCEMENT 

Mr.  Robison.  In  view  of  the  significant  number  of  cases  which  are 
not  being  investigated,  what  is  the  picture  of  criminal  tax  fraud  en- 
forcement ? 

Mr.  Walters.  We  are  happy  to  state  that  our  program  is  moving 
ahead. 

The  number  of  prosecutions  recommended  in  fiscal  year  1972 
reached  1,795  versus  1,379  for  fiscal  year  1971.  This  represents  a  30- 
percent  increase.  We  are  continuing  to  improve  our  effectiveness  and 
project  about  2,200  prosecutions  for  fiscal  year  1973.  While  our  man- 
power is  a  problem,  we  have  improved  our  investigative  techniques 
by  using  computers,  applying  the  team  approach,  and  by  identifying 
and  selecting  the  more  flagrant  cases  for  investigation. 

Mr.  RoBisoN.  Mr.  Commissioner,  time  and  time  again  you  have 
expressed  concern  regarding  disparity  in  sentences  given  by  the  courts 
in  criminal  tax  fraud  cases.  Has  there  been  any  improvement  in  this 
area? 

Mr.  Walters.  This  problem  has  given  us  considerable  concern.  We 
are,  therefore,  tracking  the  results  of  our  prosecution  cases  through 
the  courts.  We  have  also  discussed  this  matter  frequently  with  mem- 
bers of  the  bar  and  the  judiciary.  We  have  found  that  in  the  past 
the  courts  have  dealt  too  lightly  with  tax  offenders  and  have  not  met 
the  need  to  create  a  deterrent  to  other  taxpayers  who  might  contem- 
plate committing  tax  evasion.  However,  we  have  noted  significant  im- 
provement in  the  sentencing  practices  in  many  parts  of  the  country. 
During  the  past  year,  the  percentage  of  committed  sentences  has 
risen  from  35.5  percent  to  45.6  percent. 

While  this  reflects  an  improvement,  we  think  it  still  falls  short 
of  the  public's  expectations.  The  public  is  entitled  to  assurance  that 
ihe  integrity  of  our  tax  system  is  being  maintained. 

regulating  exempt  organizations 

Mr.  RoBisoN.  The  1969  Tax  Reform  Act  required  the  Service  to 
increase  its  activity  within  the  tax  exempt  area.  Could  you  briefly  tell 
us  what  you  have  done  to  carrj'  out  the  1969  legislation  ? 

Mr.  Walters.  Mr.  Robison,  as  you  know,  the  prime  thurst  of  the 
new  law  was  directed  towards  the  private  foundation  segment  of  the 
exempt  organization  community.  I  want  to  point  out  some  things  we 
have  done. 

1.  As  part  of  our  audit  program,  we  plan  to  examine  the  returns  of 
all  private  foundations  within  5  years.  We  are  on  target  in  meeting 
this  plan. 

2.  We  have  identified  369  of  our  largest,  most  complex  and  sensitive 
exempt  organizations  which  are  being  examined  on  a  2-year  cycle. 

3.  AH  other  exempt  organizations  are  being  examined  on  a  sample 
basis. 
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4.  Our  exempt  organizations  activity  has  not  been  solely  confined  to 
the  examination  function.  For  example,  80,000  separate  determina- 
tions as  to  private  foundation  classification  have  been  made.  Also,  we 
have  designed  a  new  tax  return,  Form  990-PF,  for  private  founda- 
tion use  only. 

5.  We  have  established  a  data  processing  master  file  for  controlling 
and  monitoring  exempt  organizations. 

We  do  not  plan  to  rest  on  what  we  consider  to  be  significant  achieve- 
ments in  this  area.  We  are  constantly  striving  to  develop  methods  to 
streamline  our  determmation  letter  program  with  the  aim  of  reducing 
the  amount  of  time  needed  to  process  an  application.  In  the  area  of 
examinations,  we  are  looking  into  development  of  a  program  of  scien- 
tific compliance  measurement  which  will  provide  us  with  the  sound 
data  base  needed  to  determine  more  efficient  use  of  our  resources. 

KEEPING   CASES   CUKRENT 

Mr.  EoBisoisr.  I  have  frequently  heard  of  long  delays  in  closing  out 
examinations  of  tax  returns.  What  have  you  done  to  make  your  exam- 
inations more  current  ? 

Mr.  Walters.  This  is  something  we  are  giving  a  lot  of  attention 
to — and  with  some  success. 

We  have  made  a  number  of  changes  to  make  our  examinations  more 
current.  I  would  like  to  give  you  a  few  examples : 

1.  We  recently  established  a  policy  that  individual  examinations 
must  be  started  within  20  months  and  completed  within  26  months 
after  a  return  is  filed.  Corporation  examinations  must  be  started  with- 
in 21  months  and  completed  within  27  months  after  filing. 

2.  Last  year,  we  established  an  objective  to  limit  the  numlDer  of  prior 
year  returns  in  audit  inventory  to  compel  districts  to  examine  more 
current  returns.  As  a  result,  our  inventory  of  prior  year  returns  was 
reduced  from  250,000  on  June  30,  1971,  to  190,000  on  June  30,  1972. 

3.  Traditionally,  larger  corporations  have  always  had  a  high  number 
of  open  years  under  examination.  For  example,  on  June  30,  1968, 
the  average  number  of  open  yeai*s  was  4.6,  with  some  of  the  very 
largest  cases  having  8  or  10  years  open.  We  have  made  excellent  prog- 
ress in  reducing  this  average.  On  June  30,  1972,  the  average  number 
of  open  years  on  all  cases  was  2.9.  Now  we  have  set  a  new  objective 
of  having  no  more  than  3.0  open  years  on  any  specific  case. 

4.  We  also  had  dramatic  progress  in  eliminating  overage  intelli- 
gence cases.  On  December  31,  1971,  we  had  37  cases  ni  inventory  over 
4  years  old.  Today  we  have  none.  On  December  31,  1971,  we  had  627 
cases  over  2  years  old.  Today  we  only  have  107. 

We  attribute  our  success  in  getting  current  to  the  personal  involve- 
ment of  our  field  officials.  I  have  directed  them  to  stay  involved  to 
continue  to  meet  these  objectives. 

POLITICAL   CAMPAIGN   CHECKOFF 

Mr.  RoBisoN.  For  the  first  time,  this  filing  period  taxpayers  can 
designate  $1  ($2  on  a  joint  return)  for  the  Presidential  Election  Cam- 
paign Fund.  The  Service  issued  form  4875  for  use  in  doing  this.  How 
has  this  program  been  going  and  what  impact  has  it  had  on  your 
operations  ? 

Mr.  Walters.  To  be  perfectly  candid,  the  response  on  the  part  of 
taxpayers  to  the  opportunity  of  making  designations  is  far  less  than 
we  anticipated.  So  far  less  than  3  percent  of  taxpayers  filing  1040's  or 
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1040A's  have  availed  themselves  of  the  new  opportunity  to  desig- 
nate moneys  to  a  fund  to  help  pay  for  future  Presidential  campaigns. 

We  did  everything  we  could  to  saturate  the  public  with  information 
about  this  new  option  very  early  in  the  filing  period.  We  included  the 
new  form  4875,  Presidential  Election  Campaign  Fund  Statement,  in 
every  1040  or  1040A  mail  package  distributed.  We  specifically  high- 
lighted in  our  special  message  to  the  taxpayers  the  Presidential  Elec- 
tion Campaign  Fund  Dollar  "Check  Off".  In  addition,  we  have  de- 
voted a  significant  portion  of  our  public  information  program  to  this 
new  feature.  Taxpayer  Service  Representatives  are  bringing  this  new 
opportunity  for  checkoff  to  the  attention  of  taxpayers  as  contacts  on 
otner  questions  are  made. 

You  are  no  doubt  aware  of  the  question  raised  earlier  about  why 
we  had  a  separate  form  for  this  particular  program.  I  would  like  to 
reiterate  that  the  overriding  consideration  in  designing  the  form  to 
implement  the  checkoff  was  the  desire  to  protect  the  taxpayer's  right 
to  privacy  with  respect  to  his  political  affiliation.  We  do  not  believe  tax- 
payers should  have  to  make  their  political  preferences  known  either 
to  the  persons  who  prepare  or  who  audit  their  tax  returns.  Thus,  it 
was  necessary  for  us  to  design  a  return  which  did  permit  the  checkoff 
form  to  be  disassociated  with  the  basic  return. 

Since  the  volume  of  response  is  down,  the  initial  processing  of  forms 
associated  with  this  program  has  not  had  a  significant  impact  on  our 
service  center  operations.  We  have  established  a  procedure  within  our 
service  centers  to  rigidly  control  and  safeguard  all  forms  48^5 
received. 

We  mu«t  now  plan  to  complete  the  final  phase  of  processing  the 
forms  4875  received.  This  involves  a  tabulation  :oroces3  which  we 
tried  to  get  other  parties  to  handle  in  order  to  prev<  mt  the  impositi-^Ti 
of  any  political  responsibility  upon  the  Internal  Revenue  Service. 
Since  our  efforts  were  unsuccessful,  we  have  developed  proposed  pro- 
cedures for  handling  this  part  of  the  process  and  they  are  now  being 
coordinated  with  the  Treasury  Department  and  the  Comptroller  Gen- 
eral's office.  This  unanticipated  work  is  not  provided  for  in  our  fiscal 
year  1974  budget  request.  If  we  were  to  get  as  many  as  15  million 
forms  4875,  it  is  projected  that  it  would  cost  $861,000  to  tabulate  the 
results. 

HISTORICAL  LOOK  AT  IRS  COSTS  AND  WORKLOAD 

Mr.  RoBisoN.  One  final  thing.  Mr.  Gunnels  has  helped  me  produce  a 
sort  of  summary  of  what  has  happened  over  the  past  10  years  to  the 
Internal  Revenue  Service.  The  summary  includes,  because  there  is  no 
other  way  of  putting  it  together,  the  cost  of  the  present  Alcohol,  Tax 
and  Firearms  Division.  In  1965  in  the  way  of  personnel,  IRS,  includ- 
ing ATF,  or  that  function,  had  61,962  people.  In  1974,  you  will  have 
78,255  people,  an  increase  of  16,293,  or  a  26.3  percent  increase,  if  Mr. 
Gunnels  is  a  good  mathematician. 

In  the  way  of  appropriations,  10  years  ago  you  received  $598.4  mil- 
lion, whereas  in  1974  you  are  looking  for  $1,261  billion,  overall,  includ- 
ing ATF,  which  is  over  a  100  percent  increase. 

Yet,  when  we  come  to  tax  returns  filed,  which  is  the  basic  chore  you 
perform — receiving,  checking  and  so  forth  on  those — in  1965  there 
were  102.5  million  tax  returns  filed,  and  in  1974  you  estimate  117.3 
million,  which  is  only  about  a  13  percent  increase. 
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To  summarize,  tax  returns  are  up  13  percent,  personnel  is  up  26.3 
percent,  and  appropriations  are  up  over  100  percent.  I  don't  say  this 
is  wrong,  and  I  think  I  can  understand  some  of  it,  but  it  does  re- 
quire, I  would  suppose,  some  comment  from  you. 

Mr.  Walters.  You  prefaced  one  of  your  other  questions  by  saying 
this  is  a  tough  question.  I  should  say  this  is  a  tough  question.  Actually, 
Mr.  Robison,  I  had  not  contemplated  this  kind  of  an  analysis.  It 
does  call  for  some  analysis,  and  frankly  I  would  like  for  us  to  be 
permitted  to  respond  on  the  record.  I  would  assume  a  lot  of  this  comes 
from  basically  two  things.  One,  the  cost  of  personnel  in  the  mean- 
time has  gone  up  immensely,  as  we  all  know.  That  would  account 
for  some  of  the  increase  in  the  dollars. 

In  addition,  the  returns  which  are  filed  today  involve  higher  in- 
comes, more  complex  issues,  and  take  more  time.  With  the  permission 
of  the  committee,  I  would  like  for  us  to  respond  on  the  record  to  this 
question,  because  I  think  it  desein^es  a  good,  honest,  hard  analysis. 

Mr.  Steed.  I  think  also  you  would  have  to  include  any  new  func- 
tions you  are  performing  in  the  1974  budget  that  you  did  not  per- 
form 10  years  ago. 

Mr.  Walters.  Yes,  sir. 

Mr.  WiDMAYER.  I  want  to  point  out  also,  Mr.  Chairman,  that  in 
1963  our  gross  collections  were  $114  billion  and  this  coming  year  1974, 
we  intend  to  collect  $260  billion.  That  is  over  a  100-percent  increase  in 
our  collection  effort. 

Mr.  Robison.  That  is  a  good  contribution,  too.  I  asked  the  question 
not  out  of  any  unkind  heart  or  to  cause  anybody  any  difficulties  be- 
cause we,  when  we  take  the  bill  to  the  floor,  with  the  projected  increase 
for  personnel  and  so  forth,  are  going  to  be  asked  some  serious  and 
difficult  questions  and  it  is  necessary  for  us  to  have  a  record  on  which 
we  can  stand  and  you  can  stand. 

Mr.  Walters.  I  think  it  is  very  appropriate,  and  we  will  be  pleased 
to  give  you  a  carefully  thought-out  analysis. 

[The  information  follows :] 

Relationships  of  Internal  Revenue  Service  Expenses,  Workloads,  and  Man- 
power Between  Fiscal  Years  1965  and  1974 

IRS  budget 

In  the  10-year  period  covering  fiscal  years  1965  through  1974,  the  Service's 
appropriations  will  have  grown  by  111.8  percent,  an  increase  of  $627.4  million 
from  $561.4  million  to  $1,188.8  million  (alcohol,  tobacco,  and  firearms  is  excluded 
in  both  years  for  comparability).  A  good  part  of  this  rising  cost  of  Service 
operations  is  attributable  to  pay  increases  which  have  totaled  $288  million  in 
this  period,  not  including  the  1974  effect  of  the  most  recent  pay  increase.  Another 
$172  million  of  the  increase  is  attributable  to  support  items.  For  example,  our 
contribution  to  retirement  is  up  by  10.7  percent,  accounting  for  a  $3  million 
increase.  Health  benefit  contributions  are  up  159  percent  ($5  million).  Per 
diem  rates  for  travel  are  up  50  percent  ($9  million).  Mailing  costs  more  than 
doubled  during  this  10-year  period  from  $6  million  to  more  than  $15  million. 
We  have  also  seen  the  rate  of  reimbursement  for  employee  use  of  privately 
owned  automobiles  increase,  and  the  cost  of  printing  the  tax  forms  has  risen 
from  $8.6  million  to  $20.8  million.  Another  rapidly  rising  bill  has  been  our  Federal 
telecommunicati(Ais  costs,  $6.6  million  in  1965,  $28.1  million  in  1974.  Another 
major  reason  for  increased  appropriations  is,  of  course,  increased  staff. 

MANPOWER  and  WORKLOAD 

From  1965  through  1974,  IRS  average  employment  will  have  increased  by  15,- 
509,  26.3  percent.  This  growth  is  related  in  part  to  the  14.4  percent  rise  in  returns 
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filed  (from  102.5  million  to  117.3  million).  A  more  important  determinant  of 
manpower  needs,  however,  has  been  the  changing  nature  of  tax  returns  being 
filed  and  their  effect  on  all  IRS  functions. 

Complexity. — Tax  returns  that  are  more  complex,  representing  Jiigher  incomes 
and  containing  more  schedules  and  more  tax  issues,  have  grown  16  times  faster 
than  total  returns  filed.  Higher  average  incomes,  tax  law  changes, that  add  lines 
to  forms  and  schedules  have  multiplied  the  work  of  IRS  functions  all  along  the 
line.  We  estimate  that  in  the  tax  processing  and  accounting  function  alone,  this 
growth  both  in  volume  and  complexity  of  returns  filed,  will  have  required  over 
5,000  new  people  since  1965. 

Rising  income  and  tax  law  changes  have  also  had  a  dramatic  effect  on  the 
workloads  of  the  Service's  enforcement  programs. 

Returns  of  $10,000  adjusted  gross  income  and  over — those  most  likely  to  need 
audit  attention  and  thus  representing  significant  audit  workkload — will  have 
increased  by  226.5  percent  between  1965  and  1974.  Corporation  returns  will  have 
increased  30  percent,  estate  tax  returns  SO  percent,  and  gift  tax  returns  87  per- 
cent. Total  audit  manpower  will  have  risen  by  19  percent  through  the  current 
year  and  by  28  percent  in  1974,  assuming  approval  of  the  proposed  budget 
increase. 

Better  Performance  Per  Return. — We  have  also  greatly  improved  the  quality 
of  our  revenue  accounting  and  tax  returns  processing,  with  considerable  benefits 
accruing  to  the  taxpayer  and  the  Government.  Of  particular  importance  in  this 
regard  are  the  math  verification  and  the  validation  of  estimated  payments  pro- 
grams where  we  have  detected  more  than  twice  as  many  taxpayer  errors  (over 
and  under  payments)  than  we  used  to.  These  programs  were  not  performed  on 
any  scale  before  1965. 

NEW  ASSIGNMENTS 

In  addition,  new  requirements  have  been  added  to  our  basic  returns  processing 
functions,  including  the  establishment  and  maintenance  of  files  on  exempt  organi- 
zations, employee  pension  and  profit-sharing  plans,  and  tax  practitioners  ;  the  li- 
mited wage  and  information  document  matching  program ;  reviewing  for  unal- 
lowable items ;  and,  of  course,  revenue  sharing.  The  service  centers  have  also 
assisted  the  compliance  functions  with  programs  for  measuring  and  detecting 
noncompliance. 

During  this  period  a  number  of  new  and  expanded  compliance  programs  also 
have  been  assigned  to  the  Sendee,  often  representing  congressional  and  executive 
priorities.  They  have  claimed  an  increasing  portion  of  IRS  funding  and  man- 
power. 

Average  positions 


1965  1974 


Exempt  organizations 499  1, 233 

Pension  trusts _ 262  1,105 

Strike  forces. _ _ ___ 744  2,142 

Narcotics _ 901 

Revenue  sharing _._ J 825 

State  income  taxes  (piggybacking) _ __ 177 

>  Excludes  economic  stabilization. 

2  Estimated  requirements  are  somewhat  higher  than  are  reflected  in  the  budget. 

In  addition  to  these  special  programs,  and  the  other  factors  of  rising  volume 
and  complexity  of  workload,  taxpayer  service  is  occupying  an  increasingly  im- 
portant place  in  the  Service's  budget.  In  1965,  most  of  the  assistance  provided 
taxpayers  (approximately  20  million  contacts)  was  done  by  enforceemnt  per- 
sonnel. In  that  year  we  embarked  on  a  program  to  establish  a  trained  cadre  of 
personnel  to  handle  taxpayer  inquiries  and  reduce  the  details  from  Audit  and 
Collection.  From  a  small  staff  of  500  employees  in  1965,  we  have  greatly  ex- 
panded the  number  of  taxpayer  service  representatives  (2,779  man-years  in 
1974)  and  the  scope  and  quality  of  our  assistance.  In  fiscal  year  1974  we  will 
directly  assist  more  than  34  million  taxpayers,  both  in  rural  areas  and  urban 
centers,  with  specialized  programs  to  better  inform  and  help  the  taxpayer  meet 
his  tax  obligation. 
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TAX    COLLECTIONS 

During  the  10-year  period,  gross  collections  rose  from  $114.4  billion  to  an 
estimated  $260.3  billion,  an  Increase  of  128  percent.  When  compared  with  IRS 
costs  this  means  that  the  cost  of  collecting  the  revenues  will  have  dropped 
from  49  cents  per  $100  in  fiscal  year  1965  (excluding  alcohol  and  tobacco  enforce- 
ment) to  46  cents  per  $100  in  fiscal  year  1974,  a  decrease  of  7  percent.  These  statis- 
tics indicate  that  the  cost  of  tax  administration,  particularly  when  the  addi- 
tional responsibilities  assigned  to  the  Internal  Revenue  Service  are  considered, 
has  risen  at  a  slower  rate  than  the  revenue  collection  job. 

It  is  particularly  significant  that,  with  a  growing  taxpayer  population,  total 
collections  rose  128  percent,  while  in  the  same  period  additional  tax  from  audit 
and  other  enforcement  rose  only  59  percent.  Levels  of  tax  enforcement  effort 
have  been  declining  in  relation  to  the  growth  in  collections  and  returns  filed. 
This  largely  accounts  for  the  problems  of  inadequate  compliance  and  lost 
revenue  we  face  today. 

ADDITIONAL  TAX  FROM  DIRECT  ENFORCEMENT 
[Dollar  amounts  in  millions] 


Audit  of  tax  returns — 

Verification  of  arithmetic,  estimated  tax  payments 

Delinquent  returns  secured — - 

Total  additional  assessments 

Delinquent  taxes  collected  (millions) 

Cost  of  collecting  $100  (millions) - 

Gross  collections  (billions) -. -- 

»  Cost  reduced  by  $34,800,000  for  alcohol  and  tobacco  enforcement  for  comparability  to  fiscal  year  1974. 

SUMMARY 

In  summary,  increasing  IRS  appropriations  have  been  necessary  not  just  to 
keep  pace  with  returns  filed.  They  have  also  increased  to  meet  rising  costs  of 
personnel  and  necessary  support  items,  to  cope  with  workloads  that  are  more 
complex,  to  provide  for  qualitative  improvements  in  operations,  to  meet  the 
demands  of  new  assignments,  and  to  expand  service  to  taxpayers. 


Fiscal  year 
1965 

Fiscal  year 
1974 

Percentage 
increase/ 
decrease 

$2, 151 

$2,964  .. 
715  .. 
509  .. 

197 
281 

2,630 

$1, 313 
>.49 
114.4 

4,188 

$2, 424 

.46 

260.3 

59 

85 
-7 
128 

Fiscal  year        Fiscal  year  Percent 

1965  1974  increase 


IRS  budget  (millions) 

Manpower - 

Returns  filed  (millions) 

Returns  involving  significant  audit  /workload: 

Over  $10,000  income  (millions) 

Corporation  returns  (millions) 

Additional  tax  from  enforcement  (billions).. 

Tax  collections  (billions) 

Cost  per  $100  collected 


PERENNIAL   TAX    FORM   CHANGES 

Mr.  Steed.  Mr.  Addabbo. 


$561. 4 

$1, 188. 8 

112 

58,941 

74, 450 

26 

102.5 

117.3 

14 

9.6 

31.3 

226 

1.3 

1.7 

30 

2.6 

4.2 

59 

114.4 

260.3 

128 

490 

460 

-7 

Mr.  Addabbo.  Mr.  Walters,  I  want  to  add  my  own  word  of  commen- 
dation to  you  and  your  wonderful  service  to  the  Government.  I  am 
sorry  that  you  are  leaving.  I  wish  you  well.  You  niust  have  been 
doing  something  right  because  my  mail  on  complaints  have  been 
considerably  less  in  these  last  few  years.  The  only  complaints  I  seem 
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to  continually  get  is  the  changing  of  the  form.  In  other  words,  every 
year  it  is  supposed  to  be  a  simpler  form,  but  every  year  the  forms 
seem  to  become  more  and  more  complicated,  and  you  have  discussed 
with  the  chairman  going  back  to  the  simple,  short  form.  Will  that 
simple,  short  form  again  entail  the  computation  of  the  tax  by  the 
Internal  Revenue  Service?  In  other  words,  you  just  fill  out  your 
income  and  get  your  bill  or  refund  accordingly  ? 

Mr.  Walters.  Yes  sir.  We  have  a  box  on  there.  If  the  taxpayer 
wants  us  to  do  that,  all  he  has  to  do  is  check  it  and  mail  it  in,  and 
we  will  send  him  a  refund  or  bill  him,  if  he  owes  us. 

Mr.  Addabbo.  Is  there  any  contemplation  of  simplifying  the  long 
form  or  is  that  going  to  be  redone  all  over  again  ? 

Mr.  Walters.  No,  there  is  no  contemplation  of  simplifying  it  ma- 
terially or  changing  it  materially,  unless,  of  course,  the  law  itself  is 
changed,  which  would  either  require  or  permit  us  to  do  so. 

As  to  the  short  form,  the  only  simplification  that  we  can  see  at  this 
point  on  that  form  is  if  we  did  not  have  to  secure  the  revenue  sharing 
information,  which  is  on  the  back  of  the  form,  which  adds  some 
complications. 

AUDIT  complaints 

Mr.  Addabbo.  One  of  the  other  complaints  we  receive — I  think  I 
went  into  this  in  depth  several  years  ago  and  touched  on  it  again 
lightly  last  year — I  think  it  is  called  saturation  audit,  in  other  words, 
where  you  do  a  complete  audit  of  a  person.  Some  of  the  complaints 
were  to  the  effect  that  you  are  overzealous  sometimes,  auditing  at  any 
hour  of  the  night,  any  time  of  the  day  or  week  in  seeking  informa- 
tion. Has  that  been  corrected  ? 

Mr.  Walters.  I  think  so.  We  have  worked  diligently  to  try  to  have 
our  people  be  more  sensitive,  not  only  in  this,  but  in  other  areas.  I  don't 
think  you  would  find  that  kind  of  thing  happening  today  unless  it  were 
a  most  unusual  situation.  If  you  had  a  situation  that  was  called  to  our 
attention,  where  a  taxpayer  was  about  to  leave  the  country,  or  where 
for  some  reason  we  thought  evidence  would  be  desti-oyed  or  hidden, 
then  we  might,  but  I  don't  think  we  are  going  to  find  that  happening  in 
any  number  of  cases  that  is  significant. 

TAX    preparer   licensing 

Mr.  Addabbo.  Is  there  any  contemplation  of  licensing  public  tax 
assistants  ? 

Mr.  Walters.  Our  investigations  in  the  returns  preparing  industry 
clearly  indicate  that  we  need  to  do  something  in  that  area.  If  our  in- 
vestigations in  the  program,  which  we  are  still  pursuing,  do  not  clear 
up  that  situation,  I  think  we  can  contemplate  that  we  will  have  to  do 
something. 

Many  people  have  suggested  a  licensing  or  a  registration.  We,  at  the 
Revenue  Service,  have  not  favored  that,  mainly  for  this  reason.  We 
fear  that  if  a  licensing  or  registration  system  were  adopted,  we  would 
be  asked  to  do  the  licensing  or  registration — not  only  to  do  it,  but  to 
maintain  it,  which  in  our  opinion  would  require  an  expenditure  of  a 
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large  amount  of  resources.  We  would  not  want  to  do  that  unless  we 
were  provided  adequate  resources  to  do  it. 

We  doubt  that  the  Congress  would  be  so  inclined,  because  we  figure 
it  would  cost  a  lot  of  money.  As  a  result,  we  figured  that  we  should 
not  favor  it.  On  the  other  hand,  we  have  made  suggestions  which  are 
presently  pending  with  the  Treasury  Department,  which  we  think 
would  accomplish  the  goal  maybe  without  such  a  drastic  thing  as 
licensing  or  registration.  ... 

We  would  like  to  have  preparers  furnish  us,  first,  their  own  identi- 
fication number,  second,  the  names  and  addresses  of  the  taxpayers  for 
whom  they  make  returns.  We  would  also  like  them  to  maintain,  in  their 
offices  or  their  homes — wherever  they  operate — copies  of  the  returns 
they  prepare,  so  that  if  we  reach  a  point  where  we  need  to  make  an 
early  and  a  prompt  examination,  we  can  do  so. 

PREPARER  PICTURE  IMPROVING 

With  this  information,  we  believe  we  can  get  this  thing  under  better 
control,  and  thereby  avoid  licensing  or  registration.  We  have  con- 
sulted with  lawyers,  bar  associations,  the  American  Institute  of  CPA's, 
and  the  public  accountants,  and  others  including,  I  might  say,  some 
of  the  large  commercial  preparers,  in  an  effort  to  get  a  better  handle 
on  this.  We  think  that  the  worst  is  behind  us.  The  returns  we  are  now 
securing  are  far  better  than  the  ones  last  year. 

We  believe  it  would  be  advisable  to  wait  until  this  filing  season  is 
over  before  we  take  positive  steps  in  this  respect. 

Mr.  Addabbo.  As  far  as  the  registration,  at  the  present  time,  if  I 
remember  correctly,  in  order  to  appear  before  the  tax  courts,  you  need 
not  be  an  attorney.  All  you  have  to  do  is  file  an  application  and  you 
are  given  a  special  certificate  to  appear  and  represent  a  taxpayer  before 
this  court.  Couldn't  this  simple  method  be  used  as  far  as  tax  preparers 
were  concerned  also,  in  giving  them  a  registration  ? 

Mr.  Walters.  Possibly,  although,  Mr.  Addabbo,  you  may  recall  that 
a  number  of  years  ago  we  had  Treasury  cards  which  were  furnished 
lawyers,  accountants,  and  others  who  were  permitted  to  practice  before 
the  Interanl  Revenue  Service.  We  were  not  able  at  that  time  to  main- 
tain that  system  adequately.  It  just  takes  manpower.  People  move, 
die,  retire,  and  it  is  just  a  very  difficult  job  to  maintain  a  registration 
system. 

The  public  accountants,  I  believe,  constitute  one  group  that  has  con- 
sidered this  particular  form  of  correcting  the  abuses  that  we  have  seen. 
It  has  some  merit.  Our  big  hangup  on  it  is  that  we  don't  think  we  have 
the  resources  to  establish  and  maintain  it  in  a  proper  state. 

QUESTION    OF   AUTOMATION    SAVINGS 

Mr.  Addabbo.  Mr.  Walters,  in  looking  at  the  chart  before  us,  and  as 
Mr.  Robison  has  pointed  out  and  you  will  explain  further  for  the 
record  these  increases,  every  Member  of  this  committee  sits  on  other 
appropriations  subcommittees.  Every  year  those  coming  before  us  to 
justify  their  budget  speak  of  or  request  funds  for  additional  ADP 
equipment,  computers,  etc.,  with  the  result  that  there  is  going  to  be  a 
saving,  a  dividend  to  the  taxpayers  and  that  the  committee  will  be 
shown  it,  but  each  year  when  we  again  look  at  next  year's  budget. 
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we  don't  see  the  dividends.  Are  there  any  dividends  that  we  can  see 
here — you  can  explain  it  now  or  for  the  record — or  that  we  will  see 
shortly,  with  all  the  increases  in  personnel  and  all  the  money,  now 
billions  of  dollars  which  we  have  put  into  computers,  etc.,  where  the 
dividends  are  now  showing  up  or  that  will  show  up  as  far  as  the  tax- 
payers and  the  budget  are  concerned  ? 

Mr.  Walters.  Yes.  Let  me  respond  generally  and  then  I  will  ask 
Mr.  Barron  to  give  us  some  specifics.  We  ought  to  recognize  that  today 
we  could  not  be  doing  what  we  are  doing,  if  we  didn't  have  some  help 
from  these  machines.  Wliile  we  have  not  reduced  personnel  in  the  last 
few  years,  we  have  actually  added,  as  we  all  know,  nevertheless  we 
couldn't  possibly  handle  our  workloads  today  without  the  help  of  the 
machines,  so  I  think  that  that  dividend  is  there  and  it  is  inherent. 

Mr.  Barron,  who  is  the  one  charged  with  all  these  machines,  can 
give  us  some  more  specific  responses. 

RECENT   AND   PROJECTED   SAVINGS 

Mr.  Barron.  Yes,  Commissioner.  One  of  the  things  that  we  need  to 
observe,  sir,  at  the  outset  is  that  once  the  saving  is  realized  and  re- 
moved from  the  budget,  of  course  we  cannot  remove  it  again.  Such 
was  the  case  with  the  direct  data  entry  system.  You  may  recall  last 
year  you  asked  for  insertion  in  the  record  as  to  the  amount  of  savings 
arising  from  as  we  call  it  our  DDES  system,  and  there  were  535 
man-years  annually  recurring  savings  which  we  reflected  in  our 
budget  computation.  This  budget  year,  for  example — fiscal  1974 — an 
analysis  of  the  budget  will  reflect  that  we  are  showing,  in  our  service 
centers,  a  savings  of  760  man-years,  traceable  to  the  integrated  data 
retrieval  system  which  you  are  now  financing,  and  we  are  finalizing  the 
application  of  it. 

This  is  in  the  service  centers.  There  is  a  collateral  saving,  which  is 
also  reflected  in  the  budget,  in  the  collection  activity  which  has  the 
benefit  of  the  use  of  this  system  as  well.  In  fiscal  1974  this  amounts  to 
261  man-years.  These  items  are  reflected  as  negative  items  in  the 
budget,  and,  in  essence,  we  have  asked  your  committee  to  permit  us 
to  reprogram  those  savings. 

I  might  add  that  in  the  collection  activity,  this  savings  will  continue 
until  fiscal  year  1976,  at  which  point  it  will  reach  1,044  man-years  on 
the  collection  side,  to  reflect  our  maximum  savings  there.  This  760 
savings  in  the  service  centers  does  not  reflect  the  final  savings  even 
though  in  fiscal  year  1974  IDRS  will  be  fully  operative  in  the  centers. 
Some  additional  carryover  savings  are  anticipated  in  fiscal  year  1975. 

Mr.  Walters.  I  might  just  add  this,  Mr.  Addabbo.  I  understand 
that  if  we  did  not  have  the  machines,  and  we  were  to  do  manually  what 
we  are  now  doing  by  machines,  if  we  could  do  it  at  all,  we  would  need 
an  additional  12,500  people. 

Mr.  Addabbo.  How  would  that  relate  to  dollars? 

Mr.  Beck.  Figure  it  at  $10,000  per  person,  it  comes  out  to  about  $125 
million  per  year. 

Mr.  Ajjdabbo.  And  how  much  do  we  have  invested  in  the  equipment  ? 

Mr.  Beck.  No ;  this  is  what  the  people  would  cost,  if  we  didn't  have 
the  machines.  The  machines  are  much  less.  I  don't  have  a  figure  readily 
available,  but  it  is  substantially  less.  We  can  provide  it  for  you. 

[The  information  follows :] 
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IRS  Investment  in  ADP  Equipment 

By  the  end  of  fiscal  year  1973,  the  Service  will  have  66  computers  in  operation. 
Thirty  of  these  are  presently  being  leased  at  a  cost  of  $12.5  million  per  year. 
The  remaining  36  computers  are  owned  by  IRS  and  cost  $33  million  to  purchase. 
In  addition,  we  must  maintain  and  repair  these  computers  at  a  cost  of  $5.3 
million  per  year.  Thus,  the  total  IRS  investment  in  ADP  equipment  amounts  to 
$50.8  million  in  1973. 

Much  of  our  computer  equipment  is  fast  approaching  obsolescence  in  terms 
of  capacity,  speed,  and  service  ability.  Even  without  the  addition  of  new  or 
expanded  programs  or  normal  growth  in  returns  filed,  we  would  have  to  replace 
many  of  these  units  in  the  very  near  future.  To  perform  the  new  tasks  anti- 
cipated in  the  next  few  years — collection  of  State  income  taxes,  information 
document  processing,  cross-reference  linkages  between  files  for  greater  com- 
pliance, and  so  forth — we  will  have  to  substantially  increase  our  investment  in 
ADP  equipment. 

Mr.  Armstrong.  Commissioner,  may  I  add  one  further  thought 
with  respect  to  the  enforcement  area.  When  it  gets  to  the  conduct  of 
audits,  and  to  the  collection  of  delinquent  accounts,  the  dividends 
that  the  computer  pays  are  not  in  terms  of  reduced  manpower,  but 
in  improved  revenue  receipts.  The  computer  cannot  actually  go  out 
and  conduct  an  audit,  but  as  was  brought  out  earlier,  it  has  been  com- 
puter techniques  that  reduced  the  no-change  rates  in  the  audits  we 
do  down  to  almost  25  percent. 

Similarly  the  computer  identifies  delinquent  accounts  better  and 
more  efficiently  than  humans  do,  but  a  revenue  officer  still  must  go  out 
and  actually  make  the  collections. 

Mr.  Harless.  Mr.  Addabbo,  I  believe  that  this  chart  reflects  some 
of  the  types  of  things  that  Mr.  Armstrong  is  referring  to.  Using  the 
computer  we  could  install  the  discriminate  function  system  for  identi- 
fying returns  for  examination.  As  you  can  see  from  the  year  1969 
through  1972,  the  no-change  rate  has  declined  from  41  percent  to  30 
percent,  and  the  average  tax  yield  for  audit  has  increased  from  $421 
to  $746.  We  project  that  in  1974,  using  the  newest  formulas  we  have 
developed,  that  that  no-change  rate  will  decline  further  to  22  percent 
and  the  average  tax  yield  per  audit  will  go  up  to  $1,078.  I  think  this 
is  a  real  solid  type  of  thing  that  you  would  call  a  dividend. 

Mr.  Addabbo.  Thank  you. 

Mr.  Walters.  You  may  wonder,  Mr.  Addabbo,  why  that  significant 
drop  and  jump  for  1974.  For  the  first  time  we  will  be  applying  the 
DIF  type  formula  to  corporate  returns,  which  is  going  to  be  signifi- 
cant. 

Mr.  Addabbo.  Thank  you  very  much,  Mr.  Walters. 

Mr.  Steed.  Mr.  Miller. 

FUNDING fiscal    YEAR    1973    AND    19  74 

Mr.  MiLiJ5R.  Yes,  Mr.  Chairman. 

Mr.  Walters,  yesterday  we  had  quite  a  discussion  about  the  amount 
that  was  available  to  you.  Without  actually  going  into  every  item  on 
this  sheet  that  was  prepared  by  your  people,  it  at  least  shows  the 
amount  available  for  1973  and  the  amount  available  for  1974,  showing 
in  1974  that  your  budget  would  be  $1,188.8  million.  Also  from  the 
economic  stabilization  program,  you  would  receive  $28.7  million,  mak- 
ing a  total  of  $1,217.5  million. 

Mr.  Chairman,  So  that  we  could  clear  up  the  record  from  yester- 
day, I  would  like  to  have  these  three  sheets  inserted  in  the  record. 
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Mr.  Steed.  Without  objection,  they  will  be  made  a  part  of  the 
record. 

[The  information  follows :] 

191J^  Changes 
Program  improvement :  Millions 

Audit  of  tax  returns $40.  8 

Taxpayer  service 12. 0 

Tax  fraud  investigations 2.  3 

Delinquent  accounts  and  unfiled  returns 1. 2.  0 

Collecting  State  income  taxes 3.  2 

Total 60. 3 

Maintaining  current  authorized  program  levels  : 

Postage  charges 2.  2 

Increased  telecommunications  costs  (FTS) 2.0 

Net,  within  grade  salary  increases 5.  4 

Additional  cost  of  programs  authorized  for  part  of  1973 6.  5 

Increased  per  diem  costs 1.0 

Advancement  of  trainees 4.  9 

Position  reclassifications 4.  0 

Printing    costs 1. 1 

Rent  and  maintenance  of  space 4.  8 

ADP  equipment  rental  and  maintenance 2. 1 

Equipment    replacement 2.  0 

Increased  payment  to  Employees  Compensation  fund .  5 

Support  services  and  facilities 7. 1 

Total  43.6 

Nonrecurring  costs : 

Economic  stabilization 42.  3 

Rent  transfer  to  GSA 8.4 

One-time  expenses  related  to  fiscal  year  1973  staff  expansion 1.  8 

ADP  equipment  purchased  in  1973 6.  2 

Equipment  purchases  for  new  service  centers 2.  8 

Transfer  of  employees  to  new  service  centers .  7 

Total  62. 2. 

INTERNAL  REVENUE  SERVICE  BUDGET 
[In  millions  of  dollars] 


Tax  Econoniic 

administration      stabilization  Tota, 


1973: 

Appropriation  enacted  by  Congress 

Supplemental  requests  pending 

Transfers  to  other  agencies 

Estimated  appropriated  funds 

Estimated  transfer  from  Cost  of  Living  Council. 

Total  availability. 

1974: 

Estimated  1973  appropriations 

Program  improvement 

Maintaining  current  authorized  program  levels. 
Nonrecurring  costs 

Estimated  appropriated  funds 

Estimated  transfer  from  Cost  of  Living  Council. 

Total  availability 


1.094.7 

42.3 

1, 137. 0 

12.5  .... 

12.5 

-2.5  .... 

-2.5 

1.104.7 

42.3 
5.8 

1,147.0 

5.8 

1,104.7 

48.1 

1,152.8 

1,104.7 

42.3 

1.147.0 

60.3  .... 

60.3 

43.6  .... 

43.6 

-19.9 

-42.3 

-62.2 

.      .  .           1.188.8  .... 

1,188.8 

28.7 

28.7 

1,188.8 

28.7 

1.217.5 

590 


ECONOMIC  STABILIZATION 
(In  thousands  of  dollars] 

Appropriations  to— 

IRS 

CLC 

Total 

1973              

42,300 

5,828 
28,722 

48, 128 

1974 

28, 722 

Mr.  Miller.  It  shows  there  is  a  transfer  of  funds  and  I  tliink  it  will 
clear  up  the  discussion  we  had  yesterday  without  going  into  every  line 
item. 

TAX    RELATIONSHIPS    WITH    OTHER    NATIONS 

There  was  one  other  point  that  was  brought  up  today.  You  were  dis- 
cussing the  amount  of  personnel  that  you  have  outside  our  country.  I 
was  wondering  if  you  had  an  idea  how  many  agents  from  other  coim- 
tries  would  be  in  our  country  for  that  same  purpose  of  collecting  taxes 
for  the  country  abroad  ? 
Mr.  Walters.  I  do  not  at  the  moment.  Do  you,  John  ? 
Mr.  Hanlon.  I  don't  think  foreign  governments  have  any  agents 
stationed  in  this  country  for  the  same  purposes  we  assign  agents 
abroad.  However,  representatives  of  Canada  and  Japan  have  visited 
here  and  obtained  information  with  our  help  under  tax  treaties.  Under 
the  treaties  a  foreign  governmental  representative  contacts  us  before 
doing  any  examination  work  here. 

Mr.  Miller.  But  we  do  have  personnel  overseas.  What  you  are  say- 
ing is  that  other  countries  do  not  have  personnel  in  our  country. 

Mr.  Hanlon.  Our  personnel  are  stationed  at  the  U.S.  Embassies 
overseas.  Only  France  and  Australia  have  permanent  agents  assigned 
here  in  Washington,  primarily  for  taxpayer  assistance  and  to  act  as 
conduits  in  tax  treaty  matters. 

Mr.  Miller.  Do  you  have  an  estimation  as  to  the  amount  of  tax  paid 
by  the  American  citizens  who  are  living  outside  of  this  country  ? 
Mr.  Hanlon.  1.2  billion  dollars. 

Mr.  Miller.  The  other  part  of  that  question  is  what  flow  would  go 
in  the  opposite  direction.  In  other  words,  people  in  our  country  who 
are  citizens  of  other  countries,  what  taxes  do  they  pay,  and  flow  money 
in  the  opposite  direction  ? 

Mr.  Walter.  I  am  not  sure,  Mr.  Miller,  we  can  develop  that,  but  we 
will  see  if  we  can. 

Mr.  Miller.  If  it  could  be  developed,  Mr.  Chairman,  I  would  like 
to  have  it  included  in  the  record. 

Mr.  Hanlon.  We  have  developed  a  program  to  cover  aliens  who 
come  into  the  country,  such  as  entertainers.  We  withhold  30  percent  of 
their  earnings  in  this  country.  We  set  up  this  program  as  a  result  of  our 
relationships  with  foreign  countries.  We  withhold  on  income  earned 
in  this  country  by  anyone  coming  into  the  country  working  here,  such 
as  a  singer  or  entertainer. 
[The  information  follows :] 

Flow  of  Tax  Payments  From  This  Country  To  Satisfy  Foreign  Tax 
Liabilities  of  Aliens 

The  Service  does  not  have  statistics  on  the  tax  payments  forwarded  from  this 
country  hy,  or  on  behalf  of,  aliens  in  satisfaction  of  their  foreign  tax  liabilities. 
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However,  our  experience  indicates  that  amounts  so  paid  must  be  very  small 
because  most  other  countries  do  not  tax  their  citizens  on  income  earned,  abroad. 

TAXING   FOREIGN   ENTERTAINERS 

Mr.  Miller.  Do  you  receive  a  direct  payment  from  the  person  or 
corporation  that  would  be  paying  them,  or  do  they  actually  receive 
the  revenue  and  then  pay  you  ? 

Mr.  Hanlon.  We  make  arrangements  with  the  people  who  book 
these  entertainers,  designated  as  withholding  agents,  to  withhold  30 
percent  from  those  earnings. 

Mr.  Miller.  That  30  percent  then  you  do  collect  ? 

Mr.  Hanlon.  Yes,  sir.  It  may  be  noted  that  some  treaties  provide  for 
a  reduced  withholding  rate. 

Mr.  Miller.  You  do  not  need  to  pursue  the  person  in  order  to  have 
him  include  this  in  a  filed  tax  return  ? 

Mr.  Hanlon.  We  collect  the  withheld  money  in  this  country.  How- 
ever, some  of  these  people  are  still  required  to  file  returns  and  we 
are  pursuing  programs  to  assure  compliance. 

Mr.  Miller.  In  case  they  may  be  wanting  to  leave  the  country  ?  You 
say  this  is  a  reciprocal  agreement  with  other  countries.  If  we  have 
an  entertainer  who  would  go  to  another  country,  would  we  find  that 
there  would  be  a  30-percent  withholding  on  their  income  by  that 
country  ? 

Mr.  Hanlon.  As  a  result  of  discussions  with  representatives  of  other 
governments,  we  were  the  first  country  to  establish  this  procedure.  We 
understand  that  other  countries  are  following  it. 

TAX   DODGING    BY   LIVING   ABROAD 

Mr.  Miller.  Have  you  found  that  we  have  people  who  will  be  mov- 
ing out  of  our  country,  living  in  other  countries  for  any  great  length 
of  time,  in  order  to  take  advantage  of  whatever  tax  loopholes  that 
might  be  available  to  them  ? 

Mr.  Walters.  Mr.  Miller,  to  some  extent  it  is  speculation,  but  we 
suspect  that  there  are  Americans  who  do  that. 

Mr.  Miller.  But  you  have  not  developed  any  facts  and  figures. 

Mr.  Hanlon.  Yes,  we  have,  but  they  involve  individual  cases.  Where 
we  find  people  taking  advantage  of  these  loopholes,  we  investigate. 
We  are  attempting  through  cooperation  with  foreign  governments  to 
identify  these  people  and  make  appropriate  examinations. 

Mr.  Miller.  Is  it  possible  for  you  to  develop  that  for  our  record? 

Mr.  Hanlon.  This  is  confidential  information.  We  would  have  a 
disclosure  problem  here,  if  we  discussed  examinations  of  specific 
people. 

Mr.  Harless.  However,  in  terms  of  statistical  data. 

Mr.  Miller.  Yes,  is  it  possible  to  develop  that  according  to  the  statis- 
tical data,  without  names  ?  If  you  cannot  develop  and  show  the  actual 
names,  can  you  do  this  with  statistical  data  only  ? 

Mr.  Barron.  We  have  the  filing  record  of  certain  people  who  have 
resided  outside  of  the  United  States,  and  ultimately  do  file  when  they 
return,  or  break  their  18-month  tenure  outside  of  the  United  States. 
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PERSONS    SOMETIMES   UNAWARE   OF   RESPONSIBILITY 

Mr.  Walters.  I  might  indicate  at  this  point,  Mr.  Miller,  that  there 
are  problems  for  Americans  outside  of  the  country  that  we  really 
don't  have  in  this  country.  I  mentioned  earlier  being  in  South  America 
a  few  months  ago  in  connection  with  a  tax  administration  meeting. 
While  down  there,  I  met  and  had  a  discussion  with  one  of  our  young 
revenue  agents  who  was  there  examining  Americans  who  were  then 
living  in  South  America.  He  mentioned  that  he  had  met  and  had  been 
working  with  an  American  who  had  been  down  there  for  a  consider- 
able length  of  time. 

This  American  indicated  to  him  he  really  didn't  realize  that  he  still 
had  a  tax  obligation  and  responsibility  to  the  United  States.  It  is  some- 
what hard  to  believe  this  is  true.  Nevertheless  that  is  the  assertion 
made,  which  goes  back  to  the  point  I  made  earlier  in  discussion  with 
the  chairman.  Our  real  need  is  to  better  police  the  foreign  area,  because 
we  do  have  an  increasing  and  a  significant  number  of  Americans  liv- 
ing in  foreign  countries  as,  for  instance,  Mexico.  I  do  not  believe  that 
we  are  policing  that  area  as  well  as  we  should. 

QUESTION   or  LOOPHOLES   THROUGH  FOREIGN  RESIDENCE 

Mr.  Miller.  The  purpose  of  my  question  is  this :  Do  we  have  loop- 
holes that  should  be  plugged  in  that  area?  I  am  not  sure.  That  is 
the  purpose  of  my  questions. 

Mr.  Walters.  I  am  not  sure  either,  but  I  am  convinced  that  we  do 
need  to  administer  that  area  better. 

Mr.  Hanlon.  I  might  add  this.  Where  we  find  such  problems  in  con- 
nection with  examinations,  we  work  with  the  Treasury  Department 
and  in  treaty  negotiations  try  to  resolve  identified  loopholes. 

CORPORATE  operations  ABROAD 

Mr.  Miller.  Let's  go  just  a  little  further.  Do  you  find  that  corpora- 
tions attempt  to  transfer  funds  from  one  country  to  another,  that 
create  great  problems  for  you  attempting  to  follow  those  funds  and 
collect  the  proper  tax  ? 

Mr.  Walters.  Yes,  Mr.  Miller.  We  have  found  that,  not  only  cor- 
porations, but  individuals  are  attempting  to  transfer  funds  out  of  the 
country  and  between  countries  overseas  in  a  manner  so  that  we  can- 
not follow  them.  We  are  developing  some  sophistication  in  tracing 
these  funds,  but  we  don't  know  how  much  we  are  missing  at  the 
moment. 

NEED  FOR   better   ENFORCEMENT 

Mr.  Miller.  Do  you  feel  that  you  have  ample  moneys  in  your  budget 
that  would  let  you  investigate  in  that  particular  area,  by  furnishing 
you  enough  personnel  to  investigate  this  ? 

Mr.  Walters.  Not  adequately ;  no,  sir. 

Mr.  Miller.  It  seems  that  this  is  an  area.  I  am  not  one  for  spending 
more  dollars  than  is  necessary,  but  it  seems  that  we  certainly  should 
pursue  this  particular  matter,  because  there  is  a  possibility  that  our 
country  would  not  be  collecting  all  the  tax  dollars  that  should  ho 
collected,  under  the  law. 

Thank  you,  Mr.  Chairman. 
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NEED   FOR   INTERNATIONAL.  COOPERATION 

Mr.  Henkel.  Let  me  point  out  one  thing.  As  Chief  Counsel,  our 
lawyers,  not  only  perform  legal  work  for  the  Service,  but  in  addition, 
some  of  our  people  work  on  treaty  negotiations  with  other  countries. 
One  of  the  big  problems  in  this  area  is  the  lack  of  specific  cooperation 
by  some  countries  and  their  banks,  letting  us  have  access  to  informa- 
tion. In  some  of  these  countries  you  just  can't  get  to.  the  financial  in- 
formation. The  laws  are  very  restrictive  on  financial  employees  of 
organizations  in  those  comitries.  I  understand  some  countries  have 
a  death  penalty  for  revealing  information  about  their  depositors.  We 
have  been  attempting  to  negotiate  proper  treaties  to  get  to  this  in- 
formation. A  lot  of  money  is  overseas  in  bank  accounts  that  is  illegally 
gotten  in  this  country.  A  lot  of  the  real  hard  core  crime  money,  so  to 
speak,  is  in  foreign  countries,  where  it  can't  be  identified. 

CRIMINAL   INVESTIGATIONS   RELATED   TO   FOREIGN   DEALINGS 

Mr.  Hanlon.  One  of  our  strike  forces  is  very  much  occupied  with 
investigating  complex  financial  transactions  involving  racketeer  funds 
both  at  home  and  abroad.  The  program  is  interregional  and  involves 
many  districts.  We  have  some  43  agents  assigned  to  this  team.  This 
effort  requires  overseas  travel. 

Mr.  Miller.  What  suggestions  do  you  have  that  would  help  resolve 
this  problem  ? 

Mr.  Walters.  The  only  practical  suggestion,  Mr.  Miller,  that  we  can 
make  is  that  in  this  year  and  in  the  coming  years,  the  next  3  or  4,  we 
need  to  beef  up  our  operations.  It  takes  skilled  special  agents  and  reve- 
nue agents,  particularly  in  the  multicorporate,  multinational  area  to 
follow  these  complex  transactions,  and  to  get  the  proper  information 
and  data  we  need  to  know  what  is  happening.  We  do  not  have  the  re- 
sources today  with  which  to  cope  with  this  problem  adequately.  I  think 
we  need  it. 

CERTAIN    PROGRESS   IN   INTERNATIONAL   COOPERATION 

Mr.  Miller.  Does  it  go  beyond  this,  where  you  would  need  a  different 
treaty  arrangement  ? 

Mr.  Walters.  It  is  my  understanding  that  most  of  the  treaties  we 
have  deal  with  this  thing  pretty  soundly.  I  know  that  Mr.  Hanlon  and 
his  colleagues  have  been  working  closely,  particularly  with  some  of 
the  countries  in  the  European  area,  and  we  think  we  are  making 
progress. 

As  he  indicated,  and  as  Mr.  Henkel  indicated,  in  some  of  the  coun- 
tries we  have  law  problems.  In  Switzerland,  for  instance,  which  is  the 
most  widely  recognized  country  in  this  regard,  we  can't  get  the  infor- 
mation we  need.  We  nevertheless  have  been  working  with  them,  and 
in  certain  areas,  particularly  in  dealing  with  organized  crime,  we  are 
beginning  to  get  driblets  of  information.  This  will  be  helpful.  How- 
ever, we  have  a  long  way  to  go. 

CRIMINAL   TAX   EVASION   VIA   FOREIGN   ACCOUNTS 

Mr.  Henkel.  Congressman,  let  me  give  you  an  example  of  just  one 
of  the  difficult  problems  we  face:  An  organized  crime  figure,  for  in 
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stance,  sends  money  by  courier  to  a  foreign  bank.  He  then  sets  up  a 
transaction  in  the  United  States  with  legitimate  real  estate  brokers 
where  he  arranges,  let's  say,  to  purchase  a  depreciable  real  estate  in- 
vestment and  pays  for  same  by  borrowing  $1  million  from  the  same 
bank  at  16  percent  interest  or  whatever  the  going  foreign  rate  is. 

He  takes  the  money  and  buys  the  real  estate  in  the  United  States 
which  he  depreciates  as  fast  as  he  can. 

He  pays  the  16  percent  interest  to  the  foreign  bank  and  deducts 
such  amount  on  his  return.  In  reality  he  has  borrowed  his  own  funds 
out  of  the  foreign  bank  and  is^paying  the  money  right  back  to  himself. 
He  is  getting  a  double  tax  benefit.  Of  course,  if  we  can  catch  this 
scheme  we  can  do  something  about  it.  That  is  the  type  of  sham  trans- 
action that  has  developed  where  we  do  need  treaty  help.  We  need  to 
get  to  a  position  where  we  can  get  financial  information  from  these 
institutions. 

Mr.  Miller.  You  mentioned  Switzerland  in  particular.  Are  there 
other  countries  that  have  created  problems  for  you,  by  not  allowing 
you  to  have  the  information  that  you  need  in  order  to  pursue  some 
capital  that  was  removed  from  this  country  illegally,  and  invested  in 
a  foreign  bank. 

Mr.  Henkel.  I  am  not  familiar  with  just  how  many,  but  I  know 
there  are  others.  People  in  my  office  have  been  working  on  that. 

PROBLEMS  OF  GETTING  INFORMATION  ABROAD 

Mr.  Miller.  Normally  it  would  not  be  in  underdeveloped  countries, 
but  there  are  banks  in  countries  that  do  not  have  high  per  capita  in- 
come, and  it  would  be  of  interest  to  me  if  somehow  we  could  put  to- 
gether a  report  as  to  where  you  have  had  your  problems,  because  we 
are  going  to  be  asked  to  appropriate  money  for  foreign  assistance  for 
some  of  the  other  countries  around  the  globe,  and  it  would  be  interest- 
ing to  see  if  they  have  created  problems  for  you  in  collection  of  the 
very  funds  that  may  be  flowing  back  to  them. 

Mr.  Walters.  If  you  would  permit  us  to,  we  will  review  our  files 
and  records,  and  see  what  other  countries  are  involved  and  furnish 
the  information  for  the  record. 

[The  information  follows :] 

The  following  countries  are  examples  of  those  having  strict  bank  secrecy  laws  : 
the  Bahamas,  Bermuda,  Mexico,  Panama,  Liechtenstein,  Cayman  Island, 
Gibraltar,  Hong  Kong,  Isle  of  Man,  Isle  of  Jersey,  Liberia,  Luxembourg,  Nether- 
lands Antilles,  and  Switzerland. 
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MORE  INTERNATIONAL  COOPERATION  NEEDED 

Hopefully  in  the  future,  through  working  with  representatives  of 
these  countries,  we  will  be  able  to  get  more  information.  We  can  un- 
derstand it  in  our  own  revenue  system,  but  I  do  believe  that  the  time 
has  come  when  the  countries  of  the  world  ought  to  work  together  more 
than  they  have  been. 

Mr.  MxLLER.  Thank  you,  Mr.  Chairman. 

FOREIGN  RESIDENCE  REQUIREMENT  FOR  TAX  BENEFITS 

Mr.  Steed.  Mr.  Commissioner,  is  there  any  time  requirement  that  an 
American  citizen  who  has  to  reside  outside  the  United  States,  before 
he  would  become  eligible  for  any  tax  benefits  ? 

Mr.  Henkel.  Eighteen  months,  Commissioner. 

Mr.  Walters.  I  was  going  to  say,  Mr.  Chairman,  let  the  Chief  Coun- 
sel answer  that.  I  know  there  is  a  specific  provision  in  the  code  that 
provides  for  that. 

Mr.  Steed.  It  is  like  a  statute  of  limitations  in  reverse.  Well,  gentle- 
men, we  have  had  a  very  fine  hearing,  and  we  are  very  appreciative  of 
your  appearance  and  your  cooperation  and  the  information  you  have 
given  us.  We  thank  you  and  wish  you  well. 

Mr.  Walters.  Mr.  Chairman,  we  appreciate  very  much  the  oppor- 
tunity to  appear,  and  also  to  furnish  information  for  the  record.  In 
behalf  of  the  Revenue  Service,  I  would  like  to  express  our  continuing 
gratitude  to  the  committee  and  to  the  chairman  for  your  understand- 
ing, and  also  for  your  searching  questions,  because  it  makes  us  think 
and  it  makes  us  do  a  better  job. 

In  closing,  I  would  like  to  also  thank  the  Revenue  Service  for  hav- 
ing given  me  splendid  support  while  I  have  been  here.  I  have  warned 
them  that  I  fight  just  as  hard  from  the  other  side  of  the  table  as  I 
do  on  their  side,  so  I  think  they  know  what  to  expect  from  me.  I  think 
it  is  a  great  organization  and  will  continue  doing  a  good  job  for  us. 

Mr.  Steed.  Thank  you.  We  will  insert  the  justification  materials  in 
the  record  at  this  point.  The  committee  stands  adjourned  until  1 :30 
tomorrow. 
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Juttification  of  th«  Budget  Estimatos 

Salaries  and  Expenses 

For  necessary  expenses  of  the  Internal  Revenue  Service,  not 
otherwise  provided  for,  including  executive  direction,  administrative 
support,  and  internal  audit  and  security:  including  purchase  (not  to 
exceed  thirty  for  police-type  use)  and  hire  of  passenger  motor  vehicles; 
and  services  of  expert  witnesses  at  such  rates  as  may  be  determined 
by  the  Commissioner;  [$34,500,0003  $34,687,000.  (Title  26  U.S.C.; 
Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-45-0911-0-1-904 

1972  actual 

1973  est. 

1974  est. 

Program  by  activities: 
Direct  program: 

1 .  Executive  direction 

2.  Internal  audit  and  security 

13.377 
18.324 

14.569 
19.931 

14,825 
19.862 

Total  direct  program 

31.701 

34.500 

34.687 

Reimbursable  program: 

1 .  Executive  direction 

2.  Internal  audit  and  security . . .  . 

2,238 
64 

2,408 
310 

2.408 
310 

Total  reimbursable  program 

2.302 

2,718 

2.718 

Total  program  costs,  funded 

Change  in  selected  resources  ' - 

34.003 
200 

37.218 

37.405 

10  Total  obligations 

Financing: 

Receipts  and  reimbursements  from: 

1 1  Federal  funds                      .  .  

34. 203 

-2.213 

-89 

826 

37.218 

-2.623 
-95 

37.405 
-2.623 

14        Non-Federal  sources 

25    Unobligated  balance  lapsing 

-95 

Budget  authority . 

32, 726 

34,500 

34,687 

Budget  authority: 

40    Appropriation 

42    Transferred  from  other  accounts 

32. 162 
564 

H500 

H687 

43            Appropriation  (adjusted) 

32, 726 

34,500 

34,687 

Relation  of  obligations  to  outlays: 

7 1  Obligations  incurred,  net 

72  Obligated  balance,  start  of  year 

74    Obligated  balance,  end  of  year 

77    Adjustments  in  expired  accounts 

90           Outlays 

31,901 

1,510 

-2,3% 

-20 

34.500 

2.3% 

-2, 598 

34.687 

2,598 

-3.133 

30.994 

34.298 

34.152 

'  Selected  resource*   as   of   June   30   are   as 

1971 
Stores 12 

'ollows: 

1972 
aJjuil- 
menls 

-18 
-18 

1972         1973 
13              13 

389           389 

402           402 

197* 
13 

Undelivered  orders 208 

Total  selected  resources        220 

389 
402 
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This  appropriation  provides  for  the  overall  planning 
and  direction  of  the  Internal  Revenue  Service,  for 
management  of  the  Service's  support  programs  and  for 
internal  audit  and  internal  security.  Proposed  funding  for 
1974  will  maintain  existing  staff  in  these  programs  and 
help  provide  for  the  collection  of  State  income  taxes. 

1.  Executive  direction. — This  activity  sets  policies  and 
goals;  provides  the  research  and  planning  necessary  for 
orderly  and  effective  accomplishment  of  the  Revenue 
Service's  mission;  provides  leadership  and  direction  in 
the  execution  of  plans ;  and  provides  for  the  administrative 
support  of  all  operations. 

2.  Internal  audit  and  security. — This  activity  establishes 
and  verifies  maintenance  of  quality  controls  in  the 
Revenue  Service.  It  provides  a  continuing  and  independ- 
ent review  of  all  Revenue  Service  operations,  thereby 
assuring  the  Commissioner  and  operational  managers 
that  appropriated  funds  are  spent  only  for  authorized 
purposes,  that  tax  revenues  are  properly  safeguarded, 
and  that  public  confidence  in  the  integrity  of  Revenue 
Service  employees  is  maintained. 
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Object  Classification  (in  thousands  of  dollars) 


Identification  code  15-45-0911-0-1-904  1972  actual      1973  est.         1974  est. 


Direct  obligations: 
Personnel  compensation: 

11.1         Permanent  positions 

11.3        Positions  other  than  permanent 

11.5        Other  personnel  compensation 

Total  personnel  compensation.  ._ 

12.1     Personnel  benefits :  Civilian 

21.0  Travel  and  transportation  of  persons. 

22.0    Transportation  of  things 

23.0  Rent,  communications,  and  utilities.. 

24. 0     Printing  and  reproduction 

25.0     Other  services 

26.0    Supplies  and  materials 

31.0    Equipment 

42. 0     Insurance  claims  and  indemnities 


Total  costs,  funded 

94.0    Change  in  selected  resources. 


23.887 

25.736 

25.379 

616 

473 

473 

618 

583 

583 

25,12! 

26, 792 

26.435 

2,298 

2.391 

2.365 

1,884 

2.377 

2.389 

67 

164 

236 

986 

993 

963 

252 

246 

264 

490 

815 

1.231 

184 

231 

260 

413 

482 

540 

6 

9 

4 

31,701 

34.500 

H687 

200  . 

Total  direct  obligations 31.901  34.500         34.687 


Reimbursable  obligations: 
Personnel  compensation: 

11.1         Permanent  positions 

11.5        Other  personnel  compensation.. 


Total  personnel  compensation... 

Personnel  benefits:  Civilian 

Travel  and  transportation  of  persons. 

Transportation  of  things 

Rent,  communications,  and  utilities.. 

Printing  and  reproduction 

Other  services 

Supplies  and  materials 


12.1 
21.0 
22.0 
23.0 
24.0 
25.0 
26.0 

31.0    Equipment 

42. 0     Insurance  claims  and  indemnities. 


1.801 

2.259 

2.259 

90 

50 

50 

1.891 

2.309 

2.309 

124 

194 

194 

119 

190 

190 

31  . 

26  . 

8  . 

74 

25 

25 

13  . 

. 

12  - 

4  . 

99.0 


Total  reimbursable  obligations. 
Total  obligations 


2.302 


2.718 


34.203         37.218 


2.718 


37.405 


Personnel  Summary 


Direct: 

Total  number  of  permanent  positions 1 ,  733 

Full-time  equivalent  of  other  positions 79 

Average  paid  employment 1,  660 

Average  GS  grade 10.3 

Average  GS  salary $15,756 

Average  WB  salary $8.  1 66 

Reimbursable: 

Total  number  of  permanent  positions 72 

Average  paid  employment 69 

Average  GS  grade 11.5 

Average  GS  salary $16, 555 

Average  FC  grade  established  by  Adminis- 
trator, Agency  for  International  Develop- 
ment (75Stat.450) 11.5 

Average  FC  salary $22,618 


1.713 

1.661 

70 

70 

1.719 

1.667 

10.3 

10.3 

$15,870 

$16,147 

$9. 129 

$9. 736 

78 

78 

78 

78 

11.4 

11.4 

$16,255 

$16,255 

11.5 

11.5 

$22,618 

$22,618 
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Accounts,  Collection  and  Taxpayer  Service 

For  necessary  expenses  of  the  Internal  Revenue  Service  for  proc- 
essing tax  returns,  revenue  accounting,  providing  assistance  to  tax- 
payers, se/curing  unfiled,  tax  returns,  and  collecting  unpaid  taxes; 
hirfel of  passenger  motor  ivehicles ;  and  services  of  expert  witnesses  at 
such  rAes  as  may  be  determined  by  the  Commissioner,  including 
not  to  exceed  [$50,600,0003  $53,600,000  for  temporary  employment 
and  not  to  exceed  $143,000  for  salaries  of  personnel  engaged  in  pre- 
employfnent  training  of  data  transcriber  applicants;  [$508,000,000] 
$531,688,000.  {Title  26,  U.S.C.;  Treasury  Department  Appropriation 
Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-45-0912-0-1-904  1972  actual      1973  est.         1974  est. 


Program  by  activities: 

Direct  program:  ,,  „-, 

1.  Data  processing  operations 272.846  277.039  274,026 

2.  Collection  and  taxpayer  service...:.  181.814  211.094  246.726 

3.  Statistical  reporting 8. 672  1 1 . 1 69  1 0. 931 

4.  District  manual  operations 542  419 

Total  direct  program 463.874  499,721  531.683 

Reimbursable  program: 

1 .  Data  processing  operations 1 .  55 1  4. 623  2, 623 

2.  Collection  and  taxpayer  service 63  632  632 

3.  Statistical  reporting 266  200  200 

Total  reimbursable  program 1.880  5,455  3,455 

Tota  1  program  costs,  funded 465. 754  505. 1 76  535, 1 38 

Change  in  selected  resources  ' 7.749    

10  Total  obligations 473.503  505.176  535.138 

Financing: 

Receipts  and  reimbursements  from: 

11  Federal  funds -1.690  -5,250  -3,250 

14        Non-Federal  sources -190  -205  -205 

25    Unobligated  balance  lapsing 2,586     

Budget  authority 474,209  499,721  531,683 

Budget  authority: 

40  Appropriation 291.866  508.000  531,683 

41  Transferred  tb  other  accounts. —1,013  —8,279     

42  Transferred  from  other  accounts 183,356     

43  Appropriation  (adjusted) 474,209  499,721  531,683 

Relation  of  obligations  to  outlays: 

71  Obligationsincurred.net 471.623  499.721  531.683 

72  Obligated  balance,  start  of  year 30,869  55.512  50,342 

74    Obligated  balance,  end  of  year -55.512  -50,342  -60,908 

77    Adjustments  in  expired  accounts —857     

90          Outlays -446.123  504,891  521.117 


'  Selected  resources   as   of   June   30   are   as  follows: 


1971 
Stores 113 

Undelivered    orders 11,948 

Advances 186 

Total  selected  resources      12,247 


1972 
adjust- 
menli 

1972 

1973 

1974 

-907 

126 

18,815 

146 

126 

18,815 

146 

126 

18,815 

146 

-907      19.087      19,087      19,087 
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This  appropriation  provides  for  processing  tax  returns 
and  maintaining  accurate,  current  taxpayer  accounts  by 
means  of  an  automated  system.  It  also  provides  for  tax- 
payer assistance  and  for  collecting  delinquent  taxes  and 
securing  unfiled  returns.  Statistical  reporting  responsibili- 
ties of  the  Internal  Revenue  Service  are  also  provided  for 
under  this  appropriation. 

1.  Data  processing  operations. — This  activity  provides 
for  all  actions  associated  with  the  mailing  out  of  tax  return 
forms  and  instructions,  receipt  of  completed  returns  and 
payments,  deposit  of  the  payments,  and  verification 
through  an  automated  master  file  system  of  the  accuracy 
of  information  provided  on  the  tax  returns.  It  provides  for 
payment  of  refunds,  offset  of  refunds  against  delinquent 
accounts,  issuance  of  notices  that  payments  are  overdue, 
identification  of  possible  nonfilers  for  investigation,  and 
assistance  in  selection  of  tax  returns  which  appear  to  war- 
rant an  audit. 

2.  Collection  and  taxpayer  service. — This  activity  pro- 
vides assistance  to  taxpayers  in  understanding  their  tax 
obligations  and  is  responsible  for  securing  tax  returns  due 
but  unfiled  and  collecting  taxes  due  but  unpaid. 

3.  Statistical  reporting. — This  activity  prepares  statisti- 
cal information  on  income  and  other  features  of  the  tax 
system,  performs  other  statistical  research,  and  forecasts 
the  number  of  tax  returns  to  be  filed  by  type,  size,  and 
geographical  area. 

The  increases  requested  for  1974  are  principally  to 
provide  for  increased  costs  of  existing  staff,  to  provide  for 
the  administration  of  revenue  sharing  and  collection  of 
State  income  taxes,  to  improve  and  extend  taxpayer  as- 
sistance and  to  step  up  the  program  for  securing  unfiled 
returns  and  unpaid  taxes. 
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SELECTED    WORKLOAD  DATA 
|In    milliont) 

t972  actual  1973  etUmaU      1974  csUmaU 

Tax  returns  filed.... 112.0  114.8  117.3 

Individual  income  tax  returns: 

(a)  Mathematically  verified 72.5  71.5  80.8 

(b)  Refunds  scheduled. 54.2  57.8  59.7 

Taxpayers  assisted 23.6  26.0  29.0 

Notices  issued  for  overdue  accounts 8.8  8.5  9.5 

Delinquent  accounts  closed 2,710  2,758  2,631 

Delinquent  returns  secured 779  970  1 ,  090 

SELECTED    REVENUE    DATA 
[In    millions   of   dollars) 

1972   actual      1973  estimate      1974  esltmale 

Gross  revenue 209,856  

Additional    assessments    on    individual 

income    tax    returns   from    verifying 

taxpayer  arithmetic,   from  verifying 

actual      estimated      tax      payments 

against    credits    claimed,    and    from 

additional  charges  for  failure  to  make 

adequate  payments  of  estimated  tax..        637.8  640.5  715.3 

Delinquent  account  collections 2, 328  2, 487  2, 424 

Delinquent  return  assessments 394  450  509 

Object  Classification  (in  thousands  of  dollars) 
Identification  code  15-45-0912-0-1-904  1972  actual      1973  est.         1974  est. 


Direct  obligations: 
Personnel  compensation: 

11.1        Permanent  positions. 296,547 

11.3        Positions  other  than  permanent 42,  1 77 

11.5        Other  personnel  compensation 7,  766 

Total  personnel  compensation 346, 490 

1 2. 1     Personnel  benefits:  Civilian 30, 896 

21.0    Travel  and  transportation  of  persons..  9, 351 

22.0    Transportation  of  things 1,950 

23.0    Rent,  communications,  and  utilities...  32,535 

24. 0    Printing  and  reproduction 9, 819 

25.0    Other  services: 14,290 

26. 0    Supplies  and  materials 5, 064 

31.0    Equipment 13,459 

42. 0     Insurance  claims  and  indemnities 20 

Total  costs,  funded 463, 874 

94. 0    Change  in  selected  resources 7,  749 

Total  direct  obligations 471, 623 


313,302 

316,829 

46.041 

47,668 

8,752 

8,543 

368,095 

373.040 

32, 347 

32,478 

12,455 

14.630 

2,158 

4.814 

33,  %5 

54,045 

9,862 

16,084 

20,953 

23, 988 

5,442 

5.679 

14,404 

6,907 

40 

18 

499, 721 

531,683 

499,721        531,683 
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Reimbursable  obligations: 
Personnel  compensation: 

11.1         Permanent  positions 

11.3        Positions  other  than  permanent 

11.5        Other  personnel  compensation 


Total  personnel  compensation 

12.1     Personnel  benefits :  Civilian 

21.0  Travel  and  transportation  of  persons.. 

22. 0    Transportation  of  things 

23.0    Rent,  communications,  and  utilities 

24. 0    Printing  and  reproduction 

25.0    Other  services 

26. 0    Supplies  and  materials 

31.0    Equipment 


739 

1.779 

1.779 

611 

3.141 

1.281 

16  . 



1.366 

4,920 

3.060 

% 

401 

261 

10 

44 

44 

88 

- 

-- 

24 

5  . 

173  . 

30 

24 

85 

25 

98 

PerMnnei  Sunmuury 


Total  reimbursable  obligations 1.880  5.455  3.455 


99.0  ToUl  obligations... 473.503       505.176       535.138 


Oirect: 

Total  number  of  permanent  positioru 

Full-time  equivalent  of  other  positions 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary.. 

Average  WB  salary 

Reimbursable: 

Total  number  of  permanent  positioiu 

Full-time  equivalent  of  other  positions 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary 


32.070 

31.820 

31.948 

7.232 

8,090 

8.356 

36.089 

37.831 

38. 222 

6.9 

6.9 

6.9 

$9. 758 

$10,558 

$10,624 

$8,836 

$8,549 

$9,027 

63 

222 

165 

103 

140 

140 

166 

362 

305 

4.8 

5.2 

4.4 

$7,205 

$7,607 

$6,850 
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Compliance 

For  nece^ary  expenses  of  the  Internal  Revenue  Service  for  deter- 
mining and  establishing  tax  Uabilities,  and  for  investigation  and 
enforcement  activities,  including  purchase  (not  to  exceed  [seventy- 
fourj  two  hundred  and  twenty-three  of  which  one  hundred  shall  be  for 
replacement  only,  for  police-type  use),  and  hire  of  passenger  motor 
vehicles;  [hire  of  aircraft;]  and  services  of  expert  witnesses  at  such 
rates  as  may  be  determined  by  the  Commissioner;  [$590,000,000] 
$62g,430,000. 

[For  an  additional  amount  for  "Compliance",  $4,500,000.] 
(Title  26,  U.S.C;  Treasury  Department  Appropriation  Act,  1973; 
Supplemental  Appropriations  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 

Identification  code  15-45-0913-0-1-904  1972  actual      1973  est.         1974  est. 

Program  by  activities: 
Direct  program: 

1.  Audit  of  tax  returns 405,625        438.140        465.822 

2.  Tax    fraud    cmd    special    investiga- 

tions          63.278         75.835         79.641 

3.  Alcohol,  tobacco,  and  firearms  reg- 

ulation and  enforcement 70,273     

4.  Taxpayer  conferences  luid  appeals.  30. 492  32. 573  32.  527 

5.  Technical  rulings  and  services 15.951  17.441  17.729 

6.  Legal  services 24.919  27.913  26,711 


Total  direct  program... 610.538  591.902  622.430 

Reimbursable  program: 

1.  Audit  of  tex  returns . 195  13.690  1.324 

2.  Tax   fraud   and   special   investiga- 

tions   125     

3.  Alcohol,  tobacco,  and  firearms  reg- 

ulation and  enforcement 221     

4.  Taxpayer  conferences  and  appeals.-  6     

5.  Technical  rulings  and  services 1      -     

6.  Legal  services 1,150 —     


Total  reimbursable  program 1 .  698  1 3. 690  1 .  324 


Total  program  costs,  funded 612.236  605.592  623.754 

Change  in  selected  resources  • 7,449     

10  Total  obligations 619.685  605.592  623.754 

Rnancing: 

Receipts  and  reimbursements  from: 

11  Federal  funds -1.674  -13.660  -1.294 

14        Non-Federal  sources -24  -30  -30 

25    Unobligated  balance  lapsing 4.415     

Budget  authority 622,402  591,902  622,430 
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/trrSL. 806947  5,4.500       622,430 

41     Transferred  to  other  accounts —  I04,M5         — Z,  DVO     

43           Appropriation  (adjusted) 622,402  591,902       622,430 

Relation  of  obligations  to  outlays:  

71  Obligationsincurred.net 617.987  591.902        622.430 

72  Obligated  balance,  start  of  year-- 50.099  54.722          45.877 

74    Obligated  balance,  end  of  year -54.722  -45.877      -49.433 

77    Adjustments  in  expired  accounts —84     

90           Outlays 613.279  600.747       618.874 

»  Selected  resources   as   of   June   30   are   as   follows: 

1972 
aJjust- 

1971        menis  1972         1973         1974 

Stores                                315        .---  351             351             351 

UndeUveVed  order. —        9.532        -73        15.075      15,075      15,075 

Advances 2.917       -.--  4,714        4.714        4,714 

Total  .elected  resources      12,764        -73        20,140     20.140     20,140 
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This  appropriation  provides  for  detecting  and  correcting 
noncompliance  with  the  tax  laws,  and  for  carrying  out  the 
Internal  Revenue  Service's  special  law  enforcement 
responsibilities. 

Proposed  increases  for  1974  will  expand  audits  and  tax 
fraud  investigations  and  cover  certain  costs  for  revenue 
sharing  and  State  income  tax  collections. 

1.  Audit  of  tax  returns. — This  activity  provides  for  a 
selective  examination  of  tax  returns  to  see  if  taxpayers 
have  properly  complied  with  the  internal  revenue  laws. 
It  corrects  errors  and  explains  corrections  to  the  taxpayers. 
It  also  makes  determinations  as  to  whether  certain  organi- 
zations or  funds  are  exempt  from  taxation. 

2.  Tax  fraud  and  special  investigations. — This  activity 
provides  for  enforcement  of  the  criminal  statutes  relating 
to  violations  of  tax  laws.  It  investigates  cases  of  suspected 
intent  to  defraud ;  recommends  prosecution  as  warranted ; 
and  assists  in  the  preparation  and  trial  of  criminal  tax 
cases.  It  is  responsible  for  directing  Service  participation 
in  the  drive  against  organized  crime,  and  against  narcotics 
traflBckers. 

4.  Taxpayer  conferences  and  appeals. — This  activity 
provides  for  administrative  consideration  and  settlement 
of  taxpayer  appeals  of  audit  findings. 

5.  Technical  rulings  and  services. — This  activity  develops 
tax  return  forms,  instructions,  and  guides;  issues  rulings 
and  opinions  as  to  application  of  the  tax  laws,  and  meets 
with  taxpayer  groups  to  review  and  resolve  special  tax 
problems. 

6.  Legal  services. — This  activity  comprises  the  legal 
counsel  and  legal  assistance  needed  by  the  Service  to  ad- 
minister and  enforce  the  internal  revenue  laws. 

SELECTED    WORKLOAD    DATA 
|ln  thouiandt) 

1972  actual        1973  etlimaU      1974  eitimalt 

Tax  returns  audited 1,696  1.6S9  1,975 

Taxpayers  in  general  investigations 7.5  7.0  7.4 

Special  enforcement  program  investiga- 
tions..  1.5  1.6  1.7 

Appellate  case  disposals 32.9  32.4  32.5 

SELECTED    REVENUE  DATA 
lln  millioni  of  dollars) 

1972  actual     1973  estimate     1974  estimate 
Audit  assessments 3,206  2,761  2.964 

The  Alcohol,  Tobacco,  and  Firearms  Division,  formerly 
a  part  of  this  IRS  compliance  appropriation,  was  made  a 
Treasury  Bureau  with  a  separate  appropriation  effective 
July  1,  1972. 
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Object  Classification  (in  thousands  of  dollars) 


Identification  code  15-45-0913-0-1-904  1972  actual      1973  est.         1974  est. 


Direct  obligations: 
Personnel  compensation: 

11.1         Permanent  positions 

11.3         Positions  other  than  permanent 

11.5        Other  personnel  compensation 

11.8        Special  personal  services  payments. 

Total  personnel  compensation 

12. 1     Personnel  benefits:  Civilian 

21.0  Travel  and  transportation  of  persons. 

22.0    Transportation  of  things 

23. 0  Rent,  communications,  and  utilities. . 

24. 0    Printing  and  reproduction 

25. 0    Other  services 

26. 0    Supplies  and  materials 

31.0    Equipment 

42. 0     Insurance  claims  and  indemnities 


94.0 


Total  costs,  funded 

Change  in  selected  resources. 


480,316 

462.685 

480.434 

4.547 

5.749 

6.217 

8,469 

4.654 

4.831 

380 

627 

627 

493.712 

473.715 

492. 109 

45.256 

41,984 

44.356 

21.103 

26.887 

31.930 

1.722 

2.434 

4.466 

18.870 

18.855 

20.512 

9,944 

9.354 

4.411 

7.231 

7.357 

10.664 

4.705 

4.392 

5.004 

7.966 

6.822 

8.935 

29 

102 

43 

610.538 

591.902 

622.430 

7.449 

Total  direct  obligations 617.987        591.902       622.430 


Reimbursable  obligations: 
Personnel  compensation: 

1         Permanent  positions 

,  3        Positions  other  than  permanent. 
,  ^        Other  personnel  compensation.. 


1.192 
74 
15 


10.015 
169 


12.1 
21.0 
22.0 
23.0 
24.0 
25.0 
26.0 
31.0 


99.0 


Total  personnel  compensation 

Personnel  benefits:  Civilian 

Travel  and  transportation  of  persons. 

Transportation  of  things 

Rent,  communications,  and  utilities.  _ 

Printing  and  reproduction 

Other  services 

Supplies  and  materials 

Equipment 


1,281 
97 
63 


237 


Total  reimbursable  obligations 


10. 184 
870 
611 
284 
586 
280 
615 
39 
221 


1.698         13.690 


1.046 


1.046 
93 
60 


115 


10 


1.324 


Total  obligations 619.685       605.592       623.754 


Personnel  Summary 


Direct: 

Total  number  of  permanent  positions 35. 850  33, 358  35. 238 

Full-time  equivalent  of  other  positions 748  915  1 .  045 

Average  paid  employment 34.198  32.657  34.561 

Average  GS  grade 9.5  9.4  9.2 

Average  GS  salary $14,402  $14,621  $14,331 

Average  WB  salary.... $9,022  $8,726  $9,196 

Reimbursable: 

Total  number  of  permanent  positions 70  193  62 

Average  paid  employment 69  193  30 

Average  GS  grade 10.8  6.1  9.2 

Average  GS  salary.... $14,309  $8,425  $11,721 
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Wednesday,  March  28, 1973. 
BUREAU  OF  ALCOHOL,  TOBACCO  AND  FIREARMS 

SALAiUES   AND   EXPENSES 
WITNESSES 

EDWARD  L.  MORGAN,  ASSISTANT  SECRETARY  FOR  ENFORCEMENT, 
TARIFF  AND   TRADE  AFFAIRS,   AND   OPERATIONS 

REX  D.    DAVIS,   DIRECTOR 

JOHN  L.    WEST,   DEPUTY   DIRECTOR 

WILLIAM  J.  RHODES,  ASSISTANT  DIRECTOR  FOR  ADMINISTRATION 

MRS.    AUDREY  B.   DYSLAND,   BUDGET  OFFICER 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND 
FINANCE 

Mr.  Steed.  The  committee  will  be  in  order.  The  committee  is  in  ses- 
sion this  afternoon  for  further  consideration  of  the  1974  budget  re- 
quest, Department  of  Treasury.  Today  we  take  up  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms.  The  1973  appropriation  was  $78(,- 
727,000  plus  the  transfer  from  the  IRS  compliance  appropriation 
of  $1,748,000,  bringing  the  1973  total  to  $75,475,000. 

The  1974  request  is  $73  million,  a  decrease  from  1973  of  $2,475,000. 

We  are  very  pleased  to  have  the  Assistant  Secretary  of  the  Treasury, 
Mr.  Morgan,  with  us.  This  is  getting  to  be  a  familiar  role  with  you, 
Mr.  Secretary.  We  are  also  pleased  to  have  the  Director  of  this  newly 
created  Bureau,  Mr.  Davis. 

Mr.  Secretary,  if  you  would  like  to  identify  all  your  associates 
here  for  the  record,  and  if  there  are  any  new  appearances,  we  would 
like  to  have  their  biographies  for  our  record.  Then  we  will  be  pleased 
to  have  whatever  statement  you  see  fit  to  make. 

statement  of  ASSISTANT  SECRETARY  MORGAN 

Mr.  Morgan.  Thank  you. 

Mr.  Chairman  and  members  of  the  committee :  I  am  pleased  to  appear 
before  you  today  in  support  of  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms.  Accompanying  me  are :  Rex  Davis,  Director  of  the  Bureau 
of  Alcohol,  Tobacco  and  Firearms;  John  L.  West,  Deputy  Director; 
William  J.  Rhodes,  Assistant  Director  for  Administration;  Mrs. 
Audrey  B.  Dysland,  Budget  Officer,  and  Edward  J.  Widmayer,  Direc- 
tor, Office  of  Budget  and  Finance,  Treasury  Department. 

We  will  submit  the  appropriate  biographies  that  are  in  order. 

[The  information  follows :] 

Biographies  of  Witnesses 

Rex  D.  Davis 

Director  Rex  D.  Davis  was  born  June  11, 1924,  in  Slsiatook,  Okhi. 

During  the  Second  World  War,  Mr.  Davis  served  as  a  1st  lieutenant  bom- 
bardier in  the  Eighth  Air  Force  in  England,  flying  33  combat  missions  and 
earning  the  Air  Medal  and  the  Purple  Heart. 

He  was  graduated  from  the  University  of  Oklahoma  with  an  LL.B.  in  1949,  and 
did  graduate  work  at  the  Woodrow  Wilson  School  of  Public  and  International 
Affairs,  1965-66,  at  Princeton  University. 
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Mr.  Davis  was  a  criminal  investigator  in  McAlester,  Okla.,  1949-55,  and  was 
a  special  investigator  in  Richmond,  Va.,  from  1955  to  1958,  when  he  became 
an  enforcement  examiner  in  Washington,  D.C.  on  the  headquarters  staff.  In 
1963,  he  left  that  position  to  serve  as  the  executive  assistant  to  the  Assistant 
Regional  Commissioner  (ATF)  in  Cincinnati,  Ohio.  He  was  the  Assistant  Re- 
gional Commissioner  (ATF)  of  the  Central  Region,  from  1966  to  1971,  when  he 
was  appointed  Acting  Director,  ATFD. 

In  23  years  of  service  with  the  Bureau,  Mr.  Davis  has  received  the  William 
A.  Jump  Memorial  Foundation  Meritorious  Award  for  Exemplary  Achievement 
in  Public  Administration  (1959),  and  the  Federal  Employee  of  the  Year  Award 
from  the  Cincinnati  Chapter  of  the  Federal  Business  Association  (1965).  He 
was  selected  for  the  Internal  Revenue  executive  selection  and  development 
program  in  1962 ;  attended  the  educational  programs  for  Federal  officials  at  mid- 
career  at  Princeton  University  in  1965,  and  was  chosen  for  the  Federal  Executive 
Institute  in  Charlottesville,  Va.,  in  1970.  In  addition,  he  authored  the  book, 
"Federal  Searches  and  Seizures,"  in  1964. 

Mr.  Davis  and  his  wife,  Patricia,  reside  at  7408  Gatewood  Court,  Alexandria, 
Va.  Their  daughter  Deborah  is  married  and  lives  in  Cincinnati,  Ohio. 

This  spring,  their  youngest  daughter,  Kathleen,  will  graduate  from  Miami 
University  in  Oxford,  Ohio,  where  she  is  in  the  School  of  Applied  Sciences  and  is 
on  the  President's  List  of  Distinguished  Scholars. 

In  his  spare  time,  Mr.  Davis  collects  stamps  and  lithographs  and,  in  his  own 
words,  is  an  "enthusiastic,  but  inexpert"  golfer,  and  occasional  trap  shooter. 

John  L.  West 

Deputy  Director  John  L.  West  was  bom  July  18,  1923,  in  Orange  County,  Ind. 

Mr.  West  was  graduated  from  the  Orleans,  (Indiana)  High  School  in  1940,  and 
during  the  Second  World  War  he  served  as  a  staff  sergeant  military  policeman 
in  the  Army. 

He  entered  the  field  of  law  enforcement  as  an  ABC  investigator  in  Fayetteville, 
N.C.,  for  3  years  before  becoming  a  Federal  narcotics  agent  in  Baltimore, 
Md.,  in  1950. 

Mr.  West  became  an  ATF  criminal  investigator  in  1951,  and  in  the  7  years  he 
held  that  position  he  served  in  Baltimore,  Md.,  and  Fayetteville,  Rockingham,  and 
Wilkesboro,  N.C.  In  1958,  he  became  a  special  investigator  in  Hickory,  N.C.,  and 
served  in  that  post  until  1959  when  he  became  the  assistant  supervisor  in  charge 
in  Charlotte,  N.C.  From  1961  to  1963,  he  was  chief  special  investigator  in  Colum- 
bia, S.C,  then  spent  2  years  as  Chief,  Enforcement  Branch,  in  Boston,  and  then  in 
1965,  became  the  Chief  of  Enforcement  in  New  York. 

In  1966,  he  briefly  was  an  assistant  to  the  Regional  Commissioner  of  the  North 
Atlantic  Region,  before  taking  a  position  with  the  IRS  District  Director  in 
Greensboro,  N.C. 

In  1967,  he  became  the  Assistant  District  Director  in  Columbia,  S.C,  for  4 
years  including  7  months  as  the  Acting  ARC  (Administration)  in  Atlanta.  Mr. 
West  was  appointed  the  Assistant  Director  for  Criminal  Enforcement  (ATF)  in 
Washington  on  June  27,  1971. 

Mr.  West  is  a  1966  graduate  of  the  IRS  executive  selection  and  development 
program. 

He  and  his  wife  Zola  reside  at  1912  Grand  Court,  Vienna.  Va.,  with  their  chil- 
dren, John  Jr..  14.  and  Sharon,  10.  When  you  ask  John  about  his  hobbies,  he 
replies,  "sports,"  and  if  you  try  to  pin  it  down  to  a  specific  sport,  he  shakes  his 
head  and  says,  "No,  I  like  all  kinds  of  sports." 

William  J.  Rhodes 

Assistant  Director  (Administration)  William  J.  Rhodes  was  born  in  Handley, 
W.  Va.,  on  March  28, 1929. 

Bill  was  graduated  from  high  school  at  East  Bank,  W.  Va.,  and  earned  his  B.A. 
in  business  administration  at  the  University  of  Maryland  before  continuing 
graduate  studies  at  the  George  Washington  University. 

Before  joining  the  Bureau,  Bill  was  the  administrative  operations  officer  in 
the  Mission  and  Data  Operations  Directorate  at  the  NASA  Goddard  Space  Flight 
Center  in  Greenbelt,  Md. 

His  experience  in  private  industry  before  entering  Government  service  includes 
a  period  as  the  vice  president  of  Continental  Electronics,  Inc.,  Washington,  D.C 
after  serving  earlier  as  operations  manager  for  Stelma,  Inc.,  and  Advanced  Com- 
munications Engineering  Division,  Cook  Electric  Co. 
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From  1950  to  1958,  Bill  served  in  the  Air  Force  as  a  technical  sergeant  in 
ground  communications  and  electronics. 

Bill  and  his  wife,  Virginia,  reside  at  5509  24th  Avenue,  Hillcrest  Heights,  Md., 
with  their  daughters,  Jane,  17,  and  Jeanne,  6.  Jane,  who  is  a  senior  at  Potomac 
(Maryland)  High  School,  was  named  to  the  National  Honor  Society  this  past 
year  for  her  scholastic  achievements. 

A  typical  homeowner.  Bill  at  first  says  he  doesn't  have  time  for  many  hobbies 
but  a  second  glance  quickly  reveals  that  he  makes  hobbies  out  of  such  skills  as 
woodworking,  brick  and  stone  masonry  whenever  he  gets  the  chance,  for  his 
property  shows  his  handicraft  in  a  new  recreation  room,  fences,  and  brickwork 
around  the  yard. 

BlOGEAPHICAL    SKETCH    OF   AUDBET    B.    DYSLAND 

Audrey  B.  Dysland  was  born  in  Washington,  D.C.,  attended  local  public  schools, 
and  George  Washington  University  where  she  majored  in  business  administration. 

Mrs.  Dysland  began  her  governmental  career  with  the  Department  of  the 
Treasury,  Bureau  of  Accounts,  in  June  1942,  where  she  held  various  positions 
of  increasing  responsibility.  Since  1968,  she  served  as  Assistant  Budget  OflScer 
of  the  Bureau  of  Accounts.  On  August  6,  1972,  she  assumed  her  current  position 
as  Budget  OflBcer  for  the  Bureau  of  Alcohol,  Tobacco  and  Firearms. 

She  is  active  in  the  Federal  Government  Accountants  Association,  holding 
various  national  and  local  offices  including  assistant  treasurer,  assistant  secre- 
tary and  secretary  of  the  Washington  chapter,  and  is  currently  director,  member- 
ship committee  for  the  Washington  chapter.  At  the  national  level,  she  is  chair- 
woman of  the  election  procedures  committee  and  a  member  of  the  national 
advisory  council  to  the  national  president.  She  is  also  a  member  of  the  American 
Accounting  Association. 

Married  to  Robert  Dysland,  the  Dyslands  have  two  sons — John  and  Ronald — 
and  reside  at  1907  August  Drive,  Silver  Spring,  Md. 

Mr.  Morgan.  The  Alcohol,  Tobacco  and  Firearms  Bureau  is  respon- 
sible for  enforcing  and  administering  our  Federal  statutes  pertaining 
to  alcoholic  beverages,  tobacco  products,  and  firearms  and  explosives. 
This  is  the  newest  of  the  several  Treasury  bureaus  although  our  his- 
tory, under  the  Internal  Revenue  Service,  dates  back  to  Civil  War 
days.  The  primary  objectives  of  the  Bureau  are  to:  (1)  assure  full 
collection  of  the  revenue  due  from  legal  industries;  (2)  suppress  the 
traffic  in  illicit  distilled  spirits;  (3)  eliminate  illegal  possession  and 
use  of  firearms,  destructive  devices  and  explosives;  and  (4)  to  co- 
operate with  State  and  local  law  enforcement  agencies  to  reduce  crime 
and  violence. 

The  request  of  the  Bureau  for  fiscal  year  1974  is  $73  million,  which 
is  a  decrease  of  $2.5  million  from  the  authorized  level  for  1973. 

The  criminal  enforcement  activity  will  receive  $49.1  million  of  the 
total  amount  requested.  The  regulatory  enforcement  activity  will 
receive  $23.7  million  of  the  amount  requested. 

The  overall  budget  decrease  was  predicated  on  the  policy  decision 
that  the  Bureau  needed  a  year  of  adjustment  upon  its  transfer  from 
the  Internal  Revenue  Service.  As  you  no  doubt  recall,  Mr.  Chairman, 
Mr.  Warren  Brecht,  Assistant  Secretary  of  the  Treasury  for  Admin- 
istration, discussed  that  decision  in  some  detail  at  the  hearings  before 
this  subcommittee  involving  the  budget  request  for  the  Office  of  the 
Secretary. 

The  increases  that  are  indicated  are  necessary  to  maintain  the 
authorized  level  and  consist  primarily  of  within-grade  salary  increases 
required  by  statute,  space  for  the  new  Bureau,  replacement  of  special 
investigative  equipment  and  participation  in  the  Treasury  Enforce- 
ment Communication  System  which  provides  for  the  dissemination 
and  retrieval  of  data  on  crimes  and  criminal  activity. 
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May  I  now  introduce  Director  Davis  who  will  present  his  sum- 
mary statement. 

Mr.  Steed.  Mr.  Davis,  we  extend  you  a  very  cordial  welcome,  and 
will  be  glad  to  have  your  statement. 

Statement  of  the  Directtor 

Mr.  Da\t:s.  Thank  you  very  much. 

Mr.  Chairman  and  members  of  the  committee :  It  is  a  great  honor  for 
me  to  make  my  initial  appearance  before  the  committee  today. 

As  Secretary  Morgan  has  stated,  we  are  the  newest  of  the  several 
Treasury  bureaus  although  our  history,  under  the  Internal  Revenue 
Service,  dates  back  to  Civil  War  days.  My  full  statement  covers  our 
activities  in  length,  and  in  summarizing  it,  I  will  dwell  briefly  on  our 
two  major  functions — law  enforcement  and  regulation  of  the  alcohol, 
tobacco,  firearms,  and  explosives  industries. 

LAW   enforcement 

We  are  extremely  proud  of  our  law  enforcement  work,  and  feel  that 
we  are  contributing  heavily  to  the  Nation's  fight  against  crime.  We 
have  approximately  1,600  special  agents  with  investigative  and  arrest 
powers  stationed  at  240  posts  of  duty  across  the  Nation.  These  men 
put  in  3.9  million  hours  last  year  doing  their  job,  and  while  our  sta- 
tistical reporting  system  in  use  at  that  time  did  not  give  the  total 
number  of  investigations  they  made,  we  estimate  they  number  almost 
200,000.  Out  of  those  investigations  came  7,005  criminal  cases  which 
were  forwarded  to  the  Department  of  Justice  with  a  recommendation 
for  prosecution  of  the  persons  listed  in  the  case  report.  We  made, 
during  that  same  year,  on-the-spot  arrests  of  5,978  persons  for  those 
crimes,  and  other  arrests  will  follow  grand  jury  action  on  the  cases. 
Of  those  7,005  cases,  3,4-41  were  for  violations  of  the  Federal  gun  laws 
and  266  were  cases  made  for  bombings  and  bomb  threats. 

FIREARMS 

Our  firearms  enforcement  work  includes  an  average  of  25,000  dealer 
compliance  investigations  a  year.  The  value  of  such  dealer  investiga- 
tions is  reflected  in  the  five  cases  made  in  the  last  3  years  in  South 
Carolina  against  licensed  dealers  involving  the  illegal  sale  of  nearly 
40,000  small,  cheap  handguns  which  were  finding  their  way  to  the 
streets  of  New  York  City  and  other  large  northern  cities. 

Since  the  Gun  Control  Act  was  enacted  in  1968,  we  have  refined  our 
firearms  tracing  capabilities  to  where  we  are  currently  tracing  over 
1,000  guns  a  month  and  are  fast  approaching  the  saturation  point 
within  our  current  resources.  The  majority  of  these  traces  are  at  the 
request  of  local  law  enforcement  agencies  and  stem  from  the  recovery 
of  a  firearm  at  the  crime  scene.  The  request  to  trace  the  rifle  found 
on  top  of  the  motel  in  New  Orleans  after  the  recent  shoot  out  was 
received  by  ATF  agents  at  6  :30  p.m.,  and  27  minutes  later  we  were 
able  to  give  the  New  Orleans  police  the  name  of  the  man  who  had 
bought  the  rifle  and  where  he  lived  in  New  Orleans. 
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EXPLOSIVES 

In  the  field  of  explosives,  we  have  been  involved  in  the  investigation 
of  bombings  since  1968  when  the  Gun  Control  Act  added  bombs  to 
the  category  of  "firearms"  which  had  to  be  registered  with  the  Federal 
Government.  Our  agents  have  developed  an  expertise  in  these  investi- 
gations, and  our  headquarters  laboratory  has  been  successful  in  build- 
ing one  of  the  world's  finest  libraries  on  explosive  materials.  They  have 
also  been  able  to  develop  techniques  for  the  examination  of  minute 
particles  of  explosion  scene  debris  which  permits  them  to  identify  the 
type  of  explosive  used.  A  working  agreement  between  ATF  and  the 
FBI  has  been  signed  on  those  six  subsections  of  title  XI  of  the  Safe 
Streets  Act  of  1970  where  we  have  concurrent  investigative  authority. 
This  should  eliminate  any  duplication  of  effort  between  the  two 
bureaus. 

The  bulk  of  the  bombings  which  we  investigated  over  the  past  year 
were  in  the  labor  field,  but  we  also  had  several  where  the  targets  were 
State  or  Federal  witnesses  to  a  crime.  In  fiscal  1972,  we  arrested  280 
persons  for  explosives  violations  as  compared  to  67  the  previous  year. 
Many  of  our  investigations  of  bombings  result  in  charges  being  filed 
in  State  court. 

ILLICIT   LIQUOR 

Our  illicit  liquor  work  in  1972  resulted  in  the  seizure  of  2,090  illicit 
distilleries  which  we  estimated  produced  2.1  million  gallons  of  whisky 
during  the  time  they  were  in  operation.  This  represents  a  Federal  tax 
loss  of  $22.9  million  and  had  these  distilleries  been  allowed  to  go  un- 
detected, the  yearly  Federal  tax  loss  would  have  been  over  a  quarter 
of  a  billion  dollars. 

Some  years  ago  we  started  a  campaign  in  the  South  to  stamp  out 
bootlegging  which  we  called  Operation  Dry-Up.  It  was  so  effective 
in  South  Carolina,  that  we  expanded  it  to  include  Georgia  and  Ala- 
bama. As  you  know,  most  law  enforcement  work  is  like  preventive 
medicine  in  that  you  can't  measure  the  results  in  terms  of  what  might 
have  happened  had  there  not  been  such  a  program.  But,  for  the  first 
time  in  our  enforcement  history,  we  were  able  to  measure  the  results 
because  there  was  a  documented  increase  in  sales  of  taxpaid  distilled 
spirits  in  direct  correlation  with  the  enforcement  effort.  Over  $100 
million  in  additional  revenue  to  the  Federal  Government  has  accrued 
in  those  three  States  since  we  began  Operation  Dry -Up. 

NARCOTICS 

We  are  also  now  finding  that  the  bootlegger  has  branched  out  into 
the  drug  traffic  with  the  result  that  our  investigations  for  illicit  liquor 
violations  often  turn  up  information  relating  to  narcotics  violations 
as  well. 

While  speaking  of  the  narcotics  problem,  we  currently  have  41  of 
our  top  agents  assigned  to  full-time  duty  with  the  Office  of  Drug 
Abuse  Law  Enforcement  in  the  Department  of  Justice  because  of  the 
close  correlation  between  firearms  violations  and  narcotics  violations. 
In  an  effort  to  make  an  even  greater  contribution  to  narcotic  control, 
we  initiated  a  pilot  project  within  the  framework  of  our  own  juris- 
diction in  Miami,  Fla.,  where  we  placed  several  men  in  an  undercover 
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role  with  the  mission  of  linking  narcotics  traffickers  with  gim  viola- 
tions. We  worked  very  closely  with  all  the  other  Federal  agencies  on 
this  project  and  the  results  were  excellent.  But,  it  is  difficult  to  sustain 
such  projects  because  of  their  cost  in  both  money  and  manpower. 

STRIKE   FORCE 

We  have  19  special  agents  assigned  to  the  Justice  Department  Strike 
Forces  located  in  17  major  cities,  and  we  are  proud  that  we  have  been 
selected  by  the  Department  of  Justice  for  the  responsibility  of  coor- 
dinating the  intelligence  on  organized  crime  gathered  by  all  Federal 
agencies  participating  in  the  Strike  Force  program.  It  requires  ap- 
proximately 180  man-years  of  our  field  agents  strength  to  support 
our  full-time  representatives  in  the  Strike  Force  program. 

In  addition  to  these  permanent  work  assignments,  we  provide 
substantial  assistance  to  special  programs  of  other  law  enforcement 
agencies.  As  an  example,  over  100  of  our  agents  were  assigned  to  the 
Secret  Service  at  each  of  the  national  political  conventions  this  past 
3^ear.  Such  assignments,  while  necessary,  place  a  heavy  drain  on  our 
limited  manpower. 

STATE  AND  LOCAL  GOVERNMENT  ASSISTANCE 

Last,  in  the  law  enforcement  field,  I  want  to  talk  about  what  I 
consider  to  be  one  of  our  major  accomplishments,  and  that  is  the  man- 
ner in  which  we  have  made  assistance  to  State  and  local  officers  an 
integral  part  of  our  duties.  We  have  always  enjoyed  a  warm  and 
strong  working  relationship  with  these  officers,  but  the  enactment  of 
new  Federal  laws  on  guns  and  explosives  provided  us  with  new  re- 
sources which  we  can  offer  them  in  their  fight  against  street  crime. 
Today,  our  assistance  ranges  from  joint  criminal  investigations  to 
short  training  courses.  Last  year,  for  example,  we  provided  training 
for  over  45,000  police  officers  in  courses  that  covered  the  full  range  of 
investigative  techniques  to  1  and  2  day  schools  on  bombs  and  bomb- 
ings. It  is  our  philosophy  that  no  Federal  agency  enforcing  laws  that 
touch  the  lives  of  the  general  public  can  be  successful  without  the 
cooperation  of  local  police  agencies. 

I  would  like  to  take  just  a  minute  to  look  at  the  judicial  side  of  the 
picture  as  it  relates  to  our  work.  Last  year  2,645  persons  were  indicted 
or  had  charges  filed  against  them  in  Federal  court  for  violation  of 
the  firearms  and  explosives  laws  while  1,948  pei"Sons  were  subjected 
to  the  same  action  for  liquor  violations.  Another  3,394  persons  were 
awaiting  indictment  or  the  filing  of  charges  at  the  end  of  the  year. 

In  trial  action,  2,420  persons  faced  court  action  for  firearms  and 
explosive  violations,  and  65  percent  were  found  guilty.  Trial  action 
for  liquor  violations  resulted  in  the  conviction  of  84  percent  of  the 
1,909  persons  who  were  so  charged. 

REGULATORY  ENFORCEMENT 

Next,  Mr.  Chairman,  I  would  like  to  relate  a  little  about  the  work 
of  our  people  who  are  responsible  for  the  regulation  of  the  over  one- 
half  million  establishments  which  fall  under  our  jurisdiction.  Work 
here  is  not  as  glamorous  as  that  of  the  special  agents.  But,  when  one 
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considers  that  annually  over  $7.5  billion  are  collected  through  the 
excise  taxes  on  distilled  spirits,  beer,  wine,  and  tobacco  products  at  a 
cost  to  the  Government  of  approximately  $17.6  million,  we  can  quickly 
see  the  effectiveness  of  the  inspector's  work.  I  doubt  that  there  are 
many  other  Government  agencies  who  can  match  that  cost-return 
factor  which  averages  out  to  the  spending  of  $2.32  to  collect  $1,000. 
This  revenue  source  is  the  second  largest  in  the  Government,  and 
over  1.1  billion  tax  gallons  of  spirits  with  a  potential  tax  revenue  of 
$11.6  billion  were  stored  in  bonded  warehouses  at  the  close  of  fiscal 
1972. 

REVENUE  AND  CONSUMER  PROTECTION 

Basically,  our  regulatory  work  has  two  goals — one  is  revenue  pro- 
tection and  the  other  is  consumer  protection.  In  1972,  our  900  inspec- 
tors in  the  field  spent  71  percent  of  their  time  on  inspection  of  the 
licensed  premises,  while  the  other  29  percent  was  devoted  to  the  task 
of  seeing  that  the  alcoholic  beverage  was  properly  labeled  and  repre- 
sented and  that  fair  trade  practices  were  employed  by  the  industry 
members. 

In  the  trade  practice  field,  every  individual  wanting  to  enter  the 
liquor  industry — from  producer  down  through  the  wholesale  level — 
is  subjected  to  an  intensive  background  investigation  and  each  applica- 
tion for  a  permit  is  carefully  investigated  to  make  sure  that  organized 
crime  tentacles  do  not  get  a  stranglehold  on  this  industry.  We  know 
that  the  industry  has  been  infiltrated  at  some  wholesale  and  retail 
levels  by  organized  crime  in  an  attempt  to  monopolize  certain  liquor 
distribution  areas  through  the  elimination  of  all  competition.  Using 
front  men,  they  have  acquired  ownership  of  clubs,  bars,  and  liquor 
stores  which  gives  them  a  base  of  operation  for  their  illegal  activities. 

Last  year,  ATF  inspectors  and  special  agents  were  the  spearhead 
of  Strike  Force  actions  taken  in  Baltimore,  New  Orleans,  Chicago, 
New  York,  Pittsburgh,  and  Atlantic  City  where  retail  liquor  outlets, 
with  suspected  organized  crime  ownership,  were  inspected.  The  results 
were  highly  successful. 

During  these  same  inspections,  we  zeroed  in  on  what  we  call  "refill 
violations"  where  a  cheap  whiskey  is  substituted  for  a  more  expensive 
brand  in  the  drinks  served.  Our  goal  here  is  to  make  sure  that  the 
consumer  is  getting  what  he  paid  for,  and  is  part  of  our  consumer 
protection  efforts.  Along  these  same  lines,  every  label  for  an  alcoholic 
beverage  must  have  our  approval,  and  every  domestic  formula  for  wine 
and  beer  is  examined  by  us  in  light  of  the  Food  and  Drug  Adniin- 
istration  requirements  to  make  sure  that  there  are  no  ingredients 
which  might  be  harmful  to  the  human  system.  Recently,  oiir  inspectors 
found  traces  of  asbestos  in  an  alcoholic  beverage  being  distributed  in 
the  Midwest,  and  we  required  that  every  bottle  be  recalled  and  taken 
off  the  market. 

Our  work  in  the  tobacco  industry  is  probably  more  easily  called  to 
mind  with  the  recent  publicity  concerning  little  cigars.  Tobacco  prod- 
uct taxes  are  paid  in  the  form  of  self -assessment,  but  it  is  up  to  us  to 
determine  the  tax  rate.  We  have  a  constant  working  relationship  with 
the  Department  of  Justice,  the  Federal  Trade  Commission,  and  the 
Federal  Communications  Commission  on  tobacco  products  because 
of  our  somewhat  interrelated  statutory  responsibilities. 
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This,  Mr.  Chairman,  gives  you  a  quick  ovei-view  of  what  we  are 
doing  and  liow  our  appropriation  is  spent.  In  order  to  assist  the  com- 
mittee, because  of  our  new  Bureau  status.  I  have  arranged  for  some 
photographs  representing  an  overview  of  some  of  the  types  of  cases 
that  we  are  involved  in,  and  they  will  be  distributed. 

We  will  be  happy  to  answer  any  questions  which  you  and  the  com- 
mittee would  care  to  pose.  Thank  you. 

(X)NSUMER  PROTECTION 

Mr.  Steed.  Mr.  Davis,  before  we  get  too  far  away  from  the  sub- 
ject, you  referred  to  the  matter  of  some  vendors  switching  cheap 
whiskey  into  bottles  of  a  more  popular  brand.  Is  there  anything  you 
do  about  the  ones  who  put  water  in  it  ? 

Mr.  Davis.  Yes,  sir.  If  we  find  for  any  reason  that  the  original  con- 
tents of  the  bottle  are  being  tampered  with  at  the  same  time  we  are 
making  the  check  we  would  certainly  check  the  proof  of  the  product, 
and  of  course  if  it  has  had  water  added  to  it,  that  would  be  a  vio- 
lation of  Federal  law. 

Mr.  Steed.  Is  there  anything  you  can  do  about  the  fact  that  they 
only  give  you  a  thimble  full  instead  of  a  full  sized  drink? 

Mr.  Davis.  No,  sir.  I  think  that  is  a  caveat  emptor  situation. 

Mr.  Myers.  If  you  will  yield,  how  can  you  tell  if  you  have  a  thimble 
full  ?  Is  there  any  physical  way  you  can  tell  by  an  examination  of  a 
drink?  If  I  go  into  a  bar  and  order  whiskey  and  water,  and  I  bring 
the  glass  to  you,  can  you  tell  me  whether  I  have  got  a  shot  ? 

Mr.  Davis.  There  is  no  visual  way  you  can  do  that.  "We  have  what  we 
call  a  Williams  test  kit  which  goes  into  such  things  as  the  proof  ojp 
the  product,  to  determine  whether  it  is  as  advertised 

Mr.  Myers.  If  it  is  mixed  with  water  ? 

Mr.  Davis.  It  would  be  very  difficult  to  determine  that  fact  except 
through  a  complicated  laboratory  test. 

principal  criminal  enforcement  activities 

Mr.  Steed.  You  referred  to  the  two  major  functions  that  you  per- 
form, the  largest  of  which  is  in  the  crime  area.  Could  you  give  us  a 
summary  of  what  crime  work  you  do,  how  many  people?  You  have 
given  the  dollar  value  here.  What  type  of  activity  does  this  involve  and 
also  wliat  equipment  ? 

Mr.  DA\r[s.  Yes,  sir.  In  the  law  enforcement  area,  our  primary  re- 
sponsibilities, of  course,  are  firearms  laws,  explosives  laws,  and  the 
illicit  liquor  laws.  We  spend  about  a  quarter  of  our  time  on  the 
illicit  liquor  laws,  about  50  percent  of  our  time  on  the  Federal  Fire- 
arms Laws,  and  the  remainder  on  explosives  and  other  types  of  activi- 
ties that  we  perform. 

firearms 

Mr.  Steed.  In  this  illicit  arms  business,  do  you  confiscate  these  weap- 
ons, or  do  the  local  police  do  it?  Wliat  happens  to  illicit  arms,  once 
they  are  discovered  ? 

Mr.  Davis.  Yes,  sir.  As  to  those  arms  that  are  in  violation  of  Fed- 
eral law,  we  do  have  seizure  authority  and  we  do  forfeit  them.  In 
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many  cases  the  State  and  local  authorities  have  similar  seizure  au- 
thority. Those  arms  that  we  seize  are  handled  by  two  methods.  Those 
that  are  of  value  to  the  Government  become  Government  property. 
This  is  a  very  small  part  of  them.  The  remainder  are  destroyed. 

Mr.  Steed.  Do  you  have  to  break  them  up  or  crush  them  before  you 
vend  them  to  the  junk  dealers? 

Mr.  Davis.  Yes,  sir. 

Mr.  Steed.  To  be  sure  they  are  no  longer  useful  after  they  leave  your 
possession  ? 

Mr.  Davis.  Yes,  sir.  We  make  very  certain  that  they  are  no  longer 
useful.  They  are  cut  up,  and  in  some  cases  are  melted  down.  Since 
the  Gun  Control  Act  we  have  had  extensive  dealings  with  the  mili- 
tary, to  insure  that  the  weapons  that  they  surplus  as  junk  cannot  be 
reassembled  into  operable  weapons. 

EXPLOSIVES 

Mr.  Steed.  What  about  concealed  and  unexploded  bombs  that  come 
to  your  attention  ?  Do  you  have  a  capability  of  disarming  unexploded 
bombs,  and  removing  them  from  danger  zones  ? 

Mr.  Davis.  No,  sir.  We  have  not  entered  the  area  of  rendering  safe 
or  deactivating  bombs  and  this  sort  of  thing.  One,  there  are  quite  a 
few  agencies  which  already  have  that  capability.  The  military  has  an 
organization  that  does  this.  Most  of  your  major  metropolitan  police 
departments  can  do  this.  It  takes  a  considerable  amount  of  training 
to  do  this  safely.  We  are  primarily  concerned  with,  of  course,  the 
actual  investigation.  When  a  bomb  has  been  exploded,  our  men  are 
trained  to  go  to  the  scene  of  the  explosion  and  recover  minute  particles 
of  evidence. 

Our  laboratory  has  advanced  to  the  point  that,  with  the  recovery  of 
the  debris  from  a  bomb  explosion,  it  can  frequently  tell  not  only  the 
type  of  explosive  that  was  involved,  but  in  many  cases  can  tell  who 
the  actual  manufacturer  was. 

explosives  tracing 

Mr.  Steed.  In  some  crime  areas,  one  of  the  ways  of  detecting  the 
criminal  is  being  able  to  trace  the  ingredients  he  uses  in  some  illegal 
product,  since  it  sometimes  takes  a  number  of  rather  unusual  mate- 
rials. Do  you  have  any  capability  of  going  back  and  tracing  the  dif- 
ferent tvpes  of  elements  that  go  into  explosive  materials? 

Mr.  Da%t[s.  Yes,  sir.  It  is  rather  limited  now.  Secretary  Morgan 
has  authorized  ATF  to  coordinate  the  efforts  of  several  agencies.  As 
you  know,  there  are  many  Government  agencies  that  are  interested 
in  tagging  explosives,  so  that  not  only  can  they  be  detected  before 
explosion,  as  when  you  are  boarding  an  airplane  or  when  they  are 
concealed  in  a  building,  or  something  of  this  kind,  but  also  ones  that 
have  been  exploded.  By  use  of  these  taggant  materials  we  are  able 
to  trace  it  back  to  the  manufacturer,  and  many  times  to  the  day  on 
which  it  was  manufactured.  There  has  been  some  research  and  de- 
velopment in  this  area.  We  just  recently  took  the  proponent  agency 
role  in  this  so  that  we  hope  to  be  able  to  coordinate  all  the  efforts 
of  these  agencies  and  come  up  with  a  practical,  reliable  means  of 
tagging  explosives. 
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CONVICTIONS 

Mr.  Steed.  I  notice  that  you  had  about  a  65-percent  conviction 
record  on  the  firearm  type  of  crimes  you  brought  in,  and  considerably 
better  than  that  on  other  types.  What  seems  to  be  the  problem  with 
getting  convictions  with  explosives  and  firearms? 

Mr.  Davis.  As  with  any  prosecutive  record,  there  are  a  number  of 
elements  involved  here.  I  might  say  that  over  a  period  since  1968, 
our  conviction  rate  is  about  78  percent.  This  65-percent  convi'ction 
rate  represents  the  fiscal  year  1972. 

I  would  suspect  that  the  emotional  factors  surrounding  Federal 
gun  control  might  have  something  to  do  with  this.  In  some  cases, 
probably  there  is  not  a  great  deal  of  sympathy  with  the  Federal 
gun  control  principle,  so  that  it  would  be  very  hard  to  really  zero 
in  on  the  exact  factors  that  might  be  involved. 

Mr.  Steed.  Are  there  difficulties  in  the  cases  that  involve  firearms 
or  explosives  ? 

Mr.  Davis.  No,  sir,  I  would  say  primarily  firearms.  We  have  had 
some  very  successful  prosecutions  in  the  case  of  explosives.  They 
tend  to  be  more  dramatic,  because  generally  considerable  property 
damage  or  lives  are  involved. 

We  are  focusing  to  the  extent  we  can  on  the  types  of  cases  that  we 
think  would  have  more  prosecutive  appeal,  more  significance  and 
this  type  of  thing. 

illicit  liquor 

Mr.  Steed.  I  see  where  you  said  you  knocked  off  over  1,000  moon- 
shine operations.  What  is  the  situation  today  ?  Is  the  quality  of  moon- 
shine liquor  still  as  terrible  as  it  was  a  few  years  ago  when  we 
inspected  the  Atlanta  laboratory? 

Mr.  Davis.  Yes,  sir ;  it  hasn't  improved  a  bit.  They  are  still  using  old 
automobile  radiators.  As  you  can  see  from  the  pictures  there,  the 
conditions  surrounding  them  are  terrible.  In  fact,  as  the  pressure  grows 
on  the  moonshiner,  the  conditions  surrounding  his  operation  get  worse 
all  the  time.  He  tends  to  use  cheaper  equipment  and  this  sort  of  thing. 

As  you  know,  perhaps,  we  have  engaged  in  a  fairly  comprehensive 
public  information  campaign  to  advise  the  people  who  might  drink 
moonshine  whiskey  of  the  dangers  from  lead  poisoning,  and  this  sort 
of  thing,  but  the  conditions  are  still  very  bad. 

Mr.  RoBisoN.  If  the  chairman  would  yield,  I  accompanied  him  on 
that  trip  to  Atlanta  some  years  back.  I  might  say  that  had  I  ever  been 
so  minded  as  to  sample  the  wares  of  a  moonshiner,  after  seeing  the 
exhibition  down  there  years  ago,  I  swore  off  forever. 

Mr.  Davis.  Yes,  sir. 

Mr.  Steed.  In  other  words,  it  is  not  just  a  drinkable  commodity  that 
they  are  just  evading  the  tax  on.  For  people  who  drink,  this  is  really 
a  dangerous  way  to  save  money,  to  imbibe  this  quality  of  poison;  isn't 
that  right? 

Mr.  Davis.  Yes,  sir;  there  is  no  question  about  it.  This  may  have 
occurred  since  your  visit  to  Atlanta.  There  were  some  doctors  in  the 
university  who  did  some  research  in  the  case  of  pregnant  mothers  who 
drank  moonshine.  They  found  there  was  fetal  damage,  so  there  would 
be  postnatal  damage  to  the  infant,  in  the  case  of  the  mother  who  im- 


658 


bibed  moonshine  on  a  fairly  regular  basis.  There  is  a  lot  of  independent 
medical  evidence  that  supports  this. 

PERSONAL  DANGER 

Mr.  Steed.  In  the  type  of  criminal  work  you  do,  do  you  encounter 
many  situations  where  your  agents  are  confronted  with  a  dangerous 
shootout  type  of  problem  ? 

Mr.  Davis.  Yes,  sir.  We  very  frequently  have  that.  I  don't  know  that 
it  is  a  record  to  be  proud  of,  but  over  the  years  since  prohibition  we 
have  had  more  men  killed  and  injured  in  the  line  of  duty  than  any 
other  agency.  It  is  a  frequent  occurrence.  Fortunately  we  haven't  had 
any  men  killed  in  the  last  year  or  two.  We  have  had  three  or  four  of 
them  shot. 

For  example,  one  of  our  men  was  assisting  a  BNDD  agent  on  a  raid, 
and  he  was  shot  with  a  shotgun  as  they  were  taking  the  prisoners  out. 
We  had  an  officer  in,  I  think  it  was.  North  Carolina  who  was  recently 
shot  in  an  encounter  with  a  moonshiner.  It  is  a  hazardous  occupation. 
Of  course,  our  people  who  are  undercover  probably  face  the  greatest 
danger  because  generally  they  are  alone.  They  frequently  are  out- 
numbered by  the  people  they  are  dealing  with.  While  we  try  to  keep 
them  covered,  in  terms  of  some  communication  with  them,  it  isn't 
always  possible  to  reach  them  in  time. 

REGULATORY   ENFORCEMENT 

Mr.  Steed.  In  the  other  phase  of  your  activity,  is  that  mostly  just 
an  inspection  and  collection  function  ? 

Mr.  Davis.  No,  sir.  It  goes  beyond  that.  We  have  really  two  ways  in 
which,  for  example,  the  distilled  spirits  industry  is  regulated,  both 
from  a  consumer  and  a  tax  administration  standpoint.  We  have  a  num- 
ber of  officers  actually  stationed  at  the  distilled  spirits  premises.  They 
in  effect  conduct  sort  of  over-the-shoulder  supervision  of  the  operations 
of  the  plant,  to  make  sure  that  the  proper  amount  of  tax  is  paid,  that 
there  are  no  shortcuts,  for  example,  on  proof,  on  fill,  to  make  sure  that 
the  labels  conform  to  the  product  in  the  bottle. 

We  have  reduced  this  type  of  activity  through  a  restructuring  pro- 
gram of  this  group.  The  one  we  rely  on  primarily  is  the  one  we  call 
the  inspector,  who  makes  periodic  visits  to  the  premises.  This  includes 
a  variety  of  premises — the  distilled  spirits  plant,  the  brewery,  the 
winery,  the  tobacco  plant — and,  of  course,  less  frequently  those  people 
who  use  specially  denatured  alcohol  in  products,  so  that  it  won't  be 
diverted.  The  hospitals  and  universities  use  tax-free  alcohol,  which  is 
190  proof  but  which  is  drinkable.  We  must  make  sure  that  this  isn't 
being  diverted  out  into  illegal  channels. 

bonded   WAREHOUSES 

Mr.  Steed.  What  is  a  bonded  warehouse,  and  what  relationship  do 
you  have  to  the  operation  ? 

Mr.  Davis.  A  bonded  warehouse  is  one  in  which  whiskey  has  been 
stored  for  aging.  The  concept  is  what  is  called  joint  custody.  In  other 
words,  the  Government  and  the  proprietor  have  joint  custody  of  that 
warehouse. 
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Mr.  Steed.  In  this  case  you  would  be  the  Government  ? 

Mr.  Davis.  Yes,  sir,  and  there  is  a  Government  lock  on  that  ware- 
house door  so  that  the  proprietor  can't  enter  that  warehouse  either  to 
put  more  whiskey  in  for  aging  or  to  take  whiskey  out,  unless  there  is  a 
Government  officer  available  to  unlock  the  Government  lock,  let  him 
in,  and  to  record  the  whiskey  that  goes  in  and  out. 

There  is  a  provision  for  emergencies,  a  fire  or  something,  where 
they  can  break  the  Government  lock,  but  it  is  investigated  fully.  In 
effect,  the  bonded  warehouse  is  under  Government  control.  A  Govern- 
ment officer  has  to  be  present  when  it  is  entered.  One  of  these  people, 
whom  we  call  on-premises  inspectors,  is  actually  stationed  there. 

Mr.  Steed.  How  many  operations  of  that  type  would  you  estimate 
there  are  in  the  Country  ? 

Mr.  Davis.  Bonded  warehouses  ?  There  are  several  hundred.  I  have 
the  figures  here. 

Mr.  Steed.  You  can  supply  that  for  the  record.  This  is  just  for  the 
purpose  of  getting  some  concept  of  the  scope  of  this  type  of  activity. 

TAX    assessment 

Mr.  Steed.  One  time  I  visited  a  winery.  They  had  a  brandy  tank 
and  they  showed  us  how  it  worked.  It  was  built  on  a  scale.  The  Gov- 
ernment agent  put  a  seal  on  it  when  they  started.  I  was  impressed  with 
the  fact  that  the  Government  did  its  weighing  and  checking  of  its 
tanks  at  the  beginning  of  the  operation,  so  that  if  there  was  any  evap- 
oration or  spillage  or  anything  later  on,  that  would  be  at  somebody 
else's  expense.  Do  you  still  do  that  sort  of  thing  ? 

Mr.  Davis.  Yes,  sir.  Mr.  Chairman,  our  theory  is  that  we  are  to  collect 
100  percent  of  the  tax  due  the  Government,  no  more,  no  less,  on  spirits. 
There  is  a  provision  for  the  distiller,  for  example,  at  the  time  he  is 
bottling  whiskey,  to  be  given  a  bottling  loss.  This  represents  a  per- 
centage of  the  product,  and  if  his  losses  go  up  to  that  amount,  then  we 
will  give  him  tax  credit.  If  they  go  over  that  amount,  then  it  is  his 
responsibility.  We  make  a  tax  determination  at  the  beginning  of  the 
process,  and  then  when  he  removes  the  bottled  whiskey  from  his  ware- 
house, we  offset  that  back  against  the  beginning,  so  that  the  tax  be- 
comes due. 

In  answer  to  your  earlier  question,  there  are  319  distilled  spirits 
plants  in  the  United  States,  and  275  of  those  actually  have  warehouses 
where  whiskey  is  being  aged. 

BUDGETARY  REDUCTIONS 

Mr.  Steed.  Wliat  is  the  cause  of  the  $2.5  million  reduction  in  your 
budget  request  for  1974  ?  How  are  you  absorbing  that  ? 

Mr.  Davis.  The  absorption  is  being  made  by  reducing  the  application 
of  special  agent  manpower  to  the  illicit  liquor  problem  by  176  man- 
years  or  $3,224,000,  we  are  reducing  our  program  for  compliance  in- 
spections at  licensed  firearms  dealers  by  21  man-years  or  $397,000,  and 
we  are  eliminating  the  tax  delinquency  investigations  by  $629,000. 

Mr.  Steed.  These  reductions  are  brought  about  by  improvement  in 
efficiency,  your  operational  methods,  and  effectiveness,  rather  than 
neglect  of  a  problem,  or  is  it  some  of  both  ? 
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Mr.  Davis.  Well,  sir,  we  feel  that  with  the  budget  that  has  been  re- 
quested, we  can  perform  our  primary,  most  important  responsibilities, 
and  at  the  same  time  it  will  give  us  an  opportunity  to  study  our  or- 
ganization, our  program  priorities,  and  other  facets  of  our  work. 

Mr.  RoBisoN.  Will  the  chairman  yield  ? 

Mr.  Steed.  Yes. 

Mr.  RoBisoN.  That  is  a  good  answer,  but  the  justifications  indicate 
that  somebody,  somewhere  in  the  Bureau,  may  think  otherwise.  The 
justifications  show  this,  and  I  don't  know  who  wrote  them,  in  relation 
to  the  illicit  liquor  activity  force  reduction,  176  man-years  at  $3,224,000, 
and  I  quote : 

This  reduction  necessitated  by  fund  limitations  and  the  personnel  ceiling 
imposed  for  1974  will  result  in  24-percent  less  manpower  being  applied  to  this 
important  program.  The  program  had  already  been  reduced  in  its  effectiveness 
by  the  necessary  redeployment  and  reapplication  of  manpower  to  meet  the 
Bureau's  responsibility  under  the  Gun  Control  Act  of  1968,  title  XI  of  the  Or- 
ganized Crime  Control  Act. 

I  have  to  ask,  really,  whether  this  is  a  wise  reduction?  On  page  4 
of  your  prepared  statement,  Mr.  Davis,  you  talk  about  the  importance 
of  this  work  against  illicit  liquor,  and  the  results  of  the  seizures  of 
2.1  million  gallons  obtained  by  your  Bureau — congratulations  for  it — 
in  1972.  You  tell  us  that  that  could  have  represented  a  Federal  tax 
loss  of  $22.9  million  had  these  distilleries  been  allowed  to  go  undetected. 

ORGANIZATIONAL   STUDIES 

Mr.  Davis.  Yes,  sir.  We  think  one  of  the  things  that  this  will  give 
us  an  opportunity  to  do  is  to  study  our  manpower  deployment  in  terms 
of  our  various  responsibilities.  Of  course,  one  of  the  things  that  is 
required,  in  the  absence  of  just  a  complete  manpower  availability, 
which  nobody  has  the  luxury  of,  is  determining  how  we  should  deploy 
our  manpower  in  terms  of  firearms,  explosives,  illicit  liquor  on  a  prior- 
ity basis.  We  are  undertaking  such  a  study  to  determine  where  our 
manpower  should  be  deployed. 

Mr.  RoBisoN.  But  the  cutback  in  the  illicit  liquor  activity  may,  and 
probably  will,  result,  in  your  opinion,  in  some  lost  revenues  to  the 
Federal  Government. 

Mr.  Davis.  Sir,  it  is  always  very  difficult  to  make  that  kind  of  a 
judgment,  since  it  is  an  illegal  activity.  Of  course,  we  have  some  forces 
at  work  here,  not  only  the  pressure  that  is  being  applied  by  law  en- 
forcement officers  to  the  illicit  liquor  problem.  There  are  some  econom- 
ic or  social  forces,  we  think,  at  work  which  are  tending  to  reduce  the 
illicit  liquor  problem. 

Mr.  RoBisoN.  It  is  a  balancing  act.  We  recognize  that  fact,  and  we 
understand  the  situation  in  which  you  find  yourself,  and  we  are  not 
trying  to  force  additional  employees  on  you  if  you  don't  want  or  need 
them.  In  fact,  our  tendency  is  usually  to  go  in  the  other  direction.  On 
the  other  hand,  we  are  well  aware  of  the  good  benefit/cost  ratio  of 
dollars  spent  in  efforts  of  this  sort,  so  it  is  something  that  we  will 
want  to  consider  carefully.  Thank  you,  Mr.  Chairman. 

MANPOWER  ALLOCATIONS 

Mr.  Steed.  Let  me  ask  it  this  way.  Suppose  that  the  reduction  had 
not  been  placed  in  the  budget.  Then  you  would  be  in  the  position  of 
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asking  for  the  same  amount  of  manpower  that  you  now  have.  Would 
there  have  been  a  24-percent  reduction  at  this  date  in  time  in  the 
illicit  liquor  activity  ? 

Mr.  Davis.  Well,  sir ;  again  it  would  be  difficult  to  predict.  As  you 
know,  in  the  law  enforcement  business  you  tend  to  react  to  specific 
situations  in  the  broad  sense.  In  other  words,  if  a  rash  of  illegal  ex- 
plosions had  taken  place,  such  as  it  did  in  the  summer  of  1970,  then 
we  would  tend  to  devote  more  of  our  special  agent  manpower  in  this 
direction.  On  the  other  hand,  if  there  had  been  an  upswing  in  illicit 
firearms  activity,  we  would  tend  to  go  that  way. 

If  illicit  liquor,  for  example,  had  upsurged,  in  terms  of  size  and 
number  of  illicit  distilleries,  we  probably  would  have  surged  that 
way.  That  is  one  reason  why  it  makes  it  a  little  difficult  for  long  range 
planning  in  law  enforcement. 

Mr.  Morgan.  I  would  think  in  part,  Mr.  Chairman,  that  it  reflects 
a  considered  policy  decision  by  the  Treasury  Department.  In  any 
emerging  bureau,  we  are  concerned,  that  in  the  first  year  when  we  are 
making  transfers,  we  have  a  tight  ship  so  we  continue  to  do  as 
well  as  we  have  been  doing.  Of  course,  in  the  process  of  transferring 
an  inspection  division,  getting  inspectors  and  making  sure  that  things 
run  right,  we  have  made  a  considered  judgment  to  take  these  kinds 
of  cuts  at  tliis  time.  Once  we  have  got  the  operation  running  right, 
we  may  have  to  ask  for  more  people  in  order  to  continue  doing  a  good 
job. 

BOMBING  MOTIVES 

Mr.  Steed.  In  my  opinion  there  is  probably  no  more  dastardly,  un- 
derhanded, inhuman  thing  on  earth  than  bombs,  and  if  I  had  my  way 
about  it,  no  one  would  ever  plant  bombs,  but  once  in  his  lifetime. 
How  serious  is  this  menace  nationally  ?  Do  you  have  any  way  in  your 
contact  with  other  law  enforcement  people  throughout  the  country 
or  as  you  talk  to  people  who  plant  bombs,  to  find  out  something 
about  what  makes  that  kind  of  of  a  human  being  tick  and  what  their 
motivation  is?  What  is  your  general  opinion  about  our  problem  in 
this  field? 

Mr.  Davis.  We  have  found  in  our  experience,  and  as  mentioned,  we 
have  been  involved  in  this  in  one  way  or  another  since  1968,  there  are 
three  general  categories  of  motivations  here.  One  of  them  of  course 
is  the  political-social  unrest  type  of  thing.  Another  one  is  labor  dis- 
putes. The  third  one,  of  course,  is  the  one  where  you  have  the  per- 
sonal motive.  For  example,  sir,  in  Oklahoma,  you  will  recall  there 
were  a  number  of  bombings  there  surrounding  witnesses,  a  judge  and 
others.  We  worked  very  closely  with  the  local  authorities  in  Okla- 
homa. The  purpose  of  the  bombing  was  to  get  rid  of  witnesses  and 
to  kill  oflp  the  crime  opposition. 

Bombing  appears  to  us  to  stay  on  sort  of  a  steady  level,  except  when 
you  have  certain  political  events  that  happen.  Then  it  will  take  an 
upsurge.  I  can  give  you.  for  example,  very  quickly  some  of  the  figures 
that  we  have,  which  will  give  you  a  reflection.  This  is  by  no  means 
comprehensive.  We  are  currently  developing  a  bombing  incident  re- 
port system.  Hopefully,  in  future  appearances,  we  can  give  you  a  very 
comprehensive  report.  ATF  was  involved  from  March  1971  through 
June  1972,  a  period  of  about  13  months.  We  made  investigations  into 
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1,210  explosions.  Most  of  these  were  bombings.  Some  of  them  were  acci- 
dental explosions.  There  were  675  thefts  oi  explosive  materials,  and 
952  bomb  threats. 

Mr.  Morgan.  Mr.  Chairman,  from  the  law  enforcement  standpoint 
we  are  noting  a  fourth  developing  category,  that  of  international  ter- 
rorism as  an  addition  to  the  whole  bomb  explosives  problem. 

Mr.  Steed.  I  will  have  some  more  questions  later  on,  but  right  now 
I  am  going  to  move  along  to  some  of  the  other  Members.  I  will  now 
recognize  the  gentleman  from  New  York,  Mr.  Kobison. 

BOMB  THREATS 

Mr.  RoBisoN.  Mr.  Morgan,  or  Mr.  Davis,  to  continue  the  dialog  you 
just  had  with  the  chairman,  what  is  the  jurisdiction  of  the  Bureau 
in  bombing,  or  bombing  threat,  cases  ? 

Mr.  Davis.  I  hope  I  am  being  responsive.  In  the  1970  law,  the 
Organized  Crime  Control  Act,  title  XI,  while  ATF  was  given  general 
responsibility  over  regulations  of  Federal  explosives,  there  were  six 
sections,  six  criminal  acts,  in  which  the  Department  of  Justice  and  the 
Department  of  Treasury  had  concurrent  jurisdiction.  We  have  ne- 
gotiated, entered  into  agreement,  and  have  understanding  with  the 
FBI  where  these  jurisdictions  would  be  divided. 

At  the  present  time,  with  respect  to  those  six  sections,  ATF  has  the 
ones  that  relate  to  the  interstate  transportation  of  explosives  with  will- 
ful intent  to  commit  a  criminal  act,  and  also  bombings  which  affect 
properties  which  are  in  or  affect  interstate  commerce.  Since  the  signing 
of  this  agreement,  the  bomb  threat  jurisdiction  rests  with  the  Federal 
Bureau  of  Investigation. 

Mr.  RoBisoN.  Is  there  Federal  jurisdiction  in  all  such  cases?  This  is 
what  I  am  seeking  to  find  out,  or  is  it  a  mixed.  State  versus  Federal 
jurisdiction?  In  other  words,  do  you  have  to  wait  to  be  called  in  by  a 
State  authority  ? 

Mr.  Davis.  No,  sir.  It  would  be  very  difficult  to  imagine  any  bomb- 
ing incident,  including  possession  of  explosives,  actual  detonation  or 
bomb  threats  where  there  wouldn't  be  Federal  jurisdiction.  In  many 
cases  there  are  concurrent  State  or  local  jurisdictional  responsibilities, 
and  of  course  in  some  cases  by  reason  of  the  nature  of  the  incident, 
the  Federal  Government  wouldn't  be  involved,  because  it  was  not  of 
sufficient  importance. 

COMPARISON    WITH    PAST    YEARS 

Mr.  RoBisoN.  Is  it  fair  to  ask  you  to  compare  the  records  of  activity 
and  investigations  made  in  cases  submitted  for  prosecution  to  prior 
years?  Is  your  Bureau  so  new,  and  different  now  from  what  it  used 
to  be  when  it  was  just  another  part  of  IRS,  that  contrasting  figures 
would  be  of  not  much  use  to  us  ? 

Mr.  Davis.  I  really  believe  that  if  you  took  the  prosecutive  results 
of  our  organization  as  a  division  as  compared  to  the  Bureau  there 
would  be  validity  to  the  comparison. 

Mr.  RoBisoN.  Let's  go  at  it  this  way.  On  page  2  you  tell  us  how  many 
man-hours  your  people  put  in  last  year  doing  their  various  jobs.  Out 
of  those  investigations,  you  say,  came  7,005  criminal  cases  which  were 
forwarded  to  the  Department  of  Justice  with  a  recommendation  for 


663 

prosecution.  What  I  am  seeking  is,  is  there  some  contrasting  statistic 
from  prior  yeare,  to  show  Avhether,  overall,  this  general  activity  is 
being  investigated  at  the  same  intensity,  is  holding  level,  or  is  drop- 
ping behind  former  yeare  under  other  responsibilities.  Do  you  have 
something  like  that  ? 

Mr.  Davis.  Yes,  sir.  For  example,  a  comparison  of  fiscal  year  1971, 
when  we  were  a  division,  our  arrests  for  firearms  violations  totaled 
2,223.  For  fiscal  year  1972 — actually  these  were  both  divisions  on  a 
fiscal  year  basis — there  were  2,507  arrests  for  firearms  violations. 
Since  we  are  in  the  midst  of  the  1973  fiscal  year,  I  don't  have  any  fig- 
ures with  me. 

Mr.  RoBisON  Since  you  didn't  prepare  for  that  kind  of  a  question 
maybe  you  would  like  to  do  a  little  work  on  it  and  submit  something 
for  the  record,  to  help  show  us  the  level  of  activity,  and  how  this 
Bureau  is  doing,  as  a  more  or  less  independent  operation. 

[The  information  follows :] 

WORKLOAD  DATA 

1971  1972  1973  1974 

actual  actual        estimate  estimate 

Regulatory  enforcement: 
Revenue  control: 

Onsite  inspections  completed' 22,673  21,675  23,400  16,290 

Recurring  inspections' 32, 125  46,800 

Permits  issued,  amended,  and  terminated 24,471  21,492  22,500  22,500 

Claims,  offers-in-compromise  and  assessments  reviewed 
and  processed _ _         39,146  36,466  37,300  37,300 

Revenue  collected  (In  millions): 

Distilled  spirits $3,521  $3,761  $4,050  $4,352 

Wine. 175  181  185  190 

Beer 1,104  1,168  1,225  1,300 

Tobacco  products 2,207  2,207  2,231  2,256 

Total  revenue 7,007  7,317  7,691  8,098 


Alcoholic  beverage  labeling  and  trade  practices: 

Certificates  of  labei  approval  issued  (in  thousands) 50.8  59.4  50.0  50 

Formulas  and  labels  examined: 

Formulas  for  nonbeverage  food,  flavors,  and  medic- 
inal products __  2,010  2,100  2,200  2,200 

Formulas  for  specially  denatured  articles 3,897  4,151  4,300  4,300 

Label  requestsforalcoholictoiletries, medicines, etc..  8,286  6,873  6,500  6,500 

Rectified  products 1,197  1,089  1,200  1,200 

Wine _  215  293  250  250 

Criminal  enforcement: 

Illicit  liquor  operations: 
Seizures: 

Distilleries 2,272  2,090  2,000  1,840 

Stills  at  distilleries 3,327  2,981  2,400  2,100 

Non-tax-paid  distilled  spirits  (gallons) 78,878  67,582  49,000  38,000 

Mash  (gallons) 1,387,986  1,238,917  800,000  650,000 

Cases  completed 3,506  3,298  3,000  2,300 

Arrests 3,222  3,191  2,200  1,675 

Firearms  operations: 

Application  and  compliance  investigations 43,772  62,423  50,000  16,465 

Seizures: 

Firearms 6,910  7,142  7,500  7,900 

Destructive  devices 1,085  699  735  770 

Cases  completed 2,785  3,441  3,200  4,360 

Arrests _. ._ 2,223  2,507  2,650  2,750 

Explosives  operations: 

Application  and  compliance  Investigations... 5,251  5,011  5,000  5.000 

Seizures: 

Explosives  (pounds) 1,702  4,325  4,550  4,800 

Cases  completed.. 69  266  300  390 

'  The  basic  concept  for  controlling  the  regulated  industries  has  been  altered  under  the  restructuring  program  from  one 
of  direct  supervision  to  one  of  regulation  by  inspection.  Workload  indicator  for  this  part  of  the  regulatory  enforcement  pro- 
gram will  be  "recurring  inspections,"  rather  than  tax  determinations  and  tax-free  withdrawals.  Because  of  the  combining 
of  inspector  duties,  the  recurring  inspections  will  cover  some  portion  of  the  special  and  selected  inspections  formerly 

reported  under  plant  and  permittee  operations.  This  explains  the  seeming  drop  in  onsite  inspections  and  the  increase  in 
recurring  inspections. 
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GUN  CONTROL 


Mr.  RoBisoN.  When  we  come  to  the  firearms  enforcement  field,  this 
gets  to  be  a  difficult  and,  for  legislators,  a  highly  emotional  area.  I 
remember  some  years  back,  driving  to  Florida,  the  only  time  I  have 
ever  driven  to  Florida,  and  stopping  at  a  place  which  I  won't  name 
just  south  of  the  North  Carolina  border  where,  apparently,  anyone 
could  go  in  and  buy  a  whole  variety,  at  almost  any  price  you  wanted 
to  pay,  of  handguns.  There  was,  evidently,  no  requirement  relative 
to  licensing,  identification  or  whatever. 

I  suppose  that  establishment  has  had  a  limit  of  sorts  put  on  its  op- 
erations by  virtue  of  the  Firearms  Control  Act,  but  it  is  curious, 
really,  to  note  that  you  do  have  the  five  cases  mentioned  in  South 
Carolina  that  you  highlighted,  for  our  information,  against  licensed 
firearms  dealers  involving  the  illegal  sale  of  nearly  40,000  small,  cheap, 
handguns,  which  are  finding  their  way,  Mr.  Addabbo,  to  the  streets  of 
New  York  City  and  other  large  northern  cities. 

Mr.  Addabbo.  Do  you  want  to  come  up  and  make  an  investigation  ? 

Mr.  RoBisoN.  No ;  I  don't  really  need  to  do  that,  but  I  know  it  is  a 
fact,  and  I  know  this  is  one  of  our  basic  problems.  I  might  ask  Mr, 
Morgan,  for  informational  purposes,  does  the  administration  still 
have  an  interest  in  trying  to  eliminate,  or  control  in  whatever  fashion 
one  can,  the  sale  of  these  cheap  handguns,  these  small  handgims,  the 
so-called  "Saturday  night  specials?" 

Mr.  Morgan.  Yes,  sir,  very  much  so.  Congressman.  As  I  am  sure  you 
are  aware  the  President  recently  indicated  his  concern  regarding  this 
most  recent  shooting  in  "Washington  involving  the  "Saturday  night 
special."  At  that  time  he  asked  the  Attorney  General  to  make  a  com- 
prehensive review  of  all  the  facts,  and  to  submit  recommendations  for 
legislation  to  go  to  the  Congress.  I  also  believe  the  proposed  uniform 
criminal  code,  submitted  this  past  week,  contains  mandatory  minimum 
sentences  for  the  use  of  a  firearm  in  the  commission  of  a  felony. 

Mr.  Bevill.  Would  you  repeat  that,  Mr.  Secretary. 

Mr.  Morgan.  My  recollection  is  that  the  proposed  new  uniform 
criminal  code,  submitted  to  Congress  this  week,  contains  mandatory 
minimum  sentences  for  the  use  of  a  firearm  in  the  commission  of  a 
felony. 

Mr.  Addabbo.  Will  the  gentleman  yield  ? 

Mr.  EoBisoN.  Yes ;  surely. 

SATURDAY    NIGHT    SPECIALS 

Mr.  Addabbo.  On  the  question  of  the  so-called  "Saturday  night  spe- 
cial," during  your  investigation  were  many  of  these  American  pro- 
duced or  foreign  produced  ? 

Mr.  Morgan.  Which  investigation  is  that?  The  Attorney  General 
is  currently  looking  at  the  entire  question.  Perhaps  the  Director  could 
respond  in  terms  of  the  seizure  question,  as  to  the  difference  in  im- 
ported and  domestic  firearms  of  this  type. 

Mr.  Davis.  Generally,  the  Gun  Control  Act  of  1968  has  been  quite 
successful  in  preventing  the  importation  of  cheap  handgims  into  the 
United  States.  As  you  are  aware,  the  law  did  not  prohibit  the  impor- 
tation of  pai"ts.  It  is  our  estimate,  based  on  importation  figures,  that 
since  the  Gun  Control  Act  was  enacted,  there  have  been  sufficient  parts 
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imported  into  the  United  States  to  assemble  4  million  handguns  of  this 
particular  type. 

So,  to  answer  your  question,  there  would  be  a  mix  of  these. 

There  are  presently  guns  assembled  from  foreign  parts  and  do- 
mestically produced  guns  that  would  fall  generally  into  the  "Saturday 
night  special"  category. 

The  guns  involved  in  the  case  in  South  Carolina  were  again  a  mix- 
ture of  the  assembled  and  domestically  produced  firearms. 

In  the  latest  case  of  this  series  in  South  Carolina,  the  dealer  dis- 
posed of  3,600  cheap  handguns  and  the  New  York  City  police  have 
already  seized  122  of  them  in  crimes  of  murder,  armed  robbery,  and 
assault. 

Tlie  Gun  Control  Act  did  give  us  the  investigative  lead  that  is 
needed  to  discover  these  kinds  of  violations  which  would  not  have  been 
possible  before  the  1968  Gun  Control  Act. 

EFFICACY   OF   GUN   CONTROL   ACT   OF    19  68 

Mr.  EoBisoN.  There  are  moves  in  Congress  for  the  repeal  of  the  Gun 
Control  Act.  Would  it  be  your  judgment,  as  a  police  officer,  with  the 
responsibility  you  have  for  working  with,  and  trying  to  enforce  and 
apply  this  particular  law,  that  it  should  not  be  repealed  ? 

Mr.  Davis.  I  referred  earlier  to  the  fact  that  in  February  we  traced 
1,400  firearms  used  in  crimes.  There  are  about  800  State  and  local 
agencies  using  our  service  and  about  15  Federal  agencies.  Our  tracing 
success  is  about  80  percent.  This  would  not  have  been  possible  under 
the  law  prior  to  1968.  The  records  that  the  dealers  are  required  to 
maintain  certainly  provide  very  valuable  investigative  leads,  as  in  the 
case  of  the  South  Carolina  thing,  so  I  would  say  it  would  be  our  experi- 
ence that  the  1968  Gun  Control  Act  has  been  effective  for  the  purposes 
for  which  it  was  enacted. 

Mr.  RoBisoN.  To  back  up  a  need  for  such  a  law,  we  can  use  your  own 
statistics  from  page  9  of  your  longer  statement  telling  us  the  number 
of  murders  committed  in  1971,  involving  guns,  was  66  percent  of  the 
total  murders  committed  for  that  year.  Armed  robberies  increased 
175  percent,  from  1966  to  1971,  and  special  surveys  indicate  approxi- 
mately 63  percent  of  all  robberies  are  committed  with  a  firearm. 

I  don't  intend  to  draw  any  specific  conclusions  relative  to  legislative 
remedies,  or  proposals  from  this,  but  I  am  pleased  to  have  your  objec- 
tive analysis  of  the  law  that  you  try  to  enforce. 

FIREARMS   TRACING 

On  page  3  of  your  shorter  statement  you  tell  us  you  have  refined 
your  firearms  tracing  capabilities.  Can  you  tell  us  what  you  mean  in 
this  regard? 

Mr.  Davis.  Yes,  sir.  One  thing  that  w^e  have  done  is  to  centralize  it 
into  our  headquarters  office.  Earlier  we  were  trying  to  handle  it  on  a 
decentralized  basis. 

One  point  I  might  make  here  is  that  the  firearms  manufacturing  in- 
dustry cooperates  voluntarily  with  us,  providing  us  with  information 
and  the  fact  we  have  centralized  it  takes  a  great  deal  of  the  burden  off 
them. 


666 

Also,  by  centralizing  it  with  the  skilled  people  we  have  who  handle 
this  on  a  daily  basis,  we  find  we  get  much  faster  results. 

I  might  mention,  while  it  is  not  in  either  of  the  statements  that,  for 
example,  when  the  Secret  Service  provided  us  with  the  description  of 
the  gun  that  was  used  in  the  assassination  attempt  on  Governor  Wal- 
lace, we  had  traced  that  to  Arthur  Bremer  within  10  minutes  after  we 
received  the  complete  description. 

They  had  him  in  custody  at  that  time  and  this  is  only  corroborative 
evidence,  but  it  is  easy  to  imagine  if  he  had  escaped  and  dropped  his 
gun,  this  might  have  been  the  key  to  his  apprehension  and  prosecution. 

BOOTLEGGERS  AND  NARCOTICS 

Mr.  RoBisoN.  Where  you  find  the  bootlegger  has  branched  out  into 
the  drug  traffic,  is  that  an  indication  to  you  that  so-called  organized 
crime  has  some  involvement  in  these  kinds  of  activities  at  that  lower 
level? 

Mr.  Davis.  I  wouldn't  say  it  has  been  our  experience  that  organized 
crime,  as  it  is  commonly  known,  would  necessarily  be  involved.  Maybe 
only  as  a  source  of  supply  of  narcotics,  but  in  every  region  of  the  coun- 
try there  are  sort  of  regional  organized  groups  that  perhaps  don't 
qualify  for  the  organized  crime  or  Cosa  Nostra  definition.  We  find 
these  are  true,  but  it  really  makes  sense  when  you  think  about  it,  that 
an  illegal  operation  which  is  set  up  to  distribute  alcohol  would,  by  the 
same  token,  be  the  same  organization,  the  same  distribution  channels 
being  effective  in  the  distribution  of  narcotics. 

In  the  longer  statement,  the  general  statement,  we  have  given  two 
or  three  examples  where  we  have  discovered  this  happening. 

Mr.  RoBisoN.  You  tell  us  you  have  been  given  the  responsibility  of 
coordinating  intelligence  on  organized  crime  as  gathered  by  other 
agencies.  How  have  you  gone  about  that  ? 

Mr.  Davis.  We  have  17  strike  force  representatives,  one  on  each  of  the 
organized  crime  forces. 

These  men  receive  intelligence  on  organized  crime  activity  from  all 
of  the  participating  agencies.  This  is  transmitted  to  our  headquarters 
office,  and  in  turn  that  is  transmitted  into  the  Department  of  Justice 
organized  crime  files. 

prosecutions 

Mr.  RoBisoN.  When  the  chairman  asked  you  about  the  difference  be- 
tween firearms  and  explosive  violations  and  liquor  violations,  insofar 
as  the  percentage  of  successful  court  prosecution  was  concerned,  can 
you  tell  us  anything  in  addition  to  what  you  told  him  about  the  kind 
of  sentencing  pattern  you  are  getting  in  these  kinds  of  crimes? 

Mr,  Davis.  It  varies  a  great  deal  between  court  jurisdictions.  In  some 
court  jurisdictions,  of  course,  there  are  different  attitudes  and  different 
degrees  of  leniency  or  severity. 

Generally  we  have  found  in  the  explosive  cases  that  we  continue 
to  get  very  good  sentences.  I  recall  one  in  Orlando  we  made  which 
involved  a  labor  dispute  where  each  of  the  two  men  got  16  years  to 
serve  in  the  Federal  penitentiary. 

In  illicit  liquor  cases,  it  tends  to  depend  upon  the  number  of  times 
that  a  person  has  ben  apprehended  for  illicit  liquor  violations.  Almost 
invariably,  if  it  is  his  first  apprehension,  he  will  receive  probation. 
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Then,  depending  on  the  court,  either  the  second  or  third  time  he  will 
receive  an  active  sentence. 

In  firearms,  I  think  it  depends  to  some  extent  upon  the  criminal 
record  of  the  perpetrator  and,  again,  depending  on  that  criminal 
record,  it  would  have  an  effect  upon  the  sentence  he  receives. 

Mr.  RoBisoN.  You  are  a  good  witness,  and  I  am  glad  to  have  you 
in  the  job  you  hold. 

Can  somebody  give  me  a  breakdown  of  personnel  in  the  Bureau? 
How  many  people  do  you  have  ? 

AUTHORIZED  PERSONNEL 

Mr.  Davis.  At  the  present  time — I  am  now  looking  at  the  authorized 
positions  for  fiscal  year  1973 — we  have  4,236  positions  authorized. 
The  breakdown  shows  1,697  special  agents,  923  inspectors,  and  1,616 
other. 

I  might  tell  the  committee  this  "other"  includes  a  large  variety 
of  people,  and  hopefully  the  system  we  are  developing  now  will  give 
a  better  picture  of  the  exact  categories. 

This  "other"  includes  such  things  as  lawyers ;  it  includes  chemists ; 
it  includes  professional  people  working  on  tax  returns,  so  it  is  a  very 
large  category  which  we  are  going  to  break  down.  We  just  weren't 
prepared  for  it  at  this  hearing. 

Mr.  RoBisoN.  The  1974  level  would  be  what,  compared  to  that? 
What  is  the  request  ? 

Mr.  Davis.  For  fiscal  1974,  the  level  is  1,423  investigators;  923 
inspectors,  and  1,669  "other." 

Mr.  RoBisoN.  What  is  your  total  ? 

Mr.  Davis.  The  positions  for  1973  total  4,236;  and  for  1974,  the 
positions  total  4,015.  For  1973,  the  man-years  total  3,915;  and  for 
1974,  3,805. 

HOUSING  FOR  BUREAU 

Mr,  RoBisoN.  Where  are  you  physically  located  now,  the  Bureau? 

Mr.  Davis,  We  are  presently  occupying  three  locations.  Our  main 
force — that  is,  the  headquarters  in  Washington — is  in  the  Internal 
Revenue  Building.  We  are  also  occupying  temporary  space  on  15th 
Street  in  the  Edmonds  Building,  and  we  are  also  occupying  a  few 
thousand  square  feet  in  the  Post  Office  Headquarters  Building,  some- 
times referred  to  as  the  Ben  Franklin  Station. 

Mr.  RoBisoN.  That  is  not  so  good,  to  be  split  up  like  that,  is  it? 

Mr.  Davis.  No,  sir. 

Mr.  RoBisoN.  Will  you  get  together  in  1974? 

Mr.  Davis,  Yes,  sir.  It  is  my  understanding  the  Treasury  Depart- 
ment will  have  the  Post  Office  Headquarters  Building  available,  and 
we  will  be  able  to  have  all  the  headquarters  components  in  that  build- 
ing, 

Mr.  RoBisoN.  There  is  an  item  in  the  budget  for  $235,000.  Is  that 
to  promote  that  centralization,  or  consolidation  ? 

Mr.  Morgan.  Yes,  sir. 

COMMUNICATIONS 

Mr.  RoBisoN.  Finally,  the  full  year  costs  for  the  Treasury  Law  En- 
forcement Information  and  Communications  System.  A  thing  called 
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"Tleics"  started  in  1973,  will  cost  $200,000.  What  does  this  system 
do  and  what  is  its  value  ? 

Mr.  Davis.  It  is  now  called  Treasury  Enforcement  Communications 
System.  There  has  been  a  change  in  the  title. 

This  is  a  system  upon  which  all  of  the  Treasury  law  enforcement 
agencies,  or  bureaus,  will  be  joined.  It  would  use  the  existing  computer 
capability  of  the  Bureau  of  Customs  located  in  San  Diego.  As  far 
as  we  are  concerned,  it  would  involve  the  placing  of  about  36  terminals 
at  our  various  special  agent-in-oharge  offices  and  regional  offices  and, 
of  course,  would  provide  certain  advantages  to  us.  One,  when  it  is 
fully  operational,  it  will  provide  us  with  direct  access  into  the  Na- 
tional Crime  Information  Center,  and  this  is  very  useful  to  us  since 
we  are  in  the  Federal  firearms  law  enforcement  business,  because  the 
stolen  firearms  are  recorded  there. 

It  also  will  have  the  capability  for  us  to  have  suspects  entered  into 
this  system,  wanted  persons.  It  will  provide  for  an  interchange  of 
information  between  the  bureaus.  As  you  know,  we  work  closely 
with  the  Bureau  of  Customs  in  such  areas  as  gun  smuggling.  This 
system  will  permit  an  immediate  interchange  of  information  between 
the  Bureau  of  Customs,  the  U.S.  Secret  Service,  and  ourselves. 

It  will  be  a  very  useful  law  enforcement  communications  system. 

Mr.  RoBisoN.  Thank  you,  Mr.  Chairman. 

Mr.  Addabbo.  I  also  compliment  you  on  your  testimony  today  and 
for  the  operation  in  your  office. 

We  are  happy  to  see  a  reduction  in  the  budget.  We  don't  see  that 
too  often. 

LOCAL   POLICE   OFFICER  TRAINING 

In  the  training  of  the  local  police  officers,  are  you  reimbursed  in  any 
way? 

Mr.  Davis.  Partially.  We  do  have  an  agreement  with  the  Law  En- 
forcement Assistance  Administration  in  which,  for  certain  approved 
courses,  they  do  pay  a  portion  of  the  cost  of  that.  But  much  of  our 
training  we  do  on  our  own  and  we  are  not  reimbursed. 

Mr.  Addabbo.  In  New  York  City  and  New  York  State  do  you  find 
a  tremendous  smuggling  in  of  cigarettes  due  to  high  tobacco  tax  and 
do  you  try  to  stop  such  smuggling  ? 

Mr.  Davis.  No,  sir,  there  is  no  Federal  jurisdiction  as  far  as  we  are 
concerned  in  this  area  at  the  present  time. 

We  are  not  directly  involved  in  that  particular  problem. 

importation  taxes 

Mr.  Addabbo.  Does  your  Operation  also  include  taxes  on  importing 
of  alcoholic  beverages  ? 

Mr.  Davis.  Yes,  sir.  The  Bureau  of  Customs  collects  the  Internal 
Revenue  tax,  the  excise  tax,  on  the  product  when  it  comes  into  the 
country,  including  the  duty  that  is  imposed. 

Mr.  Addabbo.  None  of  your  personnel  are  involved  in  that  ? 

Mr.  Davis.  No,  sir.  <!  i     t> 

We  have  taken  over,  with  the  concurrence  and  agreement  of  the  Bu- 
reau of  Customs,  certain  of  their  responsibilities  at  plants  in  the 
United  States  where  they  do  have  Customs  activities,  so  that,  since  our 
people  are  required  to  be  there  by  law  anyway,  we  have,  in  the  inter- 
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ests  of  economy,  taken  over  some  of  the  responsibilities  performed  by 
Customs  officers. 

Mr.  Addabbo.  Do  you  expect  any  more  of  your  personnel  will  be 
absorbed,  or  taken  over  by  the  Special  Task  Force  ? 

Mr,  Davis.  Well,  sir,  speaking  for  the  41,  those  people  are  placed 
there  on  detail  and  certainly  we  hope  to  recover  them — this  may  be  a 
hollow  hope — but  we  did  put  some  of  our  best  people  there  and  we 
hope  that  in  the  event  there  is  a  change  in  the  setup  with  respect  to 
narcotics,  that  these  agents  will  be  returned  to  us. 

Mr.  Addabbo.  President  Nixon  said  the  cities  are  becoming  safer  so 
maybe  we  won't  need  the  Special  Task  Forces:  and  will  get  some  of 
the  men  back. 

We  do  have,  as  the  record  clearly  shows,  problems  up  in  New  York 
City  and  we  do  hope  we  can  clear  up  some  of  those  problems  so  we  can 
use  the  men  for  other  purposes,  and  revert  them  back  to  helping  us 
achieve  $1,000  for  every  $2  spent.  We  commend  you. 

ENFORCEABILITY   OF  PROPOSED   "SATURDAY   NIGHT  SPECIAL"    BILLS 

Mr.  Edwards.  On  the  question  of  the  "Saturday  night  specials."  I 
guess  you  are  familiar  with  the  Bayh  bill,  and  similar  bills. 

What  is  the  problem  of  enforceability  of  a  law  like  that?  Can  it 
be  handled  without  too  much  difficulty  ? 

Mr.  Davis.  My  recollection  of  the  Bayh  bill  is  that  there  are  two 
or  three  parts  to  it.  One  of  them  would  concern  itself  with  elimination 
of  the  domestic  production  of  cheap  hand  guns  or  so-called  "Saturday 
night  specials." 

The  committee  possibly  has  recognized  the  fact  here  that  the  defini- 
tion of  what  constitutes  a  "Saturday  night  special"  is  the  problem  and 
a  problem  of  major  controversy. 

As  you  know,  under  the  terms  of  the  1968  Gun  Control  Act,  we 
have  in  effect  been  administering  a  law  which  affects  "Saturday  night 
specials."  The  law  there,  of  course,  is  the  sporting  criteria.  In  other 
words,  a  firearm — if  the  Secretary  finds,  or  his  delegate  finds  that  a 
firearm  that  is  to  be  imported  is  suitable  for  sporting  purposes,  then 
it  is  importable.  On  the  other  hand,  if  the  finding  is  that  it  is  not, 
of  coui"se,  it  is  not  importable. 

We  have  applied  those  criteria  in  that  situation,  I  think  witli 
success,  not  counting  the  weapons  which  were  not  even  attempted 
to  be  imported  because  of  the  knowledge  of  the  standard  we  applied. 
We  have  turned  down  permits  which  would  involve  the  importation 
of  something  like  695,000  weapons  because  they  were  not  suitable. 

factoring  criteria 

When  we  were  given  responsibility  for  administering  this  law, 
we  formed  a  committee  composed  of  leading  experts  in  the  area  of 
firearms,  and  representatives  of  the  manufacturers.  They  came  up 
with  a  factoring  criteria  involving  a  number  of  things,  such  as  the 
weight  of  the  gun,  the  length  of  the  barrel,  the  sights,  the  grips,  and 
a  number  of  other  things  w^hich  resulted  in  a  point  system. 

If  the  particular  weapon  met  the  criteria  of  that  point  system,  it 
was  importable  because  these  were  sporting  criteria.  If  it  didn't  meet 
them,  then  it  was  not  importable. 
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Mr,  Edwards.  Do  you  think  that  legislation  could  be  drafted  that 
would  give  you  sufficient  guidelines  to  allow  you  to  do  the  same  thing 
for  handguns  manufactured  in  this  country,  or  found  in  this  country  ? 

Mr.  Davis.  Yes,  sir. 

BAYH  BILL   DESCRIPTION 

Mr.  Edwards.  Do  you  feel — and  this  is  not  asking  you  a  political 
question,  but  a  technical  question— do  you  feel  that  the  Bayh  descrip- 
tion of  a  "Saturday  night  special"  is  sufficient  to  allow  you  to  enforce 
it? 

Mr.  Davis.  Again,  I  am  somewhat  hampered  since  it  has  been  some 
time  since  I  reviewed  the  provisions  of  the  Bayh  bill. 

My  recollection  of  the  criteria  there  was  that  they  in  effect  adopted 
the  sporting  criteria  contained  in  the  importation  provisions  of  the 
Gun  Control  Act  of  1968  and  I  think  with  the  added  feature  of  a  bar- 
rel length — that  may  not  be  a  very  good  recollection.  Speaking  strictly 
from  tne  standpoint  of  administrative  ability,  yes,  I  think  those  pro- 
visions could  be  administered. 

Mr.  Edwards.  Would  you  for  the  record  take  a  look,  when  you  get 
back,  at  the  Bayh  bill  and  see  if  you  need  to  change  your  answer  in 
any  way  to  conform  to  the  language  in  that  bill  ? 

Mr.  Davis.  Yes,  sir. 

I  might  say,  of  course,  the  Department  of  the  Treasury  takes  a 
position  with  respect  to  any  pending  le^slation  in  that  connection 
and,  of  course,  we  provide  whatever  advice  or  opinions  with  respect 
to  administration  that's  asked  for  by  them,  to  comment  on  legislation. 

Infobmation  fob  the  Recxjbd 

"sattjbday  night  special" 

It  is  our  belief  that  "Saturday  night  special"  legislation  of  the  type  proposed 
by  S.  2507,  the  Bayh  bill,  92d  Congress,  second  session,  and  by  a  similar  provi- 
sion in  S.  708,  the  Stevenson  bill,  93d  Congress,  first  session,  could  be  effectively 
administered  by  the  Bureau. 

The  existing  handgun  factoring  criteria  have  been  used  by  the  Bureau  for 
almost  5  years  in  determining  which  handguns  are  eligible  for  importation  under 
18  U.S.C.  925(d)  (3).  The  initial  evaluation  and  testing  of  all  handgun  models 
under  the  factoring  criteria  would,  of  course,  impose  some  administrative  burdens 
upon  the  Bureau.  We  would  not,  however,  anticipate  serious  problems  in  this 
respect  since  the  factoring  criteria  are  not  diflScult  to  apply.  A  requirement  of 
notification  to  licensees  of  approved  handgun  models  would  not  impose  significant 
administrative  problems. 
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Internal 

Revenue 

Service 


Factoring  Criteria 
for  Weapons 


Note: 

The  Internal  Revenue  Service 
reserves  the  right  to  preclude 
importation  of  any  revolver  or 
pistol  »/hich  achieves  an  ap- 
parent qualifying  score  but 
does  not  adhere  to  the  provi- 
sions of  section  925(d)(3)  of 
Amended  Chapter  44,  Title  18, 
U.S.C. 


Pistol  modeL 


Individual  characteristics  and 
factor  allowance 

Overall  length 

For  each  Vi"  over  6"  (1  value) 

Frame  construction 

Investment  cast  or 

forged  steel  (15  value) 
Investment  cast  or 

forged  HIS  alloy  {20  value) 

Weapon  weight  w/magazlne 
(unloaded) 

Per  ounce  (1  value) 

Caliber 

.22  short  and  .25  auto  (0  value) 
.22  LR  and  7.65mm  to  .380  auto 

(3  value) 
9mm  parabellum  and  over  (10  value) 

Safety  features 

Locked  breech  mechanism  (5  value) 

Loaded  chamber  indicator  (5  value) 

Grip  safety  (3  value) 

Magazine  safety  (5  value) 

Firing  pin  block  or  lock  (10  value) 

Miscellaneous  equipment 

External  hammer  (2  value) 
Double  action  (10  value) 
Drift  adjustable  target  sight  (5  value) 
Click  adjustable  target  sight 

(10  value) 
Target  grips  (5  value) 
Target  trigger  (2  value) 

Prerequisites: 

1)  The  pistol  must  have  a  positive 
manually  operated  safety  device. 

2)  The  combined  length  and  height 
must  be  in  excess  of  10"  with  the 
height  (right  angle  measurement  to 
barrel  without  magazine  or  extension) 
being  at  least  4"  and  the  length  being 
at  least  6". 

Score  achieved 


Sub-total 
(points) 


Qualifying  score  is  75  points 


Revolver  modeL 


Individual  characteristics  and 
factor  allowance 

Barrel  length 

(muzzle  to  cylinder  face) 

Less  than  4"  (0  value) 
For  each  Va  "  over  4"  (Vz  value) 
Frame  construction 
Investment  cast  or 

forged  steel  (15  value) 
Investment  cast  or 

forged  HTS  alloy  (20  value) 
Weapon  weight  (unloaded) 
Per  ounce  (1  value) 
Caliber 

.22  short  to  .25  ACP  (0  value) 
.22  LR  and  .30  to  .38  S&W  (3  value) 
.38  special  (4  value) 
.357  mag  and  over  (5  value) 
Miscellaneous  equipment 
Adjustable  target  sights 

(drift  or  click)  (5  value) 
Target  grips  (5  value) 
Target  hammer  and 

target  trigger  (5  value) 
Prerequisites: 

1)  Must  pass  safety  test. 

2)  Must  have  overall  frame  (with  con- 
ventional grips)  length  (not  diagonal) 
of  4V2"  minimum. 

3)  Must  have  a  barrel  length  of  at 
least  3". 

Safety  test: 

A  Double  Action  Revolver  must  have 
a  safety  feature  which  automatically 
(or  in  a  Single  Action  Revolver  by 
manual  operation)  causes  the  ham- 
mer to  retract  to  a  point  where  the 
firing  pin  does  not  rest  upon  the 
primer  of  the  cartridge.  The  safety 
device  must  withstand  the  impact  of  a 
weight  equal  to  the  weight  of  the 
revolver  dropping  from  a  distance  of 
36"  in  a  line  parallel  to  the  barrel 
upon  the  rear  of  the  hammer  spur, 
a  total  of  5  times. 

Score  achieved 


Sub-total 
(points) 


Qualifying  score  is  45  points 


Form  4S90  (11-69) 
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Mr.  Edwards.  Let  me  say  again,  I  am  not  trying  to  get  you  into  a 
political  question  of  the  Tightness  or  wrongness  of  regulating  "Satur- 
day Night  Specials."  I  am  interested  in  the  description  as  to  whether 
it  would  be  an  enforceable  description.  Whether  the  description  would 
give  you  any  problem  of  enforcement. 

FIREARMS    TRACING    CAPABILITY 

You  referred  to  the  New  Orleans  case  and,  I  think  also  the  Bremer 
case,  with  regard  to  the  time  it  took  you  to  track  down  the  ownership 
of  the  weapon  in  question.  Is  this  a  standard  procedure  so  that  the 
times  you  have  given  us  in  those  two  instances  are  about  what  you  can 
do  in  most  any  case  ? 

Mr.  Davis,  Well,  sir,  I  must  say  that  in  each  of  those  cases,  because 
of  the  sensitivity  of  the  situation,  we  gave  it  expedited  treatment,  but 
I  would  say  if  we  have  a  domestically  produced  firearm,  that  cer- 
tainly we  can  trace  it  within  a  matter  of  1  or  2  hours. 

I  might  point  out  also  that  we  have  Telex  communications  capa- 
bilities with  the  manufacturers  of  firearms  in  14  foreign  countries  so 
that — now,  here,  of  course,  because  of  the  time  difference,  the  time  in 
tracing  is  longer,  but  to  give  you  another  example,  speaking  of  the 
Angela  Davis  case,  this  was  a  Spanish  made  shotgun  which  had  been 
sawed  off  between  the  time  of  purchase  and  time  it  had  been  used 
in  the  "shoot-out." 

In  that  particular  case,  after  we  had  had  a  proper  description  of  the 
firearm,  we  traced  it  from  the  manufacturer  in  Spain  to  the  importer 
in  the  United  States,  to  the  distributor,  to  the  pawnshop  where  it  was 
purchased,  within  a  matter  of  4  hours.  So  we  do  have  this  capability. 

EXPLOSIVE    CAPABILITY 

Mr.  Edwards.  You  refer  to  your  work  in  explosives.  You  haven't 
become  the  explosive  experts  of  the  Government,  however,  have  you  ? 
Is  this  sort  of  a  sideline,  or  are  you  into  it  pretty  heavy? 

Mr.  Davis.  If  I  can  define  the  term  a  little  bit,  I  would  not  hesitate 
to  say  that  in  terms  of  investigating  explosions,  both  criminal  and 
accidental  explosions,  for  which  we  have  responsibility  also  under  the 
law,  in  terms  of  our  field  capability — that  is,  our  agents,  to  examine 
the  scene  of  an  explosion,  to  recover  the  evidence  left  over  after  the 
bombing,  in  temis  of  our  laboratory's  ability,  using  neutron  activation 
analysis  and  other  advanced  techniques — that  there  is  no  other  agency 
that  can  equal  our  job  in  this  area. 

Mr.  Edwards.  You  are  no  longer  just  a  tax  unit,  are  you  ? 

Mr.  Davis.  No,  sir.  Well,  we  haven't  really  been  that  for  a  while. 
Certainly  since  1968,  and  certainly  with  the  addition  of  explosives  in 
1970,  our  responsibilities  have  greatly  expanded. 

Mr.  Edwards.  Are  you  involved  in  the  letter  bomb  problems  that 
come  across  here  every  once  in  a  while? 

Mr.  Davis.* Yes,  sir,  we  have  been  involved.  There  have  been  some 
instances,  of  course,  since  the  ones  in  New  York  City,  that  we  have 
been  involved  in. 

Since  these  are  sent  through  the  mail,  it  becomes  primarily  a  Post 
Office  Department  responsibility,  but  we  have  been  involved  in  terms 
of  advice,  assistance,  and  this  sort  of  thing. 
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BOOTLEGGERS   IN   ALABAMA 

Mr.  Edwards.  You  quit  preaching  and  went  to  meddling  when  you 
started  talking  about  our  bootleggers  in  Alabama.  You  talked  about 
"Operation  Dry-Up"  in  Alabama.  Then  later  you  talked  about  the  fact 
that  bootleggers  in  many  cases  have  branched  out  into  drugs,  narcotics, 
and  so  forth. 

Have  you  had  any  specific  findings  as  far  as  Alabama  is  concerned 
in  that  regard? 

Mr.  Davis.  I  couldn't  quote  cases  off  the  top  of  my  head  specifically, 
but  I  could,  if  you  wish  me  to,  by  review  of  our  files,  give  you  any 
indication  of  this  that  you  would  like. 

Mr.  Edwards.  I  don't  want  to  put  you  to  a  lot  of  trouble  and  don't 
want  you  to  compromise  any  case  you  have  pending,  but  I  am  inter- 
ested, if  this  is  occurring,  whether  in  fact  it  is  occurring  in  my  own 
State. 

Mr.  Davis.  In  my  longer  statement  there  are  a  couple  of  examples. 
I  will  have  to  refresh  my  memory  as  to  whether  one  of  them  occurred 
in  Alabama.  I  understand  they  were  Georgia  and  North  Carolina. 
We  gave  two  specific  examples,  one  in  Georgia  and  one  in  North 
Carolina,  where  we  did  have  narcotics  involvement  by  established 
moonshiners. 

Mr.  Edwards.  We  have  a  better  class  of  bootleggers  in  Alabama. 
If  you  can  give  me  some  information  in  a  general  way,  I  would 
appreciate  it.  I  don't  want  you  to  go  into  a  whole  lot  of  record  digging 
or  anything  like  that. 

MOONSHINEKS    IN    ALABAMA 

A  quick  survey  of  ATF  posts  of  duty  in  Alabama  resulted  in  our  agents 
identifying  97  active  bootleggers  vp^ho  are  also,  either  by  actual  arrest  or  reputa- 
tion, engaged  in  the  narcotics  traffic  as  well. 

COOPERATION  OF  LOCAL  POLICE 

Mr.  Edwards.  You  state  that  in  your  opinion  there  is  no  Federal 
agency  enforcing  the  laws  that  affect  the  lives  of  people  generally  that 
can  be  successful  without  local  police  cooperation.  Do  you  have  any 
areas  where  that  cooperation  is  a  problem,  where  you  are  not  receiv- 
ing the  type  of  cooperation  you  think  you  should? 

Mr.  Davis.  Well,  sir,  yes.  I  would  have  to  say  in  the  broad  sense 
there  are.  The  vast  majority  of  State  and  local  law  enforcement  or- 
ganizations cooperate  with  us  very  fully,  but  there  are 

Mr.  Edwards.  I  am  not  speaking  about  geographical  areas,  but 
subject  matter  areas.  Are  there  some  fields  where  you  don't  think  you 
are  getting  the  right  type  of  State  cooperation?  Is  there  a  need  to 
have  better  cooperation  in  some  enforcement  fields? 

Mr.  DA\qs.  I  would  say  no,  sir.  In  each  of  the  principal  areas  we 
are  involved — firearms,  explosives,  and  illicit  liquor — there  is  none 
of  them  where  there  is  a  built-in  antipathy,  on  the  part  of  law  en- 
forcement people  to  cooperate. 

We  have,  for  other  reasons,  certain  areas,  certain  organizations, 
that  we  have  found  we  can't  cooperate  with,  l3ut  again  this  is  a  very 
small  minority. 
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MANPOWER   REDUCTIONS 

Mr.  Edwards.  You  have  cut  the  number  of  investigators  by  197,  as  I 
read  the  justifications.  Will  you  explain  why  you  have  done  that,  how 
you  can  get  along  with  197  less  investigators  ? 

Mr.  Davis.  Yes,  sir.  The  reason  for  that  is  that  we  feel  that  since 
we  are  a  new  organization,  since  we  have  undertaken  some  very  com- 
prehensive reorganization  of  our  field  office  structure,  of  our  head- 
quarters office  structure ;  since  we  are  in  the  process  of  studying  the 
deployment  of  our  agents  in  terms  of  how  many  should  be  where, 
what  they  should  be  doing,  we  feel  that  with  this  year  of  retrench- 
ment it  will  give  us  an  opportunity  to  look  at  the  whole  picture,  to 
come  up  with  some  hard  answers  and  then  hopefully,  based  on  those 
kinds  of  hard  answers,  we  will  be  in  a  better  position  to  advise  the 
committee  of  what  our  needs  are. 

Mr.  Edwards.  I  don't  mean  to  say  I  find  fault  with  that.  I  think 
you  reach  a  period  in  any  organization  where  you  have  to  stop  and 
take  a  look  at  where  you  are  going  and  where  you  have  been,  and  I 
think  it  is  commendable  that  you  do  it. 

By  the  same  token,  this  is  a  very  important  bureau,  that  you  have, 
and  I  am  sure  the  committee  wants  to  see  that  you  have  what  you 
need  to  carry  out  this  function. 

Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Myers, 

EXPLOSIVES  JURISDICTION 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Davis,  you  cite  in  your  prepared  statement,  and  also  in  the 
pictures  here  there  are  some  explosions  and  so  forth  and  a  picture  in 
Illinois  of  a  fireworks  factory  blown  up.  Are  those  factories  licensed 
by  the  Federal  Government  to  produce  fireworks  ? 

Mr.  Davis.  Yes,  sir.  Anybody  that^ — of  course,  this  would  include 
the  fireworks  manufacturer — anybody  who  manufactures  explosives 
must  be  licensed  by  ATE.  That  not  only  includes  the  manufacturers, 
but  the  importers  and  the  dealers  as  well. 

In  the  case  of  interstate  transactions,  where  a  user  acquires  his  ex- 
plosives interstate,  he  also  must  have  a  user's  permit  from  us. 

Mr.  Myers.  Is  there  some  type  of  audit  now  to  make  certain  that 
there  is  not  a  spinoff  here,  there  isn't  a  loss  in  manufacture  of  explo- 
sives to  some  illegal  trade  ? 

Mr.  Davis.  Yes,  we  try  to  handle  that.  In  support  of  that  general 
idea  the  law  requires  that  in  the  case  of  any  loss  or  theft  of  explosives, 
whoever  has  possession  of  those  at  the  time  must  report  them  to  the 
ATE  as  well  as  local  authorities.  This  gives  us  an  opportunity,  if  there 
is  a  theft  of  explosives,  to  be  able  to  get  into  the  case  fast. 

There  are  records  required  in  explosives  transactions,  much  as  in 
the  case  of  firearms.  If  you  needed  a  case  of  dynamite  and  you  went 
to  a  licensed  dealer  and  you  didn't  have  a  permit,  where  you  wanted  to 
use  it  within  that  State,  you  would  fill  out  a  transaction  fonn.  It  would 
indicate  the  amount  of  explosives  you  purchased,  what  the  purpose 
would  be,  whether  or  not  you  were  prohibited  by  law  from  acquiring 
them.  The  same  standards  would  apply  as  in  firearms,  that  you  were 
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not  a  convicted  felon,  that  you  were  not  mentally  incompetent,  not  a 
narcotics  user,  and  so  forth. 

So  there  is,  much  as  in  the  case  of  firearms,  a  record  of  these  trans- 
actions and  they  have  proved  to  be  valuable  not  only  in  tracing  explo- 
sives that  may  be  diverted,  but  if  explosives  are  found  in  the  posses- 
sion of  a  criminal,  then  the  transaction  records  may  be  used  in  his 
prosecution. 

APPLICATIONS  OP  EXPLOSIVES  LAWS  TO  FIKEWORKS 

Mr.  Myers.  If  I  correctly  understand  what  you  say,  I  don't  under- 
stand how  it  can  possibly  work.  There  are  very  few  fireworks  pro- 
ducers throughout  the  country,  in  my  opinion,  and  if  someone  wants 
to  shoot  fireworks  on  the  Fourth  of  July,  Memorial  Day,  or  Labor 
Day,  he  may  have  to  travel  several  hundred  miles  to  procure  these. 

How  does  that  manufacturer  or  dealer  know  the  information  placed 
on  the  application  is  correct  ? 

Mr.  Davis.  One  thing  to  clear  up  immediately  is  the  Federal  control 
does  not  extend  to  the  common  type  of  fireworks  that  you  or  I  may  use 
on  the  Fourth  of  July.  In  other  words,  if  you  did  want  to  acquire  some 
ordinary  type  explosives  for  the  Fourth  of  July  celebration,  this 
would  not  be  covered  by  Federal  control. 

The  types  that  are  covered  are  these  large  display  types,  the  ones 
that  the  professional  man  uses  at  fairs  and  things  where  there  are 
tremendous  displays.  Those  are  covered  and,  surprisingly  enough,  in 
New  York  City  we  made  a  case  in  which  recognized  or  identified 
organized  crime  figures  had  a  whole  truckload  of  these  and  they  didn't 
have  the  necessary  permit. 

To  take  your  specific  example,  living  in  State  A,  and  you  want  to  go 
to  State  B  and  buy  a  case  of  explosives  to  take  back  to  your  State  and 
use.  You  could  not  do  that  under  Federal  law  without  having  a  permit. 

Mr.  Myers.  In  our  area,  Danville,  111.,  produces  the  fireworks  for 
just  about  every  place  in  Indiana  and  Illinois. 

I  know  that  all  of  Indiana  goes  over  to  get  fireworks.  They  just 
send  some  fellow  over  to  pick  them  up,  as  far  as  I  know. 

Mr.  Davis.  In  the  case  of  ordinary  fireworks,  it  wouldn't  apply.  In 
the  case  of  a  case  of  dynamite,  it  would. 

BOMB   EXPLOSION   JURISDICTION 

Mr.  Myers.  How  do  you  get  into  the  act  when  there  is  a  presumed 
bomb  explosion  such  as  at  the  Capitol  here  a  year  ago  in  March?  At 
what  point  and  how  do  you  enter  that  case  ? 

Mr.  Davis.  Well,  in  that  particular  case,  by  arrangement  with  the 
Department  of  Justice,  the  Federal  Bureau  of  Investigation  had 
primary  jurisdiction.  We  were  involved  in  a  peripheral  way  in  talk- 
ing to  our  informers  and  in  some  laboratory  work  on  some  of  that 
debris.  But  to  take  a  different  type  of  case,  if  this  explosion  under  the 
present  circumstances  would  be  on  property  in  commerce  or  affecting 
commerce,  then  we  would  have  immediate  jurisdiction. 

In  the  practical  viewpoint,  more  than  likely  we  would  respond  to  a 
call  for  assistance  from  the  local  or  State  police. 

Mr.  Myers.  But  you  do  not  give  assistance  to  the  Federal  Bureau  of 
Investigation,  is  that  correct  ? 
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Mr.  Davis.  We  would  give  it  to  them  to  the  extent  they  asked  us 
and  needed  it,  certainly. 

Mr.  Myers.  Are  you  familiar  with  the  case  here  ?  They  had  two  or 
three  suspects  for  this  bombing  in  the  Capitol.  What  ever  happened 
to  those? 

Mr.  Davis.  Since  this  wasn't  our  primary  jurisdiction,  I  am  not 
completely  up  on  this.  As  I  recall,  Leslie  Bacon  was  one  of  the  suspects 
and  she  was  taken  before  a  grand  jury,  I  think,  in  Seattle.  I  believe — 
and  this  is  really  off  the  top  of  my  head — that  there  was  no  indict- 
ment. 

Mr.  Myers.  As  I  recall,  there  was  some  technicality. 

Mr.  Davis.  There  may  have  been  a  technicality.  I  am  sure  there  was 
no  subsequent  prosecution. 

Mr.  Myers.  Your  agency  does  not  have  the  responsibility  for  prose- 
cution in  this.  You  do  the  investigatory  type  of  work? 

Mr.  Davis.  In  each  of  the  cases  I  have  mentioned  here,  we  prepare 
a  case  report.  We  submit  it  to  the  appropriate  U.S.  attorney  with  a 
recommendation  for  prosecution,  and  it  is  then  his  responsibility. 

Mr.  Steed.  Mr.  Miller. 

revenue  stamp  counterfeiting 

Mr.  Miller.  Mr.  Davis,  I  want  to  commend  you  for  your  fine  state- 
ment and  also  for  your  answers  to  all  the  questions. 

With  regard  to  revenue  stamps,  I  see  you  have  an  amount  here  for 
printing  of  revenue  stamps.  I  am  wondering  about  counterfeiting  of 
revenue  stamps.  Is  this  a  big  problem  to  you  ? 

Mr.  Davis.  No,  sir,  not  any  more.  There  was  a  time  when  revenue 
stamps  were  counterfeited,  but  in  recent  years  we  have  had  no  prob- 
lem whatever  with  the  counterfeiting  of  revenue  stamps.  It  is  no 
problem  at  all. 

Mr.  Miller.  I  can  see  how  counterfeiting  of  bills,  paper  money, 
could  be  followed,  but  in  the  case  of  revenue  stamps,  they  may  be  used 
only  once  and  destroyed,  and  I  wondered  if  you  have  that  accurate  a 
check  on  the  revenue  stamps  ? 

Mr.  Davis.  We  use  the  revenue  stamps  as  a  check,  but  not  so  much 
on  the  counterfeiting.  We  use  the  revenue  stamps  as  a  check  against 
the  tax  payment.  In  other  words,  the  distiller  of  the  legal  product,  if 
he  has,  for  example,  a  revenue  stamp  which  tears,  he  is  supposed  to 
keep  that. 

Our  people  will  check — for  example,  if  he  uses  100,000  stamps,  strip 
stamps  we  call  them,  over  the  bottle  on  fifths,  then  we  know  he  should 
have  that  equivalent  amount  of  whiskey  to  be  taxed  on.  We  use  it  as  a 
doublecheck. 

As  a  result  of  a  law  change  a  few  years  ago,  these  stamps  are  pro- 
vided to  the  distiller  at  no  cost.  At  one  time  they  were  actually  paid 
for  and  represented  a  payment  of  revenue,  but  when  we  went  on  the 
tax  return  system,  this  was  no  longer  a  problem,  so  that  the  incentive 
for  any  counterfeiting  is  really  moot. 

Mr.  Miller.  Do  you  have  any  personnel  stationed  outside  the  50 
States  in  foreign  countries  ? 

Mr.  Davis.  No,  just  the  50  States. 
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TRAINING   OF   LOCAL  ENFORCEMENT   PERSONNEL 

Mr.  Miller.  Do  you  do  any  training  of  local  inspectors  or  police 
officers  ? 

Mr.  Davis.  Yes.  As  I  mentioned,  last  year  we  had  training  courses 
involving  45,000  of  State  and  local.  They  ranged  from  the  LEAA- 
financed  type  that  I  mentioned ;  it  might  be  1  or  2  weeks,  or  might  be 
down  to  where  it  is  a  1-day  seminar  on  bombs,  bomb  threats,  and  this 
sort  of  thing. 

Mr.  Miller.  My  question  on  that  is,  are  you  reimbursed  by  any  of 
the  local  political  subdivisions  for  that  training  ? 

Mr.  Davis.  No. 

enforcement  responsibilities 

Mr.  Miller.  You  refer  to  the  Gun  Control  Act  of  1968,  the  Omnibus 
Crime  Control  and  Safe  Streets  Act  of  1968,  and  Title  I  of  the  Or- 
ganized Crime  Control  Act  of  1970. 

Apparently  they  have  moved  your  responsibilities  up  on  the  ladder. 
It  requires  additional  people ;  you  are  moving  into  a  different  area. 

Can  you  tell  us  of  the  main  items  of  your  concern  for  those  three 
bills  and  what  responsibilities  they  have  added  to  your  department  ? 

GUN  control 

Mr.  Davis.  Of  course,  the  major  change  was  the  1968  Gim  Control 
Act  because  it  carried  a  great  deal  of  responsibility  with  it. 

For  example,  we  had  to  license  155,000  dealers  in  firearms  in  the 
United  States,  including  importers  and  manufacturers.  This  had  to 
be  done  within  a  very  short  period  of  time. 

I  would  say  the  main  area  of  our  concern  in  the  act  is  the  record- 
keeping requirements.  This  is  the  basis  through  which  we  can  success- 
fully trace  firearms  used  in  crimes.  It  is  the  basis  upon  which  we  can 
prosecute  a  criminal  who  goes  to  a  dealer  with  false  identification, 
makes  false  statements,  and  acquires  a  gun  when  he  isn't  legally  com- 
petent to  do  so. 

CONTROL  OF  AMMUNITION 

Mr.  Miller.  While  we  are  still  in  that  one  area  of  the  Gun  Control 
Act  of  1968,  are  you  responsible  for  the  registration  or  checking  the 
registration  of  ammunition  ? 

Mr.  Davis.  Well,  sir,  we  are  responsible  to  the  extent  that  it  is 
required  when  you  purchase  ammunition  from  a  dealer.  You  don't 
have  to  fill  out  the  transaction  form  that  you  do  in  a  firearm,  but  the 
dealer  must  make  a  notation  of  your  name,  address,  and  the  ammuni- 
tion purchased,  so  that  he  does  have  a  record  of  the  ammunition. 

CONTROL  OF   .22   AMMUNITION 

Mr.  Miller.  We  have  some  bills  introduced  that  would  stop  the 
registration  of  .22  ammunition.  This  means  stopping  the  recordkeep- 
ing, as  I  would  understand  it. 
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My  question  is,  do  you  have  any  idea  as  to  how  many  cases  have 
been  actually  checked  ?  In  other  words,  is  that  record  used  ? 

Mr.  Davis.  Yes,  sir.  I  might  say  at  the  outset  that  the  Department 
of  the  Treasury  has  taken  the  position  with  respect  to  that  legislation 
that  it  does  not  oppose  it.  We  have  reviewed  our  cases  and  we  have 
made  a  very  small  number  of  cases  which  are  related  to  the  record- 
keeping requirements  for  ammunition.  In  fact,  in  reviewing  our  rec- 
ords in  this  respect,  I  would  venture  to  say  there  are  not  more  than 
five  based  on  ammunition  alone  since  the  inception  of  the  Gun  Control 
Act.  Ammunition  does  not  have  the  unique  features  of  a  firearm  which 
permits  you  to  use  it  as  an  investigative  lead. 

In  the  cases  we  have  had,  they  have  been  very  unique.  I  recall  one 
from  memory  and  I  think  it  took  place  in  Georgia,  or  Alabama,  in 
which  there  was,  I  think,  a  rape-murder  involved.  By  looking  at  the 
spent  cartridges  and  recovering  the  bullets  from  the  bodies,  it  was 
determined  this  was  an  unusual  type  of  ammunition  and  the  police 
and  our  agents,  by  checking  the  local  dealers,  eventually  came  upon 
three  or  four  people  who  within  the  last  year  had  bought  this  and 
through  this  we  were  provided  a  lead,  leading  back  to  the  perpetrators 
and  they  were  apprehended  and  prosecuted. 

Mr.  Miller.  Are  you  saying  you  have  had  five  convictions  only? 

Mr.  Davis.  Again,  this  is  just  from  memory.  We  haven't  reviewed 
our  files  recently,  but  I  would  venture  to  say  not  more  than  five,  based 
on  ammunition  alone. 

Mr.  Miller.  Would  you  have  an  idea  as  to  how  many  records  are 
kept  ?  How  many  people  have  purchased  ammunition  ? 

I  am  primarily  thinking  of  .22  caliber,  because  we  will  have  that 
legislation  on  the  floor. 

Mr.  Davis.  I  am  sure  somewhere  we  have  the  records  as  to  the 
numbers  manufactured  per  year.  It  must  be  billions  of  rounds  per  year. 
There  must  be  millions  of  transactions  where  a  person  goes  in  and 
buys  .22  ammunition. 

omnibus  crime  control  act  of  1 9  6  8 

Mr.  Miller.  With  regard  to  your  responsibility  for  the  Omnibus 
Crime  Act  of  1968,  if  possible  give  us  what  your  main  responsibilities 
are  in  that  area. 

Mr.  Davis.  The  one  we  are  concerned  with  is  title  VII. 

This  makes  it  illegal  for  certain  proscribed  categories  of  people  from 
possessing  a  firearm.  Those  generally  again  are  the  convicted  felon, 
those  under  indictment  for  a  felony,  narcotics  addicts,  mental  incom- 
petents, aliens  illegally  in  the  United  States,  or  persons  in  the  United 
States  after  having  renounced  U.S.  citizenship. 

This  is  an  important  law.  The  term  used  there  is  "In  commerce,  or 
affecting  commerce,"  and  it  has  been  the  subject  of  court  decisions, 
some  adverse  and  some  not.  It  is  a  very  effective  tool  against  the  crim- 
inal because,  in  effect,  you  merely  have  to  show  that  he  has  this  gun 
in  his  possession — and  we  have  made  a  number  of  cases  against  crim- 
inals with  extensive  records  in  this  particular  section. 

In  addition,  this  particular  title  makes  it  a  violation  of  law  for  a 
person  in  the  employ  of  such  a  proscribed  person  to  carry  a  fire- 
arm. This  is  to  get  to  the  bodyguard,  where  the  principal  has  a  long 
record ;  he  can't  buy  a  gun  or  carry  one,  but  he  hires  a  bodyguard  to 


679 

protect  him,  and  he  does  so — if  we  can  establish  this  employment 
relationship  and  the  fact  he  is  in  his  employ,  then  we  can  also  make 
cases  against  that  individual. 

ORGANIZED   CRIME   CONTROL   ACT   OF    19  70 

Mr.  IVIiLLER.  And  title  XI  of  the  Organized  Crime  Control  Act  ? 

Mr.  Davis.  In  this  act,  title  XI,  "Regulation  of  Explosives,"  this  was 
the  first  time  explosives  had  ever  been  placed  under  Federal  control 
except  in  World  War  I  and  World  War  II. 

Here  the  scheme  of  Federal  regulation  is  much  as  in  the  case  of 
firearms,  the  purpose  being  to  deny  easy  availability  of  explosive  ma- 
terials to  the  person  who  would  misuse  them  criminally. 

As  I  think  we  have  pointed  out,  in  the  first  year  we  made  65  cases 
and  in  the  following  year  over  240  cases  in  the  explosives  area.  This 
is  a  particularly  hazardous,  dangerous,  or  heinous  crime  because  there 
is  no  way  that  you  can  control  the  amount  of  property  damaged,  or 
the  number  of  persons  killed  or  injured. 

We  think  this  is  a  very  useful  Federal  law  to  control  the  flow  of 
explosives  in  commerce,  with  the  purpose  of  keeping  it  from  being 
misused  criminally. 

LIQUID   ElXPLOSrVES   AND   BLACK   POWDER 

Mr.  Miller.  When  you  refer  to  explosives,  you  are  speaking  of  black 
powder  to  some  degree,  but  are  you  also  speaking  of  liquid  explosives  ? 

Mr.  Davis.  Yes.  We  are  required  each  year  to  publish  an  explosive 
list  in  which  we  list  every  explosive  covered  under  the  act  and  to  revise 
it,  if  necessary,  to  delete  or  add  names,  and  we  do  this. 

It  covers  a  wide  variety  of  explosive  materials.  It  covers  such  things, 
for  example,  as  ammonium  nitrate — fuel  oil  mixtures  such  as  was  used 
at  the  University  of  Wisconsin. 

The  law  does  not  cover  black  powder  in  the  amount  of  five  pounds  or 
less.  We  try  to  interpret  the  congressional  intent  which  was  to  make 
black  powder  available  to  the  sporting  user. 

Unfortunately,  the  commercial  sources  of  black  powder  dried  up ; 
not  because  of  the  Gun  Control  Act  of  1968,  but  it  was  coincidental. 
For  example,  the  Du  Pont  plant  burned  down  and  since  production 
of  black  powder  is  not  economically  profitable,  they  did  not  go  back 
into  production. 

Today  the  only  source  of  black  powder  in  the  United  States  is 
through  Canada.  This  has  made  it  difficult  for  the  black  powder 
muzzle-loader  shooter,  but  it  is  not  as  a  result  of  the  1968  Grun  Control 
Act. 

Mr.  Miller.  To  get  back  to  the  liquids,  how  about  the  standard 
propane  and  butane  ? 

Mr.  Davis.  These  would  not  be  covered.  One  thing  I  should  make 
clear,  too,  is  that  we  have  here  some  other  jurisdictions.  For  example, 
the  Department  of  Transportation  has  regulation  of  explosives  while 
it  is  in  interstate  movement,  so  that  our  jurisdiction  would  pick  up 
w*hen  it  comes  to  rest.  We  are  responsible  for  promulgating  storage 
regulations  to  insure  that  they  are  safely  and  securely  stored,  but 
while  it  is  in  movement  it  would  be  the  Department  of  Transportation. 

They  would  classify,  I  am  sure,  propane,  as  being  one  level  of  haz- 
ardous substance  which  would  have  to  be  treated  in  a  certain  way. 
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atf/fbi  agreement 

Mr.  Miller.  You  mentioned  a  working  agreement  between  ATF  and 
the  FBI  has  been  signed  on  those  subtitles  of  section  XI.  What  are 
your  responsibilities  and  what  are  the  responsibilities  of  the  FBI? 

Mr.  Davis.  Incidentally,  also  the  Postal  Department  is  involved 
here  to  the  extent  of  explosives  being  sent  through  the  mails. 

Essentially  in  all  six  of  those  violations,  bomb  threats  and  all  of  the 
others,  if  it  involves  Treasury  Department  property  or  functions,  we 
still  retain  jurisdiction  throughout  all  six. 

Above  that,  we  are  responsible  for  two  sections  of  the  six.  One  of 
them  is  the  interstate  transportation  of  explosives  with  criminal  intent 
so  that  if  you  go  from  Detroit  to  Cleveland  with  explosives  for  the  pur- 
pose of  bombing  something  and  we  can  establish  that,  then  we  can 
prosecute. 

The  second  section  is  one  dealing  with  the  bombing  of  property  in 
or  affecting  commerce.  As  you  can  realize,  these  are  two  fairly  broad- 
based  areas. 

Bomb  threats  under  this  agreement  would  be  the  jurisdiction  of  the 
Federal  Bureau  of  Investigation. 

BOMBING    MOTIVATIONS 

Mr.  Miller.  There  is  one  other  area  where  you  had  explained  that 
the  bulk  of  the  bombing  you  investigated  over  the  past  year  was  in  the 
labor  field.  Can  you  elaborate  a  little  on  this,  what  do  you  mean  by 
labor  field? 

Mr.  Davis.  It  has  been  our  experience  that  when  you  have  disputes 
between  labor  and  management,  there  is  a  tendency  on  the  part  of  the 
disgruntled  labor  members  to  resort  to  the  use  of  bombs  and  bombings 
I  guess  as  a  leverage  in  order  to  gain  their  ends.  And  to  provide  you 
with  information  about  a  specific  case,  one  I  alluded  to  earlier,  we 
received  information  that  two  members  of  a  particular  union  were 
going  to  bomb  a  trucking  terminal  at  a  given  night. 

We  staked  the  place  out ;  we  watched  the  two  men  drive  by  the  place ; 
we  watched  them  throw  the  bomb  on  top  of  the  building  and,  of  course, 
we  couldn't  prevent  it  going  off,  but  we  did  apprehend  them  half  a 
mile  away  and  this  is  one  where  each  of  the  men  received  a  16-year 
Federal  sentence. 

This  occurs  quite  frequently.  I  haven't  with  me  the  actual  number 
of  incidents  that  we  had  investigated  and  made  cases  on,  but  it  is  one 
of  the  major  motivations  for  bombs  and  bombings. 

Mr.  Miller.  Would  these  be  people  who  are  hired  for  that  purpose  ? 

Mr.  Davis.  It  would  vary,  but  I  think  probably  our  experience  has 
been  they  would  have  been  members  of  that  particular  union. 

Mr.  Miller.  Thank  you,  Director  Davis.  Thank  you. 

PROSECUTION    CAPABILITY 

Mr.  Steed.  Mr.  Davis,  some  years  ago  when  you  were  part  of  the 
Internal  Revenue  Service  and  gun  control  legislation  was  coming  into 
the  picture  we  were  told  that  you  were  having  a  great  deal  of  difficulty 
with  the  old  gun  control  laws  that  had  been  on  the  books  for  many, 
many  years.  I  think  it  was  said  that  there  was  a  backlog  of  1,600  or 
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1,700  cases  that  you  had  reported  to  the  Department  of  Justice  and 
couldn't  get  any  prosecution. 

Have  you  been  having  better  luck  with  your  cases  than  that  ? 

Mr.  Davis.  Yes,  sir ;  I  would  say  so. 

Again,  this  involves  a  small  number  of  jurisdictions  where  we  seem 
to  have  an  inordinate  amount  of  problems  in  getting  certain  types  of 
cases  prosecuted. 

Our  procedure,  if  this  occurs,  and  it  becomes  an  aggravated  situa- 
tion, is  to  work  with  the  Criminal  Division  of  the  Department  of 
Justice  to  see  if  they  can  resolve  the  difficulties  in  that  particular  court 
jurisdiction  to  overcome  the  problem.  There  are  a  few  of  those  around 
the  country  where  this  has  occurred,  but  I  would  say  generally  it  is 
not  a  major  problem. 

One  of  the  things,  of  course,  is  as  in  the  case  of  Title  VII,  that  I 
referred  to  earlier  of  the  Omnibus  Crime  Control  and  Safe  Streets 
Act,  when  you  have  an  adverse  court  decision,  then  there  is  a  tendency, 
and  I  would  say  correctly  so,  on  the  part  of  the  Department  of  Justice, 
to  proceed  cautiously  with  legislation  in  that  general  class  of  cases 
until  the  court  opinions  have  been  cleared  up  and  court  positions  have 
been  cleared  up. 

Mr.  Steed.  You  have  a  very  fine  statement  accompanying  your 
general  statement.  We  will  make  that  a  part  of  the  record  at  this 
point. 

[The  statement  follows :] 

Statement  of  the  Director,  Bureau  of  Alcohol,  Tobacco  and  Firearms 

Mr.  Chairman  and  members  of  the  committee:  It  is  my  privilege  to  appear 
before  you  and  the  other  distinguished  members  of  this  committee  for  the  first 
time  to  present  the  annual  appropriation  request  of  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms,  and  to  report  on  our  activities. 

History 

Because  we  are  a  new  Bureau  within  the  Treasury  Department,  I  would  like 
to  tell  the  committee  a  little  about  our  history.  Actually,  our  responsibilities 
are  even  more  diverse  than  our  rather  long  title  suggests.  In  addition  to  our 
law  enforcement  responsibilities,  we  are  concerned  with  Federal  regulation  of 
the  legal  alcohol,  tobacco,  firearms,  and  explosives  industries.  During  the  past 
fiscal  year,  we  collected  over  $7.2  billion  in  excise  taxes  on  alcohol  and  tobacco 
products.  Also,  we  are  charged  with  protection  of  both  consumers  and  the 
environment  with  respect  to  these  regulated  industries. 

On  the  law  enforcement  side,  we  enforce  the  Federal  laws  relating  to  fire- 
arms, explosives,  and  illicit  liquor.  We  have  just  under  4,000  employees  in  the 
Bureau  and  approximately  1,600  of  these  are  special  agents  with  investigative 
and  arrest  authority  stationed  at  240  posts  throughout  the  United  States  and 
Puerto  Rico. 

We  were  born  into  law  enforcement  and  revenue  protection  back  in  1863,  when 
the  first  Commissioner  of  Internal  Revenue  appointed  two  detectives  to  ferret 
out  those  persons  making  whi.skey  without  paying  the  Federal  excise  tax.  That 
particular  excise  tax  has  remained  in  effect  since  the  Civil  War,  and  the  first 
100  years  of  our  existence  was  devoted  mainly  toward  the  goal  of  stamping 
out  the  illicit  liquor  traflSc  which  defrauds  the  Government  of  millions  of  tax 
dollars  each  year.  At  the  same  time,  we  developed  the  procedures  by  which  the 
legitimate  alcoholic  beverage  industry  was  to  be  regulated,  and  provided  the 
regulatory  controls  under  which  the  industry  operates  today. 

The  first  Federal  gun  law  was  enacted  in  1934  when  Congress  employed  a 
manufacture  and  transfer  tax  system  to  control  the  machineguns  and  sawed-off 
.shotguns  and  rifies  frequently  used  by  gangsters.  But  it  was  not  imtil  1942  that 
we  were  given  investigatory  responsibility  for  the  National  Firearms  Act  of 
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1934  and  the  Federal  Firearms  Act  of  1938.  And,  in  1951,  the  Bureau  assumed 
the  regulatory  responsibility  for  these  acts. 

Because  of  this  experience,  we  were  given  the  job  of  enforcing  and  administer- 
ing the  Gun  Control  Act  of  1968  which  amended  the  National  Firearms  Act  and 
expanded  the  other  Federal  firearms  laws.  The  responsibility  for  regulating  the 
legitimate  explosives  industry  and  curbing  the  misuse  of  explosive  materials 
was  assigned  to  ATF  with  the  passage  of  the  Organized  Crime  Control  Act  of 
1970. 

On  July  1,  1972,  we  were  transferred  from  the  Internal  Revenue  Service  to 
the  Department  of  the  Treasury  as  a  separate  Bureau.  At  the  current  time, 
we  are  working  out  the  many  complex  problems  involved  in  becoming  self- 
supporting.  "When  the  transition  is  completed,  we  are  confident  that  we  will  be 
in  a  better  position  to  more  effectively  perform  our  varied  responsibilities. 

Historically,  we  have  a  long  tradition  of  close  cooperation  with  other  law 
enforcement  agencies.  The  new  laws  enacted  in  the  past  3  or  4  years  on  fire- 
arms and  explosive  materials  have  enhanced  our  capability  in  this  area.  We  are 
deeply  committed  to  the  principle  of  cooperation  with,  and  assistance  to,  law 
enforcement  oflScials  at  all  levels. 

Budget  Request 

The  appropriation  request  for  fiscal  year  1974  totals  $73  million  compared  to 
the  proposed  authorized  level  of  $75,475,000  for  1973.  This  will  curtail  our  cur- 
rent programs  and  enable  us  to  study  our  activities  and  responsibilities  as  a  new 
Bureau  in  1974. 

Criminal  Enforcement 

Our  criminal  enforcement  activity  has  four  significant  areas  of  responsibility : 
(1)  the  investigation  and  apprehension  of  violators  of  the  Federal  firearms 
statutes;  (2)  the  investigation  of  bombings  and  explosions  and  apprehension  of 
violators  of  the  Federal  explosive  materials  laws;  (3)  enforcement  of  the  Fed- 
eral laws  relating  to  the  production  and  sale  of  illicit  distilled  spirits;  and  (4) 
providing  assistance  to  State  and  local  oflScers  in  their  fight  against  crime  through 
the  sharing  of  manpower  and  facilities  where  there  are  joint  interests. 

FIRBliRMS  PROGRAM 

When  the  Gun  Control  Act  of  1968  was  signed  into  law,  it  became  necessary 
for  us  to  direct  a  large  part  of  our  investigative  manpower  to  the  task  of  licensing 
the  approximately  155,000  firearms  dealers  and  collectors.  While  this  briefly 
limited  our  ability  to  perfect  criminal  cases  for  gun  violations,  it  did  enable  us 
to  establish  two  impoi-tant  steps  toward  our  goal  of  keeping  guns  out  of  the  hands 
of  criminals:  (1)  that  only  legitimate  and  responsible  dealers  would  be  licensed 
and  (2)  that  those  dealers  would  keep  complete  and  accurate  records. 

The  value  of  having  reliable  persons  licensed  as  firearms  dealers  is  self-evident. 
The  responsible  dealer  is  going  to  be  careful  to  whom  he  sells  a  gun.  The  criminal 
still  may  acquire  a  firearm  from  that  dealer  by  using  false  identification  or  by 
falsifying  the  required  firearms  transaction  record,  but  when  he  does  he  risks 
detection  and  prosecution  under  the  Gun  Control  Act's  recordkeeping  provisions. 

Over  the  past  3  years,  our  special  agents  and  inspectors  have  made  approxi- 
mately 25,000  dealer  compliance  investigations  a  year  in  order  to  insure  that 
they  understand  the  law  and  are  complying  with  it.  Efforts  are  being  made  to 
shift  the  bulk  of  this  work  from  our  investigative  personnel  to  those  who  work  in 
regulatory  enforcement,  thus  freeing  the  special  agents  for  more  direct  work  on 
the  criminal.  While  less  than  one-tenth  of  1  percent  of  the  licensed  dealers 
checked  are  found  to  be  in  such  serious  violation  of  the  law  to  warrant  prosecu- 
tion, the  value  of  such  investigations  is  exhibited  by  five  cases  made  in  the  last 
3  years  in  South  Carolina  against  licensed  dealers  involving  the  illegal  sale  of 
nearly  40,000  small,  cheap  handguns.  The  dealers  were  falsifying  their  sales 
records,  selling  the  guns  in  bulk  lots  to  unlicensed  individuals  who  sell  the  guns 
on  the  streets  of  cities  in  New  York  and  New  Jersey.  In  tl)e  latest  case,  the  dealer 
disposed  of  about  3.600  cheap  handguns  and  New  York  City  police  have  already 
seized  122  of  the  guns  in  connection  with  crimes  of  murder,  armed  robbery,  and 
assault. 

The  importance  of  accurate  dealer  records  is  vividly  brought  into  focus  by  our 
gun-tracing  activities  which  have  increa.sed  dramatically  over  the  last  2  years. 
Requests  for  firearms  tracing  currently  number  over  1,000  per  month,  are  in- 
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creasing  by  10  percent  per  month,  and  are  fast  approaching  the  Bureau's  satura- 
tion point.  The  majority  of  the  tracing  requests  originate  from  local  law  enforce- 
ment agencies  and  stem  from  the  recovery  of  a  firearm  at  the  crime  scene.  The 
tracing  is  now  80-percent  successful,  with  some  of  them  completed  within  hours 
of  the  commission  of  a  crime  and  receipt  of  the  trace  request.  At  present  800 
local  law-  enforcement  and  15  Federal  law  enforcement  agencies  are  utilizing  our 
service  which  has  proved  of  real  benefit  in  crime  solving  and  is  furnished  in  the 
public  interest.  The  success  currently  being  achieved  would  not  be  possible  with- 
out the  total  and  sincere  cooperation  of  the  firearms  industry,  and  at  their  re- 
quest we  have  moved  toward  the  goal  of  having  all  gun  tracing  performed  by 
ATF  in  order  to  reduce  their  expense  of  wasted  hours  because  of  incomplete  de- 
scriptions of  the  guns  by  police  officers  who  are  not  totally  knowledgeable  in 
firearms. 

One  of  the  most  recent  significant  gun  traces  involved  the  Ruger  .44  caliber 
rifle  which  was  found  on  the  roof  of  the  Howard  Johnson  Motel  in  New  Orleans 
beside  a  dead  man  who  had  held  the  New  Orleans  police  at  bay  after  killing  sev- 
eral persons.  We  received  the  request  to  trace  the  firearm  at  6  :30  p.m.,  and  27 
minutes  later  had  traced  the  gun  from  the  factory  to  a  man  named  Mark  J.  Essex 
who  lived  in  Emporia,  Kans.  Essex's  mother  in  Emporia  told  our  agents  that  her 
son  was  living  in  New  Orleans  with  another  individual.  New^  Orleans  police  were 
furnished  with  this  informaton  and  the  address  of  the  apartment. 

During  fiscal  year  1972,  our  special  agents  investigated  over  67,000  individual 
purchases  of  firearms  where  there  was  reason  to  suspect  that  the  person  purchas- 
ing the  gun  was  a  felon  or  had  used  false  identification  in  making  the  purchase. 

The  number  of  completed  firearms  cases  referred  to  the  appropriate  U.S.  Attor- 
ney with  a  recommendation  for  prosecution  totalled  3,441  in  1972  and  on-the-spot 
arrests  of  2,507  persons  were  made  for  these  violations.  Additional  arrests  will 
be  made  as  the  result  of  grand  jury  consideration  of  the  cases.  Our  present  statis- 
tical reporting  system  does  not  permit  us  to  record  the  total  number  of  investi- 
gations made  during  the  course  of  the  year.  Prosecutions  for  firearms  violations 
are  78  percent  successful,  with  the  majority  of  the  defendants  entering  pleas  of 
guilty. 

Indicative  of  the  types  of  cases  being  made  by  the  Bureau  are  the  following : 

On  August  3,  1972,  in  El  Paso,  Tex.,  two  men  were  arrested  by  ATF  special 
agents  and  15  machine  guns,  49  handguns,  and  4  shotgims  were  seized.  The  fire- 
arms had  been  shipped  from  California  to  the  El  Paso,  Tex.,  area  where  they  were 
destined  to  be  smuggled  into  Mexico. 

On  December  7,  1972,  in  Gary,  Ind.,  ATF  special  agents,  assisted  by  DALE 
agents,  executed  a  Federal  search  warrant  on  the  premises  of  a  convicted  felon 
suspected  of  possessing  an  M-1  carbine  in  violation  of  the  Gun  Control  Act. 
During  the  search  the  agents  found  and  seized  over  600  packages  of  heroin  along 
with  the  carbine.  Four  persons  were  arrested. 

On  October  20,  1972,  three  men  were  arrested  by  ATF  special  agents  for  viola- 
tion of  the  Gun  Control  Act  and  98  small,  cheap  handguns  were  seized.  Working 
on  information  supplied  by  a  licensed  dealer,  the  agents  placed  the  three  men 
from  Baltimore,  Md.,  under  surveillance  since  they  were  reported  to  be  involved 
in  a  gunrunning  scheme.  After  weeks  of  work,  it  was  determined  they  were 
obtaining  firearms  from  a  dealer  and  transporting  them  to  New  York  City  where 
they  would  sell  the  firearms  on  the  streets  at  a  much  higher  price.  One  of  these 
men  was  an  alien  who  was  in  the  country  illegally. 

The  number  of  murders  committed  in  1971  involving  guns  was  66  percent  of 
the  total  murders  committed  for  that  year.  Armed  robberies  increased  175  per- 
cent from  1966  through  1971.  Special  surveys  indicate  that  approximately  63 
percent  of  all  armed  robberies  are  committed  with  a  firearm.  It  is  evident  that 
considerable  effort  in  the  form  of  ATF  investigative  manpow^er,  equipment,  and 
materials  will  be  required  to  assist  State  and  local  law  enforcement  agencies  in 
their  efforts  to  combat  crime. 

EXPLOSrVES    PROGRAM 

As  I  noted  earlier,  it  has  been  Federal  law  since  1934  that  machine  guns, 
sawed-off  shotguns,  short-barrel  rifles  and  silencers  have  to  be  registered  with 
the  Federal  Government.  The  Gun  Control  Act  added  "destructive  devices"  which 
includes  bombs  of  all  types,  to  the  registration  requirements.  While  we  have  over 
182,000  gangster-type  weapons  and  destructive  devices  registered  in  our  files, 
we  do  not  have  any  incendiary  or  criminal-type  bombs  registered.  This  means, 
of  course,  that  anyone  in  possession  of  such  a  bomb  is  in  violation  of  the  National 
Firearms  Act,  and  as  a  result,  the  Bureau  became  involved  in  the  investigation 
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of  bombings  in  December  1968.  Since  that  time,  we  have  developed  an  expertise 
in  making  such  investigations  while  at  the  same  time  furthering  the  Bureau's 
reputation  for  working  alongside  State  and  local  officials.  Our  laboratory  in 
Washington  has  been  successful  in  building  one  of  the  world's  finest  libraries  on 
explosive  materials  and  it  also  has  developed  techniques  for  examining  minute 
particles  of  explosion  scene  debris  to  identify  the  type  of  explosive. 

Our  mission  in  the  explosives  program  is  to  protect  interstate  and  foreign 
commerce  against  interference  and  interruption  by  reducing  the  hazard  to 
persons  and  property  arising  from  misuse  and  unsafe  or  insecure  storage  of 
explosive  materials.  To  accomplish  this  mission,  it  is  necessary  to  investigate 
criminal  bombing  violations  and  promote  a  program  of  comprehensive  enforce- 
ment by  training  and  educating  not  only  the  Bureau's  special  agents,  but  members 
of  State  and  local  enforcement  agencies  as  well.  In  addition,  an  explosives  library 
and  identification  system  is  being  established. 

The  enactment  of  Title  XI,  "Regulation  of  Explosives,"  of  the  Safe  Streets  Act 
of  1970,  placed  the  primary  responsibility  for  the  control  of  explosive  materials 
in  interstate  and  foreign  commerce  on  ATF,  although  it  did  provide,  in  six  sub- 
sections of  the  statute,  for  joint  investigative  authority  between  the  Secretary  of 
the  Treasury  and  the  Attorney  General.  A  working  agreement  between  ATF  and 
the  FBI  on  each  Bureau's  responsibility  under  those  six  subsections  has  been 
signed  in  order  to  reduce  a  duplication  of  effort  and  help  the  State  and  local  officer 
understand  which  Federal  agency  he  should  turn  to  for  help  under  a  given 
situation.  . 

As  the  result  of  the  increasing  frequency  of  criminal  type  bombing  incidents, 
we  have  developed  a  national  incident  reporting  system  which  will  render  in- 
telligence data  to  field  personnel  as  well  as  develop  the  capability  of  establishing 
the  trend  of  this  type  criminal  activity.  We  are  all  aware  of  the  decline  in 
"campus"  bombings,  and  the  bulk  of  our  bomb  investigations  during  the  last  6 
months  has  been  in  the  labor  field.  We  have  had  several  bombings  where  the  tar- 
gets were  State  or  Federal  witnesses  to  a  crime,  and  the  most  significant  here 
occurred  in  Oklahoma  on  February  2,  1971,  when  a  schoolteacher  was  killed  after 
a  bomb  exploded  in  a  pickup  truck  she  started  at  her  residence.  The  truck  was 
usually  used  by  her  husband  who  was  a  prosecution  witness  in  a  pending  case 
against  a  well-known  Oklahoma  gangster.  After  extensive  investigation  by  ATF 
agents  and  Oklahoma  State  authorities,  the  gangster  was  convicted  in  State  court 
for  the  teacher's  murder  and  sentenced  to  life  imprisonment.  The  investigation 
continued  and  6  months  later  a  second  man  was  arrested  for  helping  set  the  bomb. 
He  was  convicted  on  Federal  charges  and  sentenced  to  10  years  in  prison. 

We  arrested  280  persons  in  fiscal  year  1972  for  explosive  violations  as  compared 
to  67  for  the  previous  year.  In  New  Mexico,  two  men  made  several  homemade 
bombs  and  attempted  to  induce  an  ATF  undercover  agent  to  kill  a  local  truck 
driver  with  the  bombs.  The  two  men  were  convicted  in  August  1972,  for  the  un- 
lawful possession  of  the  bombs  and  each  received  the  maximum  10-year  prison 
sentence.  Many  of  our  investigations  of  bombings  result  in  charges  being  filed 
in  State  court.  Typical  of  this  was  the  case  in  Cateret  County,  N.C.,  where  eight 
persons  were  charged  under  State  laws  in  the  bombing  of  the  Cateret  County 
High  School  and  several  other  buildings.  ATF  special  agents,  working  with 
State  and  local  officers,  spearheaded  the  investigation  which  resulted  in  the  con- 
viction of  the  ringleader  and  his  sentencing  to  20  years  in  State  prison. 

The  enactment  of  Title  XI  of  the  Safe  Streets  Act  of  1970,  which  required  the 
licensing  of  dealers  in  explosives  and  placed  restrictions  on  the  sale  of  explosive 
materials,  has  been  effective  and  caused  those  who  would  misuse  the  most  com- 
mon of  explosives,  dynamite,  to  resort  to  theft  to  acquire  a  supply.  A  good  ex- 
ample of  this  was  the  case  in  Sacramento,  Calif.,  where  our  special  agents 
watched  as  three  men  associated  with  the  Hell's  Angels  motorcycle  gang  bur- 
glarized an  explosives  storage  bunker.  The  men,  all  heavily  armed,  were  arrested 
by  ATF  special  agents  in  a  safe  area  after  they  had  left  the  storage  bunker.  At 
the  time  of  arrest,  they  had  5  tons  of  dynamite,  17  cases  of  primacord,  and  over 
100  electric  blasting  caps. 

ILLICIT    LIQUOR 

The  suppression  of  nontaxpaid  distilled  spirits  has  always  been  the  primary 
mission  of  the  illicit  liquor  program  of  the  Bureau.  Today,  approximately  95  per- 
cent of  the  Nation's  illicit  distilleries  are  seized  in  the  seven  Southern  States 
and  fringe  areas  of  "Virginia,  Kentucky,  Arkansas,  eastern  Oklahoma  and  north- 
eastern Texas. 

In  fiscal  year  1972,  our  special  agents  participated  in  the  seizure  of  2,090  illicit 
distilleries.  Many  other  distilleries  were  seized  by  State  and  local  officers  which 
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are  not  included  in  our  statistics.  Our  agents  estimated  that  the  2,000  plus  dis- 
tilleries we  seized  had  an  average  lifespan  of  30  days,  and  during  that  time  pro- 
duced 2,183,507  proof  gallons  of  illicit  liquor.  This  represents  a  Federal  tax  loss 
of  $22.9  million,  without  taking  into  account  the  accompanying  loss  in  State 
taxes.  Had  these  distilleries  been  allowed  to  go  undetected,  the  yearly  Federal  tax 
loss  would  have  been  over  a  quarter  of  a  billion  dollars. 

During  the  1960's,  the  Bureau  initiated  a  program  called  Operation  Dry-Up  in 
South  Carolina,  and  it  later  was  expanded  to  Georgia  and  Alabama.  Basically,  it 
called  for  increased  investigative  personnel  in  the  State,  and  an  all-out  public  in- 
formation campaign  to  overcome  the  apathy  of  the  law-abiding  citizen  toward 
"moonshinirig"  since  they  made  up  the  grand  and  petit  juries  before  which  the 
moonshiner  stood.  The  success  of  the  program  was  evidenced  by  the  fact  that 
for  the  first  time  in  our  long  history  of  enforcing  the  Federal  liquor  laws,  we  were 
able  to  measure  the  effects  of  our  law  enforcement  effort.  As  you  know,  most  law 
enforcement  work  is  like  preventive  medicine  where  there  are  no  measurable  re- 
sults. But  in  those  States,  the  legal  liquor  industry  was  able  to  document  in- 
creased sales  of  taxpaid  distilled  spirits  in  direct  correlation  with  the  enforce- 
ment effort,  and  over  $100  million  in  additional  revenue  to  the  Federal  Govern- 
ment has  accrued  since  the  inception  of  the  program. 

Wliile  there  is  a  definite  decrease  in  the  illicit  production  of  whiskey,  as  com- 
pared to  15  or  20  years  ago,  the  problem  is  still  of  sufficient  magnitude  to 
warrant  continuing  Federal  attention.  We  have  found  the  southern  bootlegger 
today  no  longer  confines  his  illegal  activities  to  moonshine  whiskey,  but  has 
branched  out  into  counterfeiting  and  narcotics.  On  January  16,  1973,  a  large 
scale  liquor  law  violator  in  the  Atlanta,  Ga.  area  entered  a  plea  of  guilty  to  Fed- 
eral charges  of  possessing  and  selling  nontaxpaid  whiskey.  He  was  sentenced  to 
2  years  in  prison  to  be  served  concurrently  with  a  6-year  sentence  for  possession 
and  sale  of  heroin.  Another  major  liquor  violator  from  the  Gainesville,  Ga.  area 
received  an  8  year  State  prison  sentence  on  drug  charges.  Local  officers  have  long 
found  the  sale  of  illegal  whiskey  to  be  contributory  to  crime  in  the  community, 
since  illegality  breeds  illegality. 

STATE   ASSISTANCE 

As  I  mentioned  earlier,  we  have  always  enjoyed  a  warm  and  strong  working 
relationship  with  State  and  local  officers.  Developed  over  the  years  and  expressed 
in  the  commonality  of  the  single  goal  of  fighting  crime,  it  is  not  uncommon 
today  to  see  the  special  agent  and  the  local  officer  side-by-side  in  the  middle  of  a 
bombed-out  building,  sorting  out  the  tangled  debris  and  sifting  the  dust  and  dirt 
in  search  of  evidence. 

Today,  our  assistance  to  these  State  and  local  agencies  ranges  from  actual 
joint  criminal  investigations  to  training  courses  ranging  from  extensive  2- 
week  curriculums  to  short-term  schools  on  bombs  and  bomb  investigations.  In 
fiscal  year  1972,  we  provided  training  for  over  45,000  police  officers  under  this 
program.  During  the  first  6  months  of  the  current  year,  we  have  given  training 
to  15,470  police  officers.  Such  schools  are  conducted  at  sites  selected  by  the  re- 
questing agency  and  sometimes  includes  police  officers  from  several  small  de- 
partments who  have  joined  together  for  the  instruction.  Some  of  the  funds  neces- 
sary for  our  part  of  these  training  sessions  is  provided  by  the  Law  Enforcement 
Assistance  Administration. 

Our  approach  to  working  with  State  and  local  officers  is  that  we  are  there 
to  assist  them,  not  to  take  over  their  investigation.  Many  of  the  joint  investiga- 
tions conducted  with  them  are  prosecuted  in  State  courts  when  the  State  laws 
parallel  the  Federal  firearm  statutes.  Typical  of  our  assistance  is  the  incident  in 
Champaign.  111.,  where  police  requested  ATF  assistance  in  the  apprehension  of  a 
convicted  felon  who  was  the  major  suspect  in  a  series  of  armed  robberies  in  the 
Champaign  area  including  two  in  which  the  victims  were  shot.  ATF  special 
agents  arrested  the  man  on  charges  of  possessing  a  firearm  in  violation  of  Federal 
laws,  and  after  his  arrest,  the  robl>eries  in  the  Champaign  area  stopped. 

In  another  case  in  Michigan,  the  State  police  asked  our  help  in  an  investigation 
relating  to  stolen  property,  including  firearms.  We  placed  one  of  our  agents  in 
an  undercover  role,  and  he  bought  six  guns  from  the  suspects.  The  joint  investiga- 
tion resulted  in  the  officers  obtaining  State  search  warrants  for  several  locations 
in  the  Detroit  area,  and  when  served,  stolen  property  estimated  in  value  at  $300,- 
000  was  recovered.  The  investigation  is  continuing.  In  Salon.  Ohio,  local  police 
officers  asked  our  help  in  the  investigation  o^=  -  bombing  that  occurred  on  a 
golf  course.  Three  individuals  were  arrested  for  the  bombing  and  they   ad- 
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mitted  committing  30  burglaries  with  stolen  merchandise  valued  at  approxi- 
mately $250,000.  They  also  admitted  having  committed  three  arson  violations. 
This  is  but  a  sampling  of  the  hundreds  of  incidents  which  take  place  each  year 
icross  the  country,  but  which  do  not  show  up  in  the  statistical  reports  of  Federal 
2ases  made.  The  benefit  for  the  American  society  is  the  free  exchange  of  informa- 
tion from  local  officers  regarding  violations  of  law  within  the  primary  investi- 
gative jurisdiction  of  the  Bureau.  No  Federal  agency  enforcing  laws  that  touch 
the  lives  of  the  general  public  can  be  successful  without  the  cooperation  of  local 
police  agencies. 

OTHER  ENFORCEMENT   ACTIVITIES 

Organized  crime  strike  forces  have  been  established  by  the  Department  of 
Justice  in  17  major  cities  throughout  the  country,  and  19  of  our  special  agents 
have  been  attached  to  these  groups  to  represent  the  Bureau.  "We  are  proud  that 
ATF  has  been  selected  by  the  Department  of  Justice  for  the  responsibility  of 
coordinating  the  intelligence  on  organized  crime  gathered  by  all  Federal  agencies 
participating  in  the  Strike  Force  program.  A  group  of  experienced  ATF  agents 
has  been  established  as  coordinators  to  provide  much  of  the  in-house  instruction 
and  training  necessary  to  the  program.  Our  Strike  Force  agents  investigate 
the  activities  of  mobsters,  racketeers,  and  underworld  hirelings  for  violations 
of  the  Federal  law  relating  to  firearms,  liquor  and  explosives.  Since  the  inception 
of  the  Strike  Force  program,  we  have  been  successful  in  developing  cases  which 
led  to  the  indictment  of  398  people  identified  as  members  of  organized  crime. 

I  would  like  to  mention  one  or  two  of  our  organized  crime  cases  to  provide  an 
example  of  the  work  we  do  in  this  area.  Last  year  the  Cook  County,  111.  State 
Attorney's  Office  asked  us  to  help  them  in  a  murder  investigation,  which  subse- 
quently resulted  in  murder  indictments  against  three  organized  crime  figures. 
One  of  the  three  ranks  high  in  Chicago  organized  crime  lists  and  a  firearm 
which  we  seized  from  his  home  on  Federal  gun  charges  is  to  be  used  as  evidence 
in  the  State's  murder  case  against  the  three  men.  The  reputed  boss  of  the 
Rochester,  N.Y.  organized  crime  ayndicate,  left  for  Arizona  and  evidence  gathered 
by  our  agents  resulted  in  his  Federal  indictment  for  unlawful  interstate  trans- 
portation of  firearms.  In  Newark,  N.J.,  one  of  our  special  agents,  acting  in  an 
undercover  capacity,  bought  guns  from  a  man  who  was  a  known  "fence"  and  was 
moving  firearms  and  ammunition  being  hijacked  by  a  New  York  organized  crime 
family.  When  we  arrested  him,  we  seized  60  guns  including  automatic  weapons. 
ATF  is  also  deeply  concerned  over  the  narcotics  problems  of  this  country, 
and  we  participate  in  the  Federal  drive  against  drugs  by  the  assignment  of  41 
of  our  agents  to  fulMime  duty  with  the  DALE  project  under  the  direction  of  the 
Department  of  Justice.  These  men  work  in  33  cities  throughout  the  country.  But 
in  an  effort  to  make  an  even  greater  response  to  narcotic  control,  we  initiated  a 
pilot  project  within  the  framework  of  our  own  jurisdiction  in  Miami,  Fla.,  be- 
cause experience  has  shown  a  close  correlation  between  firearms  violations  and 
narcotic  violations.  Working  closely  with  the  Bureau  of  Narcotics  and  Danger- 
ous Drugs,  the  Bureau  of  Customs,  DALE  officials,  the  Intelligence  Division  of 
the  Internal  Revenue  Service  and  local  officials,  we  placed  several  men  in 
undercover  roles  in  the  city  after  furnishing  them  a  target  list  of  over  100  knovpn 
persons  involved  in  the  narcotics  traffic  with  a  goal  of  linking  those  persons  with 
gun  violations.  The  results  were  excellent  and  not  only  were  violations  of  our 
laws  uncovered,  but  intelligence  on  straight  narcotics  work  was  gathered  and 
forwarded  to  the  appropriate  agency.  Such  projects  are  costly  in  both  money 
and  manpower  and  difficult  to  sustain. 

In  addition  to  the  above  stated  programs,  organized  crime  and  narcotics  work, 
we  provide  substantial  assistance  to  special  programs  of  other  law  enforcement 
agencies.  Over  100  of  our  special  agents  were  assigned  to  assist  the  Secret 
Service  in  maintaining  security  at  each  of  the  national  political  conventions 
this  past  year.  Our  agents  have  also  been  used  to  provide  protective  services  for 
Government  dignitaries  and  visiting  foreign  officials  at  the  United  Nations.  While 
we  acknowledge  the  necessity  for  such  work,  I  must  point  out  that  this  requires 
the  diversion  of  our  agents  from  normal  duties,  and  there  is  an  accompanying 
reduction  in  the  effectiveness  of  our  mission  and  workload  accomplishments. 

REGTJtATOBY  ENFORCEMENT 

This  function  vdthin  the  Bureau  is  primarily  responsible  for  protecting 
an  annual  Federal  revenue  of  $7l^  billion  derived  from  commodity  taxes  on  dis- 
tilled spirits,  beer,  vrine.  and  tobacco  products.  The  cost  for  the  collection  of  this 
revenue  amounts  to  approximately  $17.6  million  annually,  which  is  probably  one 
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of  the  best  returns  on  the  dollar  that  the  Government  has  today  since  it  averages 
out  that  we  spend  $2.32  to  collect  $1,000. 

This  low  cost  factor  was  not  achieved  overnight  and  is  the  long-term  yield  of 
emphasizing  voluntary  compliance  with  the  tax  law  at  the  operating  levels  by 
promoting  an  understanding  of  what  the  laws  require.  The  positive  industry 
response  reinforces  the  truth  that  a  just  administration  of  fair  laws  does  accom- 
modate the  public  good. 

ATF  inspectors  today  maintain  joint  custody  with  the  proprietors  of  the 
bonded  premises  on  which  distilled  spirits  are  produced  and  stored.  Over  1.1  bil- 
lion tax  gallons  of  spirits  with  a  potential  tax  revenue  of  $11.6  billion  were  stored 
in  bonded  warehouses  at  the  close  of  fiscal  1972. 

Regulatory  enforcement  has  two  basic  programs — revenue  protection  and 
consumer  protection — which  absorb  the  talents  of  over  900  inspectors  in  the 
field.  An  analysis  of  work  performed  during  fiscal  1972  showed  that  71  percent 
of  the  time  of  these  inspectors  was  spent  on  inspection  work  which  is  performed 
as  a  means  of  achieving  revenue  protection,  through  revenue  audits  and  com- 
pliance inspections  while  the  other  29  percent  was  devoted  to  work  more  closely 
aligned  to  consumer  protection — the  assurances  that  the  product  is  properly 
labeled  and  represented  and  that  fair  trade  practices  are  employed. 

At  the  latest  available  count,  there  are  over  one-half  million  establishments 
(permittee  or  licensed  premises)  in  the  United  States  which  fall  under  the  reg- 
ulatory administration  of  the  Bureau.  Of  this  number,  about  435,000  are  engaged 
in  the  production,  distribution,  storage,  or  use  of  alcohol,  wine,  and  beer.  The 
others  are  in  the  tobacco,  firearms  and  explosives  industries.  The  regulation  of 
the  latter  two  will  be  shifted  to  regulatory  enforcement  as  soon  as  resources 
permit. 

TRADE   PRACTICE  ENFORCEMENT 

In  1935,  Congress  passed  the  Federal  Alcohol  Administration  Act  and  stated 
that  its  purpose  was  to  curtail  the  corruption  which  existed  in  the  liquor  indus- 
try prior  to  prohibition.  We  are  all  well  aware  of  the  prohibition  era  and  the 
manufacture  of  alcohol  by  the  forerunner  of  today's  organized  crime  element. 
Even  after  the  repeal  of  prohibition,  the  criminal  element  continued  to  engage 
in  the  illicit  production  and  distribution  of  alcohol. 

Today,  bigtime  organized  crime  subjects  seem  to  look  at  the  ownership  of 
clubs,  bars,  and  liquor  stores  as  a  status  symbol  and  a  place  where  they  can  carry 
on  other  illegal  activities  without  drawing  attention  while  they  exert  their  in- 
fluence. The  legal  liquor  industry  has  been  infiltrated  at  some  wholesale  and 
retail  levels  by  organized  crime  in  an  attempt  to  monopolize  certain  liquor  dis- 
tribution areas  through  the  elimination  of  all  competition.  The  acouisition  of 
these  businesses,  as  well  as  nightlclubs,  bars,  clubs,  restaurants,  hotels,  motels, 
and  liquor  stores,  is  often  the  resvilt  of  shylock  loans  to  the  owners  to  cover 
gambling  or  other  debts. 

That  is  why  today  each  individual  desiring  to  enter  the  liquor  industry,  from 
the  producer  down  through  the  wholesale  level,  is  subjected  to  an  intensive  back- 
ground investigation  by  Bureau  inspectors,  and  each  application  for  a  permit 
to  do  business  in  the  liquor  industry  is  carefully  investigated. 

A  report  on  organized  crime  filed  by  the  President's  Commission  on  Law 
Enforcement  and  Administration  of  Justice  stated  that  "Law  enforcement  is 
not  the  only  weapon  that  governments  have  to  control  organized  crime.  Regula- 
tory activity  can  have  a  great  effec-t."  The  report  also  said,  "Government  at 
various  levels  has  not  explored  the  regulatory  devices  available  to  thwart  the 
activities  of  criminal  groups,  especially  in  the  area  of  infiltration  of  legitimate 
business.  These  techniques  are  especially  valuable  bec-ause  they  require  a  less 
rigid  standard  of  proof  of  violation  than  the  guilt-beyond-a-reasonable-doubt 
requirement  of  criminal  law."  The  Bureau  has  used  this  approach  in  its  .Justice 
Department  Strike  Force  activity  during  the  past  year  in  Baltimore,  New 
Orleans.  Chicago.  Pittsburgh,  and  Atlantic  City  where  retail  liquor  outlets,  with 
suspected  organized  crime  ownership,  were  inspected  by  teams  of  Bureau  in- 
spectors and  special  agents.  The  results  have  been  highly  successful,  with  hidden 
ownership  of  the  premises  by  organized  crime  figures  brought  out  in  many 
instances. 

The  attention  devoted  to  unfair  trade  practices  by  our  inspectors  has  been 
increased  from  about  5  man-years  to  20  man-years  during  the  past  year,  and 
will  continue  to  increase  within  the  limitations  of  the  proposed  budget.  A  good 
examnle  of  this  work  was  a  recent  case  in  an  Eastern  State  where  12  firms 
were  found  in  violation,  and  a  total  of  $365,000  in  offers  in  compromise  was 
submitted  by  these  firms  in  lieu  of  criminal  and  civil  action. 
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CONStTMEB   PROTECTION 

This  program  ranges  from  checking  a  formula  on  a  new  perfume  or  the  label 
on  a  new  product  to  making  sure  that  a  fifth  of  whiskey,  when  filled,  con- 
tains a  full  fifth.  It  also  includes  a  check  of  what  is  being  sold  in  a  bar,  because 
it  is  not  uncommon  to  find  a  retail  outlet  engaged  in  what  we  term 
a  ''refill  violation"  where  a  cheap  whiskey  is  substituted  for  a  more  expensive 
brand.  Our  goal  here,  as  I  stated  earlier,  is  to  make  sure  that  the  consumer 
gets  what  he  is  paying  for. 

Every  label  for  an  alcoholic  beverage  must  have  our  approval  liefore  it  can 
be  used  to  guard  against  consumer  deception.  Recently  distributors  of  malt 
liquors  engaged  in  an  advertising  campaign  touting  the  alcoholic  strength  of 
malt  liquor.  The  law  prohibits  implications  of  alcoholic  strength  in  malt  liquor 
advertising  since  it  is  held  under  the  statute  to  be  a  drink  of  moderation  and 
not  to  be  sold  on  the  basis  of  alcoholic  content.  Currently  there  are  several  cases 
pending  of  varietal  wine  mislabeling  wherein  the  bottled  wine  was  not  that 
stated  on  the  label. 

All  labels  for  imported  alcoholic  beverages  must  be  examined  and  approved 
by  the  Bureau,  before  they  can  enter  commercial  streams  in  the  United  States. 
Each  domestic  formula  for  wine  and  beer  is  examined  by  us  with  recognition 
of  the  Food  and  Drug  Administration  requirements  to  make  sure  that  there  are 
no  ingredients  which  might  be  harmful  to  the  human  system.  Recently,  our 
inspectors  found  traces  of  asbestos  in  an  alcoholic  beverage  being  distributed  in 
the  Midwest,  and  we  required  that  every  bottle  be  recalled  and  taken  off  the 
market.  Because  of  the  increased  demands  by  consumers  to  know  the  ingredi- 
ents of  the  products  they  use,  we  are  currently  studying  the  possibility  of  requir- 
ing that  all  labels  of  alcoholic  beverages  contain  a  complete  listing  of  component 
parts  of  the  beverage. 

Our  inspection  program  work  on  unfair  competition  is  also  contributory  to 
consumer  protection,  because  it  insures  that  the  consumer  is  given  a  full  choice 
of  products  when  he  goes  into  a  bar  or  retail  outlet.  At  the  same  time,  competi- 
tive goods  in  the  same  outlet  provide  for  competitive  prices  for  the  product. 

ENVIRONMENTAL   PROTECTION 

Bureau  involvement  here  came  with  the  enactment  of  the  National  Environ- 
mental Policy  Act  of  1969  and  the  Federal  Water  Pollution  Control  Act.  It  is  the 
Bureau's  responsibility  under  the  FWPCA  to  see  that  each  of  the  regulated  in- 
dustries, who  in  their  production  processes  discharge  waste  into  navigable  waters. 
have  a  certificate  of  compliance  issued  by  the  proper  State  authorities  before 
we  issue  an  original  or  renew  their  license  or  permit.  Under  NEPA,  we  must  give 
appropriate  consideration  to  all  environmental  aspects  of  a  proposed  action  or 
decision.  In  this  regard,  we  have  issued  a  draft  environmental  impact  statement 
on  the  proposed  use  of  polyvinyl  chloride  liquor  bottles  and  are  currently  pre- 
paring the  final  statement. 

TOBACCO   PRODUCTS 

This  is  an  aspect  of  the  Bureau's  work  which  has  recently  been  very  much  in 
the  public  eye,  because  of  the  controversy  over  the  "little  cigar."  Taxes  paid  on 
tobacco  products  come  from  the  industry  in  the  form  of  self-assessment  with 
periodic  on-premises  checks  by  our  inspectors.  New  "little  cigars"  are  often  sub- 
mitted to  us  for  tax  determination,  and  we  obtain  samples  for  tax  determination 
of  those  that  are  not  voluntarily  submitted.  The  larger  cigars  wrapped  in  recon- 
stituted tobacco  are  similarly  checked.  We  also  keep  an  eye  on  the  packaging 
and  marketing  of  the  product,  as  well  as  the  advertising  to  a  certain  degree  to 
determine  whether  the  product  is  offered  to  the  public  consistent  with  its  tax 
category.  We  maintain  liaison  with  the  Department  of  Justice.  Federal  Trade 
Commission,  and  Federal  Communications  Commission  because  of  our  somewhat 
interrelated  statutory  responsibilities. 

Technical  and  Scientific  Services 

SCIENTIFIC    services    DWISION 

We  are  extremely  proud  of  our  laboratories,  both  in  their  support  to  the 
Bureau's  activities  and  the  assistance  which  their  forensic  experts  have  given  to 
State  and  local  law  enforcement  agencies.  Our  laboratory  personnel  pioneered 
the  use  of  neutron  activation  analysis  in  law  enforcement  work,  and  the  first 
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acceptance  of  the  technique  in  Federal  court  was  in  New  York  City  where  it 
was  used  to  prove  that  a  truckload  of  moonshine  whiskey  seized  in  New  York  had 
originated  on  the  farm  of  a  bootlegger  in  Georgia.  Neutron  activation  analysis 
today  is  the  most  sensitive  and  specific  method  known  for  detecting  gunshot 
residue,  and  this,  too,  is  a  technique  developed  in  our  lab  which  processed 
2,400  cases  of  this  type  last  year  for  local  law  enforcement  agencies. 

With  our  involvement  in  bombings  since  1968,  our  laboratory,  as  I  mentioned 
earlier,  has  gained  nationwide  identity  in  the  law  enforcement  commimity  for 
its  work  on  explosives  materials.  Each  year  the  laboratory  processes  over  1,000 
cases  of  bomb  debris  examination. 

We  maintain  a  complete  ink  library  of  approximately  2,500  domestic  and 
European  ink  standards,  which  is  used  to  identify  inks  on  questioned  documents 
involved  in  investigations  conducted  by  ATF  and  other  Federal  agencies,  includ- 
ing IRS,  SEC,  and  the  Department  of  Justice.  A  large  percentage  of  the  approxi- 
mately 150  analyses,  per  year  involve  tax  fraud  and  OCD  cases.  Our  ink  iden- 
tification and  dating  program  is  well  recognized  internationally  as  evidenced  by 
the  fact  that  the  International  Association  of  Identification,  one  of  the  world's 
largest  professional  forensic  organizations,  presented  the  highly  coveted  Don- 
daro  Award  to  one  of  our  forensic  chemists  for  his  outstanding  contribution  to 
the  field  of  ink  identification. 

Our  firearms  and  toolmark  examiners  are  actively  involved  in  the  Bureau's 
law  enforcement  efforts.  Over  250  cases  are  completed  each  year  with  requests 
for  assistance  coming  from  all  over  the  country.  One  of  our  examiners  testified 
in  California  State  court,  in  the  recent  Juan  Corona  case,  identifying  tire  tracks 
at  the  gravesite  as  the  same  type  tire  as  was  on  Juan  Corona's  vehicle.  This 
same  examiner  also  testified  for  the  State  of  California  as  an  expert  witness  in 
a  mass  murder  case  involving  members  of  the  Charles  Manson  family. 

Our  laboratories  also  offer  a  wide  range  of  document  examination  services 
such  as  handwriting  identification,  typewriting  identification,  watermark  exam- 
ination, and  deciphering  obliterated  writing.  During  the  past  year  we  completed 
over  750  cases,  comprised  of  16,000  documents.  For  example,  one  of  our  experts 
testified  that  the  death  list  of  the  victims  written  in  a  ledger  book  found  in 
Juan  Corona's  belongings  was  in  the  handwriting  of  Juan  Corona. 

In  addition  to  the  above  programs,  our  laboratories  are  active  in  fingerprint 
examination  and  photography  and  are  developing  a  voiceprint  identification 
capability. 

The  laboratories  also  support  regulatory  enforcement  activities  of  the  Bureau 
through  sample  analysis  and  technical  advice;  such  support  being  concerned 
with  protection  of  the  revenue,  consumer  protection  and  environmental  control. 

For  example,  in  the  area  of  fermented  beverages  (wines  and  beers)  we  check 
fill  of  containers,  additives,  presences  of  harmful  ingredients  such  as,  lead  in 
canned  alcoholic  cocktails,  asbestos  fibers,  and  harmful  anti-fermentation  ingre- 
dients in  wines.  Imported  wines  are  examined  to  assure  that  over-carbonated 
wines  are  taxed  at  the  champagne  rate.  We  check  to  see  that  colors  used  in 
alcoholic  beverages  are  those  authorized  by  the  Food  and  Drug  Administration 
and  products  containing  artificial  flavors  are  so  labeled,  and  that  alcoholic  bev- 
erages are  properly  labeled  as  to  contents. 

In  the  area  of  denatured  alcohol  articles  (toilet  preparations  and  industrial 
alcoholic  products)  we  assure  that  products  are  properly  labeled  as  to  place  of 
origin  (French  perfumes)  and  that  articles  containing  alcohol  contain  suflUcient 
other  ingredients  to  protect  them  from  recovery  of  beverage  alcohol.  We  are 
also  responsible  for  assuring  that  disposal  of  waste  products  from  premises 
using  denatured  alcohols  meets  requirements  of  environmental  control  authori- 
ties. 

Tobacco  is  examined  to  distinguish  between  cigars  and  cigarettes  for  tax  pur- 
poses, and  to  protect  consumers  by  properly  classifying  cigarettes  as  opposed  to 
cigars.  Lubricants,  filled  cheeses  and  other  miscellaneous  tax  articles  are  ex- 
amined for  tax  classification. 

Total  regulatory  enforcement  samples  expected  to  be  received  for  analysis 
this  fiscal  year  (including  field  labs)  will  exceed  16,000.  In  addition,  it  is  ex- 
pected that  the  headquarters  laboratory  will  receive  more  than  2,500  formulas 
for  nonbeverage  drawback  products  (internal  medicinal  products,  flavors,  and 
alcoholic  foods)  ;  5,000  formulas  for  specially  denatured  alcohol  products  (toi- 
letries, etc.)  ;  and  7.000  labels  for  toilet  preparations. 

In  addition  to  the  headquarters  laboratory,  there  are  three  other  laboratories — 
in  Philadelphia,  Atlanta,  and  Cincinnati. 
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Increased  examination  of  products  required  by  new  laws  and  the  increasing 
sophistication  of  the  technologies  involved  in  testing  products  are  rapidly  ex- 
I)anding  our  headquarters  laboratory  beyond  the  limits  of  space  available.  In 
addition,  as  more  work  is  done  in  explosives  and  radiation,  the  safety  of  the 
oflBcevvorkers  near  our  laboratory  gives  us  couceru.  Requirements  of  space, 
safety,  and  ecology  will  soon  force  us  to  move.  Ideally,  the  laboratory  should 
be  a  specially  built  structure  removed  from  all  but  necessary  personnel.  Dur- 
ing fiscal  year  1974  we  intend  to  develop  plans  for  such  a  national  ATF 
laboratory. 

ADP  DIVISION 

At  present  the  Bureau  of  Alcohol,  Tobacco,  and  Firearms  has  little  ADP 
.support.  Functions  which  can  be  computerized  such  as  licensing,  permitting, 
criminal  case  inventory,  criminal  intelligence,  firearms  tracing,  personnel  record- 
keeping, etc.,  are  performed  manually  in  the  seven  regions  and  headquarters. 
There  are  no  personnel  yet  assigned  to  the  ADP  Division. 

The  current  volume  of  work  is  within  the  capability  of  a  single  center.  The 
5-year  plan  for  the  Bureau  is  to  build  and  have  ready  for  operation  a  national 
ATF  computer  center. 

In  fiscal  year  1974  we  plan  to  determine  which  functions  now  performed 
manually  can  properly  utilize  ADP  techniques.  Some  functions,  such  as  the 
criminal  case  inventory  portion  of  the  management  information  system  which 
is  being  designed  at  IRS'  data  center  in  Detroit,  will  be  transferred  to  the 
headquarters  computer  center  when  that  facility  is  ready.  We  will  establish, 
during  1974,  the  ADP  Division  with  a  small  nucleus  of  five  professionals  and 
two  secretaries  to  do  the  systems  analysis.  Then,  in  fiscal  year  1975,  we  will 
develop  the  system  which  will  be  automated  and  begin  our  planning  for  a  na- 
tional ATF  computer  center. 

TECHNICAL   SEEVICE8 

In  the  Technical  Services  Division,  we  perform  operations  and  provide  as- 
sistance to  Bureau  headquarters  and  field  personnel  and  other  Federal,  State, 
and  local  agencies  in  a  number  of  areas  relating  to  firearms  and  explosives. 
The  gun  tracing  activity  previously  mentioned  is  located  in  this  area  as  is  a 
similar  system  designed  to  trace  explosives  involved  in  investigations. 

Under  the  Mutual  Security  Act  of  1954,  ATF  is  responsible  for  registering 
importers  and  controlling  importations  of  all  implements  of  war,  ranging  from 
battleships  to  nerve  gas.  In  addition,  we  also  act  on  applications  to  import 
firearms  and  ammunition  under  the  Gun  Control  Act  (GCA)  of  1968.  Since 
1968  we  have  approved  over  95,000  import  permits  covering  4  million  firearms, 
and  have  disapproved  approximately  4,000  applications  covering  640,000  fire- 
arms valued  in  excess  of  $9  milli'^n. 

"We  are  also  responsible  under  le  GCA  of  1968  for  determinations  as  to 
items  or  devices  which  may  be  classifiable  as  firearms  under  the  act.  In  making 
these  determinations  we  are  confronted  with  a  wide  range  of  professional  and 
industrial  devices  utilizing  explosives  and/or  projectiles,  such  as  rivet  guns 
used  in  construction  and  tranquilizer  hypodermic  guns  used  in  veterinary  work. 

The  Bureau  maintains  a  firearm  reference  collection  of  over  1,600  different 
models  of  firearms  which  are  used  by  the  Bureau  and  other  Federal  agencies 
for  research  purposes.  For  example,  the  FAA  is  currently  utilizing  this  collec- 
tion for  testing  proposed  metal-detection  devices  in  their  anti-hijacking  program. 

We  exercise  controls  over  the  manufacture  and  transfer  between  owners  of 
all  firearms  defined  by  the  National  Firearms  Act,  that  is,  sawed-off  shotguns, 
machineguns,  short-barreled  rifies,  bombs,  and  grenades.  In  connection  with  this 
activity,  the  Bureau  maintains  a  national  firearms  registration  and  transfer 
record  of  all  such  weapons.  This  central  registry  provides  a  critical  basis  for 
supporting  criminal  enforcement  activities,  by  providing  documentary  evidence 
and  expert  testimony. 

The  Bureau  maintains  "the  explosive  list"  which  is  published  annually  and 
used  principally  by  the  chemical  and  explosives  industries.  We  provide  scientific 
and  technical  information  to  government  agencies  engaged  in  the  transportation 
and  use  of  explosives  in  matters  relating  to  safety.  The  research  and  develop- 
ment of  industry  is  monitored  and  evaluated  in  this  division.  This  cooperation 
enables  industry  to  maintain  compliance  with  the  laws  while  making  steady 
progress  in  their  technological  development.  Personnel  of  this  division  perform 
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practical  demonstrations  and  conduct  seminars  on  explosives  throughout  the 
United  States  for  local  law  enforcement  agencies 

The  requests  for  these  services  far  exceed  our  capability  to  meet  all  but  a 
selected,  limited  number. 

Bureau  Support  Sekvices 

The  Bureau,  to  be  self-sustainedi,  requires  the  supporting  services  of  ad- 
ministrative operations  covering  personnel,  procurement,  budgeting,  accounting, 
training,  and  other  related  functions.  I  am  pleased  to  report  that  we  are  making 
steady  progress  in  establishing  these  important  "housekeeping"  activities. 

In  addition,  an  oflSce  of  inspection  has  been  created  which  will  play  an  im- 
portant role  in  maintaining  the  integrity  of  the  Bureau  in  addition  to  the  assess- 
ment and  evaluation  of  the  Bureau's  enforcement  and  regulatory  programs. 

Summary 

In  summary,  the  budget  request  of  $73  million  before  you  is  about  $2.5  million 
less  than  the  $75,475,000  authorized  level  for  fiscal  year  1973.  By  a  careful 
ordering  of  priorities,  this  budget  will  enable  us  to  carry  out  our  most  important 
responsibilities.  At  the  same  time  we  will  continue  to  study  our  organizaion  and 
programs  to  determine  if  permanent  economies  can  be  achieved  without  loss  of 
operating  effectiveness.  It  is  our  desire  to  discharge  our  important  regulatory, 
revenue  producing  and  law  enforcement  responsibilities  at  the  least  cost  to  the 
American  taxpayer. 

Mr.  Chairman,  this  concludes  my  statement.  I  will  be  pleased  to  answer  any 
questions  you  or  other  members  of  the  committee  may  have. 

REGULATION  AS  A  MEANS  OF  CONTROLLING  CRIME 

Mr,  Steed.  Eeferring  to  page  23  of  your  justification  material,  you 
are  talking  about  the  use  of  regulatory  powers  in  order  to  acquire  cer- 
tain advantages  in  combating  crime.  What  are  all  the  licensing  powers 
that  you  have,  and  what  industries  do  they  affect  ? 

Mr.  Davis.  In  each  of  the  four  regulated  industries,  we  have  certain 
licensing  powers.  The  liquor  industry  is  here  referred  to  specifically. 
In  the  case  of  the  retail  premises  where  they  sell  alcoholic  beverages 
at  retail,  we  issue  a  special  occupational  tax.  This  is  a  tax  rather  than 
a  license.  It  is  a  tax  on  the  activity  in  which  they  are  involved. 

This  is  done  routinely.  In  other  words,  all  they  have  to  do  is  pay 
the  prescribed  fee  and  they  will  receive  a  receipt  for  paying  that 
special  occupational  tax. 

In  the  case  of  the  wholesaler — the  wholesaler  and  above  level,  the 
manufacturer,  the  distillery,  the  brewery  and  so  forth,  we  issue  permits. 
There  are  two  types  of  permits.  One  is  an  Internal  Revenue  permit, 
an  operating  permit  we  call  it,  and  the  other  is  a  Federal  Alcohol 
Administration  Act  permit. 

In  these  cases  and  because  of  the  concern  of  the  Congress  at  the  end 
of  prohibition  that  there  would  be  a  return  of  the  criminal  element  to 
the  alcoholic  beverage  industry  as  there  was  before  prohibition,  we 
make  a  very  complete  investigation  to  insure  that  no  person  with  a 
criminal  record  is  involved  in  this  level  of  activity;  that  he  is  finan- 
cially capable  of  carrying  it  on,  so  we  make  a  very  comprehensive 
investigation. 

In  the  case  of  the  firearms  dealer  and  explosives  dealer,  and  includ- 
ing the  manufacturer  and  importer,  w^e  actually  issue  them  licenses. 

In  the  case,  for  example,  of  the  firearms  dealer,  he  makes  an  applica- 
tion to  ATF  for  a  license. 
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He  fills  out  the  application  form  which  indicates  that  he  is  actually 
engaged  in  the  business  as  a  dealer  in  firearms.  It  requires  him  to 
describe  the  hours  he  is  going  to  operate,  that  he  is  open  to  the  public, 
and  that  he  is  not  prevented  by  law  from  engaging  in  this  business. 

Because  of  the  large  number  of  these — as  I  mentioned,  we  have 
155,000  licensed  dealers,  importers,  and  manufacturers — whenever  we 
get  a  new  application,  we  try  to  send  an  agent  or  an  inspector  out  there 
to  determine  that  his  application  is  in  fact  accurate.  In  some  cases,  we 
have  to  resort  to  letter  inquiry. 

Mr.  Steed.  Do  you  charge  fees  for  any  of  these  activities  ? 

Mr.  Davis.  Yes,  sir.  In  the  case  of  the  license  for  a  firearms  dealer, 
it  is  $10. 

Mr.  Steed.  Do  those  collections  go  into  the  general  fund  of  the 
Treasury  ? 

Mr.  Davis.  Yes. 

environmental,  protection  responsibilities 

Mr.  Steed.  I  notice  on  page  26  you  are  dealing  with  environmental 
protection.  Apparently  like  everyix>dy  else,  this  has  created  some  new 
problems  for  you,  too. 

Mr.  Davis.  Yes,  sir. 

Mr.  Steed.  I  assume  that  what  you  are  saying  here  is  that  you  per- 
form these  responsibilities  also  by  the  exercise  of  your  discretion  in 
the  licensing  part  of  your  function '( 

Mr.  Davis.  Yes,  sir.  There  are  two  actions.  One  of  them  is  the  Water 
Quality  Act.  The  other  one  is  the  Environmental  Protection  Act.  Any 
Federal  agency  that  issues  permits  or  licenses  to  engage  in  an  ac- 
tivity must  insure  that  that,  activity  meets  the  State  requirements  with 
respect  to  environmental  protection,  so  before  we  issue  such  a  permit, 
we  require  that  the  person  who  has  applied  for  the  pennit  obtain  a  cer- 
tification from  the  appropriate  State  agency  that  his  discharge  into 
the  water  or  into  the  air  does  not  violate  the  State  provisions.  Also  in 
the  environmental  area,  for  example,  we  have  just  recently  had  the 
question  of  the  use  of  plastics  in  distilled  spirits  containers.  Again,  of 
course,  we  had  to  take  into  consideration  the  environmental  impact  of 
a  decision  in  this  respect. 

Mr.  Steed.  Is  that  what  you  mean  by  a  polyvinyl  chloride  liquor 
bottle? 

Mr.  Davis.  Yes,  sir. 

Mr.  Steed.  Is  that  to  determine  whether  any  of  the  material  of  the 
bottle  itself  gets  into  the  substance  that  would  be  consumed  ? 

Mr.  Davis.  Yes,  sir.  Our  primary  responsibility  here  would  be  to 
determine  that  the  use  of  this  particular  plastic  to  contain  distilled 
spirits  in  no  way  would  be  harmful  to  the  consumer. 

With  the  addition  of  these  other  laws,  we  must  also  determine  what 
environmental  impact  the  use  of  these  woidd  have.  This  is  sort  of 
added  on  to  our  basic  responsibility. 

ATF    LABORxVTORY 

Mr.  Steed.  On  page  28  you  talk  about  some  of  your  laboratory  activ- 
ities. I  notice  one  very  interesting  item  about  the  work  you  can  do 
with  identifying  inks. 

Mr.  Davis.  Yes,  sir. 
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Mr.  Steed.  And  the  progress  you  have  made  in  ink  identification.  I 
notice  you  praise  one  of  your  forensic  chemists  for  his  outstanding  con- 
tributions in  the  field  of  ink  identification,  and  that  he  received  from 
the  International  Association  of  Identification  the  Dondero  Award. 
Was  this  a  recent  achievement  ? 

Mr.  Davis.  Yes,  sir.  If  my  memory  serves  me,  it  was  in  calendar  year 
1972. 

Mr.  Steed.  Could  you  ^ve  us  a  little  thumbnail  sketch  on  t.his  gen- 
tleman, so  we  can  put  it  m  the  record  at  this  point  to  give  him  some 
recognition  for  it  ? 

Mr.  Davis.  Yes,  sir.  I  might  mention,  Mr.  Chairman,  if  I  am  not 
mistaken  this  was  the  fourth  award  granted.  The  first  one  was  given 
to  Mr.  J.  Edgar  Hoover,  so  it  is  a  prestigious  award.  This  gentleman 
pioneered  the  whole  theory  of  ink  analysis,  and  we  have  made  some 
very  good  cases.  In  this  respect  we  work  with  the  Internal  Revenue  in 
their  tax  program,  so  that  by  this  scientific  method,  and  by  getting 
the  samples  of  ink  this  gentleman  can  show  that  if  a  document  was  pur- 
ported to  have  been  signed,  say  in  1966,  that  the  ink  that  he  used  in 
signing  it  hadn't  even  been  manufactured  until  say  1970,  therefore 
showing  that  the  document  couldn't  have  been  completed  at  that  tinie. 
Thus  there  have  been  some  very  significant  tax  cases  as  a  result  of  this. 

[The  information  follows :] 

Brief  Biography  of  Richard  L.  Brunelle 

Richard  Brunelle  is  presently  Chief  of  the  Identification  Branch  of  the  Scientific 
Services  Division  of  the  Bureau.  He  has  a  bachelor  of  arts  degree  majoring  in 
chemistry  from  Clark  University  in  Worcester,  Mass.,  and  a  master  of  science 
degree  in  forensic  science  from  the  George  Washington  University  in  Washing- 
ton, D.C. 

From  1960  to  1961,  Mr.  Brunelle  worked  at  the  Worcester  Foundation  for 
Experimental  Biology  in  Worcester,  Mass.,  in  the  field  of  medical  research. 
From  1961  to  1963  he  was  employed  by  the  U.S.  Food  and  Drug  Administration  as 
an  analytical  chemist. 

Richard  Brunelle  joined  the  ATF  Regional  Laboratory  i^  Boston,  Mass.,  in 
January  1963,  and  remained  employed  there  for  2  years. 

In  May  1965,  he  was  transferred  to  the  Headquarters  Laboratory  in  Washing- 
ton, D.C.  At  the  Headquarters  Laboratory,  Mr.  Brunelle  has  worked  in  all  of  the 
branches  of  the  laboratory  which  includes  forensic,  chemical  and  identification 
and  has  published  approximately  20  scientific  publications  in  scientific  journals. 

Mr.  Brunelle's  research  has  developed  several  new  areas  of  work  for  the  labora- 
tory in  addition  to  the  ink  identification  program.  His  application  of  two  new 
techniques  (atomic  absorption  analysis  and  gas  chromatography)  have  proven 
to  be  valuable  tools  for  the  analysis  of  various  types  of  physical  evidence  which 
could  not  be  previously  analyzed  by  existing  methods. 

Richard  Brunelle  is  a  member  of  several  scientific  and  forensic  associations  and 
serves  as  chairman  of  the  forensic  science  section  of  the  Association  of  OflBcial 
Analytical  Chemists  (AOAC),  chairman  of  the  Scientific  Practice  Committee  of 
the  (lAI).  cochairman  of  the  Questioned  Document  Committee  of  the  (lAI), 
vice  president  of  the  Chesapeake  Bay  division  of  the  ( I AI ) ,  liaison  officer  for  the 
(AOAC)  to  correlate  forensic  activities  between  the  (AOAC)  and  the  other 
forensic  societies  in  the  United  States. 

Mr.  Brunelle  has  become  recognized  internationally  in  the  field  of  forensic 
science  and  is  invited  frequently  to  lecture  on  these  subjects  at  universities, 
scientific  meetings,  and  seminars  throughout  the  United  States. 

Richard  L.  Brunelle,  Recipient  of  the  Fifth  John  A.  Dondero  Memorial 

Award,  July  29,  1971 

The  John  A.  Dondero  Memorial  Award  is  given  in  honor  of  the  late  John  A. 
Dondero  by  the  International  Association  for  Identification  (lAI)  to  individuals 
recognized  for  outstanding  contribution  to  the  field  of  scientific  identification. 
The   (lAI)    is  the  world's  largest  international  identification  association  and 
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this  award  is  the  highest  honor  they  bestow  to  members  of  the  identification 
profession. 

The  first  such  award  was  presented  to  the  late  J.  Edgar  Hoover,  former  Di- 
rector of  the  Federal  Bureau  of  Investigation  in  1959.  Since  that  time,  the  award 
has  only  been  given  four  times  and  Richard  Brunelle  was  the  fifth  recipient  of 
this  award. 

Mr.  Brunelle  received  the  John  A.  Dondero  Memorial  Award  at  the  annual 
(lAI)  meeting  in  Louisville,  Ky.,  for  his  outstanding  contribution  to  the  field  of 
ink  identification.  Through  the  establishment  of  an  ink  library  for  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms  and  the  application  of  well-established  laboratory 
technology,  it  is  now  possible  to  identify  writing  inks  on  questioned  documents 
and  determine  the  first  production  dates  of  these  inks.  This  accomplishment  is 
unprecedented  in  the  United  States  and  paved  the  way  for  completely  new  areas 
of  investigation  including  organized  crime. 

LABORATORY   BUILDING   PLANS 

Mr.  Steed.  I  notice  on  page  31  where  you  state  that  during  fiscal 
1974  you  intend  to  develop  plans  for  a  national  ATF  laboratory, 
because  the  one  you  have  here  is  rapidly  becoming  overburdened. 
Have  you  made  any  progress  yet  on  getting  a  site  for  it? 

Mr.  Davis.  No,  sir.  We  are  studying  the  situation.  I  might  point  out, 
for  example,  that  all  of  our  laboratory  at  present  is  located  in  the 
Internal  Revenue  Building.  Our  chemical  laboratory  has  been  in  its 
present  space  for  over  30  years  and  the  plumbing  and  everything  is 
bad.  All  of  the  Forensic  Laboratory,  including  the  ones  we  have  men- 
tioned here,  the  neutron  activation  analysis,  the  ink  library,  all  of  this 
is  located  in  the  basement  of  the  building.  Of  course,  the  building  itself 
wasn't  constructed  to  contain  a  laboratory.  They  are  veiy  crowded. 
We  would  hope  that  eventually  we  could  have  a  laboratory.  I  might 
say  the  people  in  Internal  Revenue  are  a  little  nervous  about  the  fact 
that  we  bring  in,  even  though  in  very  minute  quantities,  samples  of 
dynamite  and  other  explosive  materials. 

Mr.  Steed.  The  reason  I  bring  this  up  is  that  I  can  understand  why 
for  all  sorts  of  good  reasons  you  wouldn't  be  the  most  welcome  neigh- 
bor, but  since  we  are  building  the  training  school  out  here  in  Maryland, 
and  since  we  have  some  land  there,  perhans  that  site  would  lend  itself 
to  provide  a  place  for  your  laboratory.  If  you  could  use  it,  it  would 
seem  to  me  that  with  the  training  you  are  going  to  give  agents,  and 
the  variety  of  things  they  are  all  involved  in,  it  might  be  a  real  fine 
adjunct  to  a  training  school  of  this  type.  It  would  be  where  students 
could  have  a  firsthand  view  not  only  of  all  your  capabilities,  but  of 
some  of  the  work  that  is  being  performed.  It  would  give  you  the 
isolation.  I  don't  know  whether  this  idea  is  feasible  or  not,  but  I 
thought  I  would  lust  bring  it  up  for  whatever  it  is  worth. 

Mr.  Morgan.  We  will  certainly  take  a  look  at  that,  Mr.  Chairman. 

Mr,  Steed.  There  might  be  reasons  I  can't  think  of  why  it  shouldn't 
be  there  at  all.  I  was  thinking  in  terms  of  the  valuable  training  for 
agents. 

confidential  funds 

You  have  an  item  in  your  request  for  $50,000  for  unforeseen  con- 
tingencies of  a  confidential  nature,  which  the  Secretary  of  the  Treas- 
ury will  be  able  to  spend  at  his  discretion.  Is  this  your  informer's  fund, 
so  to  speak  ? 

Mr.  Davis.  No,  sir.  This  is  primarily  used  in  those  frequent  occasions 
where  we  have  a  key  witness  or  informer,  and,  of  course,  we  would 
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use  it  only  in  the  most  important  cases,  where  because  of  the  danger, 
tlie  threats  to  his  life,  that  it  might  be  necessary  to  relocate  him  and  his 
family  say  to  a  distant  city,  after  the  trial  was  over,  after  he  had  given 
testimony.  In  other  words,  it  would  be  these  kinds  of  emergency  ex- 
penses that  this  would  be  used  for. 

HOUSING 

Mr.  Steed.  How  much  of  your  budget,  if  any,  will  you  be  using  to 
acquire  or  improve  space?  Being  a  new  agency,  I  imagine  you  have 
some  housing  problem. 

Mr.  Davis.  Yes,  sir,  we  have.  My  recollection  is  that  it  amounts  to 
$235,000.  This  would  be  for  the  purpose  of  relocating  into  the  Post 
Office  Headquarters  Building  at  12th  and  Pennsylvania,  which  is  being 
vacated.  It  would  permit  the  whole  headquarters  office  to  be  brought 
back  together.  We  are  presently  at  three  locations.  This  would  provide 
the  necessary  moving  and  renovation  money  for  that  purpose. 

Mr.  Steed.  In  the  1973  budget,  you  were  given  authority  to  acquire 
276  motor  vehicles.  Were  you  able  to  go  ahead  with  that,  or  did  0MB 
freeze  the  purchase  ? 

Mr.  Davis.  Yes,  sir,  we  were  able  to  go  ahead  with  that. 

Mr.  Steed.  You  can  provide  for  the  record  a  statement  about  your 
transportation  facilities,  your  fleet,  or  whatever  you  call  it. 
[The  information  follows :] 

Motor  vehicle  fleet 

Total  number  of  passenger  vehicles  in  fleet  beginning  fiscal  year  1973 1,  863 

Number  of  vehicles  meeting  GSA  vehicle  disposition  standard  during  fiscal 
year  1973 420 

Vehicle  replacement  during  fiscal  year  1973 276 

Number  of  vehicles  meeting  disposition  standard  during  fiscal  year  1974 —       311 

A'^ehiele  replacement  requested  for  fiscal  year  1974 183 

Vehicles  meeting  disposition  standards  end  of  fiscal  year  1974 128 

Total  number  of  passenger  vehicles  in  fleet  end  of  fiscal  year  1974 1,  863 

Notes  GSA  vehicle  disposition  standards,  6  years  and/or  60,000  miles  ;  average  ATF 
use,  16,000  miles  per  year  ;  desirable  replacement  cycle,  4  years  and  64,000  miles. 

EFFECT  OF  BUREAU  JURISDICTIOX  OX  CRIMINAL  ENFORCEMENT 

Mr.  Steed.  As  an  experienced  man  in  this  field,  nationally  what  part 
of  your  activity  this  year,  what  part  of  the  total  crime  problem  in 
these  fields  do  you  think  you  touch  ?  In  other  words,  in  handgun  crimes, 
is  it  just  part  of  the  iceberg  you  see?  Is  this  really  something  that  you 
are  a  long  way  from  getting  a  fiiTn  hand  on  ? 

Mr.  DA\as.  Of  course,  sir,  there  is  no  question  that  the  firearms  prob- 
lem is  a  tremendous  problem.  We  think  we  have  had  a  positive  impact 
on  the  criminal  misuse  of  firearms,  based  on  the  number  of  people  we 
have  arrested,  and  the  successful  prosecutions  we  have  made.  Of  course 
it  is  always  hard  to  get  a  handle  on  a  criminal  problem  as  you  are 
aware,  Mr.  Chairman,  but  when  these  people  w^ho  could  at  one  time 
walk  into  a  store  any  place  and  give  any  kind  of  a  name  they  want, 
as  the  testimony  indicated  before  the  1968  gim  control  act  was  passed, 
we  had  records  under  the  old  law  that  said  Mickey  Mouse,  Hollywood, 
Mich.,  but  when  people  go  to  the  trouble  of  making  deals  with  dealers 
in  Soutli  Carolina,  to  acquire  guns  to  be  imported  into  New  York, 
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when  you  have  thefts  of  guns,  certainly  I  think  this  indicates  that 
there  has  been  a  lessening  of  the  easy  availability  of  firearms  for  crim- 
inals, and  even  the  ones  who  obtain  them,  in  doing  so,  leave  themselves 
open  to  investigation  and  apprehension. 

In  other  words,  if  you  have  to  get  false  identification  in  order  to 
buy  a  gun,  or  if  you  have  to  falsify  the  dealer's  records,  certainly  you 
are  leaving  investigative  trails.  You  are  leaving  yourself  open  to  ap- 
prehension. While  certainly  this  is  a  mammoth  problem,  and  I  am  cer- 
tainly not  in  a  position  to  say  in  specific  terms  the  impact  we  have 
had,  certainly  we  have  had  a  useful  impact, 

DETERRENTS   TO    CRIME 

Mr.  Steed.  In  that  connection,  we  have  mixed  feelings  about  gun 
registration  and  that  sort  of  thing  in  the  part  of  the  country  I  come 
from.  While  I  am  aware  of  the  need  for  a  lot  of  these  things  and  their 
purposes,  it  seems  to  me  in  really  getting  to  grips  with  handgun 
crimes  or  gun  crimes  that  we  are  only  partly  meeting  the  issue  when 
we  worry  about  the  criminal  getting  his  hands  on  the  gun  in  the  first 
place. 

I  have  always  believed  that  one  of  the  best  deterrents  to  crime  is  the 
certainty  and  severity  of  punishment.  It  would  seem  to  me  that  we 
are  just  partly  facing  the  problem  if  we  don't  make  the  commission  of 
a  crime  with  a  gun  a  lot  tougher  on  those  who  do  it  than  it  has  ever 
been  before.  Until  we  do  that,  I  don't  think  there  is  really  any  way  that 
you  can  keep  a  determined  criminal  from  getting  his  hands  on  a  fire- 
arm with  which  to  commit  a  crime.  If  he  is  going  to  commit  a  crime 
with  a  firearm,  the  criminal  act  of  getting  the  firearm  doesn't  bother 
him  a  bit,  because  the  crime  he  is  going  to  commit  with  it  is  worse 
than  the  crime  that  he  already  has  committed  by  getting  the  gun  in 
the  first  place.  But,  if  he  knows  that  it  is  his  neck,  if  he  commits  that 
crime  with  that  gun  and  gets  caught,  it  might  deter  him.  How  do  you 
feel  about  that? 

Mr.  Davis.  This  is  a  personal  opinion.  Speaking  as  an  experienced 
law  enforcement  official,  I  think  any  crime  problem  of  the  seriousness 
of  firearms  or  the  use  of  firearms  in  crime,  narcotics  and  everything 
else,  has  to  be  attacked  on  several  fronts  to  be  successful.  I  certainly 
agree  with  you  that  the  speed  and  certainty  of  prosecution  is  a  great 
deterrent. 

Of  course  what  we  would  like  to  do  is  to  prevent  the  criminal  from 
using  a  gun  in  a  serious  crime.  We  routinely  check  dealers.  We  will 
go  through  his  firearms  records.  Many  times  we  spot  a  criminal  who 
has  falsified  the  form  in  buying  the  gun,  or  he  has  used  false  identifica- 
tion. Many  times  we  are  ah\e  to  catch  that  criminal  before  he  is  able 
to  use  it  in  a  bank  robbery,  a  murder  or  a  rape,  not  always,  but  in  any 
event,  if  he  leaves  a  record  behind  him,  no  matter  how  he  acquires 
the  gun,  then  he  is  that  much  more  susceptible  to  apprehension.  We 
can  name  case  after  case  in  which  the  ability  to  trace  that  firearm  to 
him  results  in  his  apprehension,  sometimes  before  he  commits  the 
crime,  sometimes  unfortunately  after,  but  in  any  event  in  many  cases 
it  wouldn't  have  been  possible  without  this. 

One  example  that  I  think  illustrates  the  point,  was  the  case  where 
a  Philadelphia  policeman  was  killed.  The  police  officers  found  a  gun 
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about  a  half  block  away.  They  recovered  it.  Through  ballistics  they 
established  that  this  was  the  murder  weapon.  They  asked  us  for  help 
and  we  traced  the  gun  from  Richmond,  Va.  where  it  had  been  pur- 
chased by  a  Philadelphia  resident.  We  gave  that  information  to  the 
police  and  they  questioned  this  man  and,  through  questioning,  it 
turned  out  that  his  brother  had  stolen  the  gun  or  taken  it  from  him 
without  authorization.  The  police  then  went  to  the  brother,  and  upon 
questioning  he  confessed  not  only  to  the  murder  of  a  policeman,  but 
the  murder  of  an  elderly  couple  2  weeks  before. 

This  is  the  kind  of  case  that  would  not  have  been  possible  if  it 
hadn't  been  for  the  ability  to  trace  that  gun  to  him. 

ADEQUACY    OF    PENALTIES 

Mr.  Steed.  We  have  asked  this  question  of  all  the  agencies  that 
liave  law  enforcement  responsibilities.  When  you  have  made  a  case  and 
you  have  turned  it  over  to  the  Department  of  Justice  and  they  prose- 
cute and  get  a  conviction,  what  happens?  Are  the  penalties  assessed 
by  the  courts  adequate? 

Mr.  Davis.  Again  it  is  difficult  to  generalize.  Again  this  is  a  per- 
sonal feeling.  I  would  say  that  in  the  case  of  serious  crime  I  don't  be- 
lieve they  are.  Again  you  have  such  a  disparity  of  sentencing  practices 
around  the  countr}%  and  I  know  that  this  a  source  of  concern  to  the 
judiciary  itself.  In  one  case  a  man  committing  the  same  act,  a  serious 
crime,  might  receive  a  light  sentence,  and  then  maybe  in  another  juris- 
diction a  very  stiff  one.  Certainly  it  seems  to  me  that  in  the  case  of 
very  serious  crimes  the  fact  that  you  have  the  man  off  the  streets,  you 
have  him  incarcerated,  is  a  measure  of  protection  to  society. 

We  have  seen  case  after  case  where  people  commit  a  serious  crime, 
are  released,  and  they  commit  another  serious  crime  within  a  matter 
of  weeks.  I  think  certainly  this  is  a  problem. 

Mr.  Steed.  I  have  an  idea  that  no  one  else  wants  anything  to  do 
with  this  idea,  but  I  like  to  espouse  it  every  chance  I  get.  That  is,  I 
am  not  too  upset  when  the  judges  and  parole  boards,  are  lenient  the 
first  time,  but  whenever  they  exercise  discretion  and  the  criminal 
commits  another  crime,  I  think  they  ought  to  go  to  jail  with  him  the 
second  time.  That  might  make  the  ease  with  which  criminals  get  away 
with  a  lot  of  things  a  little  less  easy.  Short  of  being  able  to  impeach 
them,  I  don't  know  what  else  we  can  do  to  get  our  judges  to  under- 
stand that  you  men  take  j^our  lives  in  your  hands.  You  run  great  risks 
trying  to  protect  society  against  very  dangerous  criminals.  You  suc- 
ceed, bring  him  before  a  judge  and  he  slaps  him  on  the  wrist  and  the 
guy  goes  out  to  be  as  dangerous  or  more  so  than  he  was  the  first  time. 
It  must  be  difficult  under  those  circumstances  to  keep  agents. 

Mr.  Davis.  Well,  sir,  of  course  the  law  enforcement  officers  are  sup- 
posed to  be  verv'  objective  and  think  that  their  job  is  done  when  the 
case  is  presented  to  the  prosecuting  attorney  and  to  the  courts,  but 
having  been  there  mvself  I  wiU  have  to  admit  that  if  you  spent  hours, 
days,  weeks,  or  months  trying  to  apprehend  and  do  apprehend  a  crim- 
inal, the  fact  that  he  is  released  without  any  pmiishment  does  get  to 
3^ou  sometimes. 

Mr.  Steed.  Do  any  of  you  gentlemen  have  any  further  questions  ? 
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GUN    SAI^ES    RECORD 


Mr.  Miller.  One  question,  if  I  may,  Mr.  Chairman. 

Mr.  Davis,  since  the  gun  control  act  of  1968  you  now  have  a  record 
on  those  weapons  or  guns  that  were  sold,  is  that  correct  ? 

Mr.  Davis.  Yes,  sir. 

Mr.  Miller.  Do  you  have  an  approximation  of  how  many  that  would 
be  since  1968,  or  how  many  per  year  ? 

Mr.  Davis.  Unfortunately  the  answer  is  no,  but  we  are  in  the  process 
of  accumulating  manufacturing  records.  Wliile  these  records  are 
available,  they  are  only  available  at  each  place  where  guns  are  manu- 
factured, and  so  we  are  in  the  process  now  of  accumulating  these 
statistics,  and  hopefully  we  will  have  them  available  and  from  then 
on  we  will  have  a  complete  record. 

recordkeeping  system 

Mr.  Miller.  What  is  your  recordkeeping  system  right  now  ?  When 
you  speak  of  being  able  to  go  back  and  find  the  owner  of  a  given  gun, 
you  must  have  some  model  number. 

Mr.  Davis.  Yes,  sir.  The  system  is  that  in  the  first  place  we  have 
to  either  have  the  gun  or  a  complete  description  of  it,  including  the 
serial  number,  make,  and  model.  Then,  of  course,  we  go  to  the  manu- 
facturer. He  has  a  complete  set  of  records.  His  records  show  that  this 
gun  was  sent  to  wholesaler  B,  we  will  say.  His  records  indicate  that  he 
sent  it  to  dealer  Y.  We  go  to  dealer  Y  and  he  has  had  a  transaction 
form  of  every  gun  he  sold.  By  looking  at  his  records  we  can  find  out 
the  purchaser. 

Mr.  Miller.  This  is  the  point  of  my  question.  Do  you  go  to  that 
dealer  and  look  at  his  records?  Does  he  send  you  monthly,  quarterly, 
or  yearly  a  statement  that  gives  you  a  complete  file  on  all  of  the  fire- 
arms that  are  sold  in  the  United  States  ? 

Mr.  Davis.  No,  sir.  The  dealer  retains  the  records.  We  would  have 
to  visit  his  premises  in  order  to  determine  that.  Obviously  the  dealer 
may  look  at  his  records  if  we  phone  him  and  say,  "To  whom  did  you 
sell  such  and  such  a  gun?"  He  would  probably,  and  most  of  them  are 
quite  cooperative,  over  the  phone  say,  for  example,  "I  sold  that  to 
Arthur  Bremmer  of  such  and  such  an  address,"  but  in  the  absence 
of  that  we  would  have  to  visit  the  premises  to  look  at  his  records. 

FIREARMS   TRACING   TECHNIQUES 

Mr.  Miller.  In  j  our  testimony  you  stated  that  you  were  able  to  con- 
vey the  message  within  10  minutes  as  to  who  purchased  a  firearm. 
That  meant  that  you  went  back  to  the  manufacturer  first  with  the 
serial  number,  follow  through  to  the  dealer  to  whom  it  was  sold,  then 
to  the  police  officer  to  identify  who  purchased  that  firearm  in  the  be- 
ginning. You  do  not  have  a  running  record  ? 

Mr.  Davis.  No,  sir. 

Mr.  Miller.  Is  it  your  intent  to  have  a  running  record? 

Mr.  Davis.  To  be  candid  with  you,  sir,  I  would  say  that  this  is  a 
decision  that  probably  would  have  to  be  made  by  higher  authority. 
As  you  know,  there  is  a  resistance  or  emotional  feeling  about  the 
assembling  of  records  relating  to  the  ownership  of  firearms  in  the 
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United  States.  Whether  or  not  we  have  the  authority  under  the  exist- 
ing law,  this  would  mean  that,  say,  at  the  end  of  every  business  week, 
every  dealer  would  send  his  records  to  us,  and  we  could  convert  those 
to  a  computerized  system.  In  effect,  this  would  be  a  record  of  the 
ownership  of  every  gun  in  the  United  States  that  was  legally  acquired 
with,  say,  a  starting  point  of  the  1968  Gun  Control  Act. 

Mr.  Miller.  It  would  be  a  record  before  the  second  sale  of  that 
particular  firearm. 

Mr.  Davis.  Yes,  sir.  If  we  can  find  out  who  bought  it  originally, 
unless  there  is  somebody  in  the  chain  of  custody  who  is  out  of  the 
country  or  something,  we  can  go  back  investigatively  through  two  or 
three  sales  as  long  as  we  have  a  starting  point. 

TOTAL  FIREARMS   IN   POSSESSION   OF  INDIVIDUALS 

Mr.  Miller.  Now  that  we  have  those  records  at  the  dealers,  what 
percentage  would  that  be  of  the  total  amount  of  firearms  that  the 
people  possess? 

Mr.  Davis.  In  other  words,  how  many  of  them  are  covered  by  a 
transaction  form? 

Mr.  Miller.  That  is  correct. 

Mr.  DA\^s.  I  have  no  idea.  I  think  once  we  find  out  how  many  have 
been  manufactured,  we  can  give  you  a  rough  guess,  but,  of  course, 
in  the  first  place  there  is  controversy  about  how  many  firearms  are 
in  the  United  States.  As  you  know,  estimates  range  from  100  to  200 
million  including  all  categories,  so  we  could  probably  tell  you  in  a 
reasonable  period  how  many  we  think  are  covered  by  a  transaction, 
but  what  percentage  that  might  be  of  the  total  universe  we  will  prob- 
ably never  be  able  to. 

Mr.  Miller.  I  wasn't  sure  whether  you  had  researched  this  area  to 
be  able  to  convey  that  message,  but  if  we  could  have  the  amount 
covered  now,  Mr.  Chairman,  for  the  record,  I  would  appreciate  it. 

Mr.  Steed.  Any  statistics  that  you  have  we  would  like  to  make  a 
part  of  the  record. 

Mr.  Da^is.  Yes,  sir.  I  don't  know  what  our  time  estimate  is  on  this. 
I  know  we  are  in  the  process  of  completing  this  project.  As  we  get  it 
completed,  we  will  certainly  do  that. 

[The  information  follows:] 

STATISTICAL  ESTIMATES  OF  FIREARMS  IN  THE  UNITED  STATES 

Imported  Handgums  Rifles  Shotguns  Total 

Priorto  1958  gun  control  law > 5,363,124         3,199,234         2,562,113         11.124,471 

Since  1968  gun  control  law' 1,482,871  846,029         1,627,985  3,956,885 

Subtotal 6,845,995         4, 045, 263         4, 190, 098         15, 081, 356 

Manufactured  in  United  States:  „  „         „,  „„„  ... 

Prior  to  1968  gun  control  law  1 22,567,641        36,345,421        32,349,280         91.262,342 

Since  1968  gun  control  laws 5,854,467         5,426,525         4,539,278         15,820,270 

Subtotal. 28,422,108       41,771,946       36,888,558        107,082,612 

Total 35, 268, 103       45, 817, 209       41,078,656       122, 163, 968 


1  From  the  staff  report  to  the  National  Commission  on  the  Causes  and  Prevention  of  Violence. 

2  Estimates  based  on  firearms  manufacturers  records  since  1968  gun  control  law. 
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Mr.  Steed.  Mr.  Secretary,  Mr.  Director  and  your  associates,  on  be- 
half of  the  committee  I  would  like  to  express  our  thanks  and  apprecia- 
tion to  you  for  your  appearance  and  the  information  you  have  brought 
and  your  cooperation.  We  are  very  grateful  for  it. 

Mr.  Davis.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  We  will  make  the  justification  materials  part  of  the  rec- 
ord at  this  point.  The  committee  will  adjourn  until  1 :30  tomorrow. 
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Justification  of  the  Budget  Estimate 

BUREAU  OF  ALCOHOL,  TOBACCO  AND 
FIREARMS 


Federal  Funds 
General  and  special  funds: 

Salaries  and  Expenses 

For  necessary  expenses  of  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms  including  purchase  of  (not  to  exceed  [two  hundred  and 
seventv-sixj  one  hundred  and  eighty-three  for  replacement  only,  for 
police-type  use),  and  hire  of  passenger  motor  vehicles;  hire  of 
aircraft";  and  services  of  expert  witnesses  at  such  rate  as  may  be 
determined  bv  the  Director[,  $73,727,0001;  and  not  to  exceed 
$50  000  for  unforeseen  emergencies  of  a  confidential  character,  to  be 
expended  under  the  direction  of  the  Secretary  of  the  Treasury  and  to  be 
accounted  for  solely  on  his  certificate,  $73,000,000.  (Title  26,  U^S.C; 
Title  27,   U.S.C;  Treasury  Department  Appropriation  Act,  1973.) 

Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-12-1000-0-1-908 


1972  actual      1973  est.         1974  est. 


Program  by  activities: 
Direct  program: 

1.  Regulatoryenforcement:  (a)  Alcohol 

and  tobacco  regulations 24,117         23,733 

2.  Criminal  enforcement: 

(a)  Illicit  liquor 14.343         11,832 

(b)  Firearms 26.835         29.787 

(c)  Explosives 8,196  8,515 

Total  criminal  enforcement    49, 374         50. 1 34 

3.  Elxecutive  direction 128  131 

Total  direct  program 73,619         74.000 

Reimbursable  program: 

1.  Regulatory  enforcement:  (a)  Alco- 
hol and  tobacco  regulations 180  205 

Total  program  costs,  funded '..     73,799         74,205 

Change  in  selected  resources  2 1,850        —1,000 

10  Total  obligations 75,649         73.205 

Financing : 

1 1  Receipts  and  reimbursements  from:  Fed- 

eral funds -180  -205 

Budget  authority 75,469         73,000 

Budget  authority: 

40  Appropriation 73,727         73,000 

41  Transferred  to  other  accounts —6 

42  Transferred  from  other  accounts 1.748 

43  Appropriation  (adjusted) 75, 469         73, 000 

Relation  of  obligations  to  outlays: 

71  Obligations  incurred,  net 75.469  73.000 

72  Obligated  balance,  start  of  year '_._  5.547 

74    Obligated  balance,  end  of  year —5,547        —6,547 

90  Outlays 69.922         72.000 

1  Include,    capital    outlay    as   follows:    1973,  $950    thousand:    1974,    $1,877    thou- 
sand. 

2  Selected    resources    as    of    June     30    are    as  follows:    Undelivered    orders.    1971, 
$0:    1972,  $0;    1973,  $1,850  thousand;    1974,  $850  thousand. 
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The  Bureau  was  established  July  1,  1972,  by  Treasury 
Department  Order  221  which  transferred  the  functions 
from  the  Internal  Revenue  Service  compliance  activity 
to  the  new  Bureau.  This  appropriation  provides  for  the 
administration  of  tax  and  other  laws  pertaining  to 
distilled  spirits  and  other  nonbeverage  products,  tobacco, 
firearms,  and  explosives,  as  well  as  the  enforcement  of 
criminal  provisions  of  such  legislation. 

1.  Regulatory  enforcement. — This  activity  is  charged 
with  accurate  determination  and  full  collection  of  Federal 
revenue  due  from  the  liquor  and  tobacco  industries. 
It  is  also  responsible  for  the  effective  administration  of 
the  consumer-related  controls  of  the  Federal  Alcohol 
Administration  Act  and  those  ecological  features  con- 
cerning liquor  plants  and  permittee  premises  that  are 
controlled  by  the  Environmental  Protection  Agency 
but  have  been  delegated  to  the  Bureau. 

2.  Criminal  enforcement. — This  activity  has  two  main 
objectives;  (1)  To  prevent  the  manufacture,  distribution, 
or  sales  of  distilled  spirits  illegally  and  without  payment 
of  tax;  and  (2)  to  monitor  the  legal  firearms  industry  and 
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to  prevent  violations  or  apprehend  violators  of  the 
Federal  firearms  control  statutes  while  offering  maximum 
assistance  to  State  and  local  enforcement  officers,  thus 
helping  to  reduce  crime  in  the  streets  and  prevent  other 
acts  of  violence  with  illegal!}^  acquired  firearms  or 
explosives. 

3.  Executive  direction. — This  acti^nty  provides  overall 
management  and  direction  of  the  Bureau's  programs. 

SELECTED   WORKLOAD   DATA 

Regulatory  enforcement:  /973  1974 

Alcohol  and  tobacco  operations:  tsUmate  citimate 

Inspections  (plant  and  permittee  operations)' 23,400  16,290 

Recurring  inspections ' 46,800 

Tax  delinquency  inspections  ^ 

Criminal  enforcement: 

Illicit  liquor  cases  completed 3,000  2,300 

Firearms  operations: 

Cases  completed 3,200  4,360 

Compliance  inspections 50,000  16,465 

Elxplosives  cases  completed 300  390 

'  Reatructuring  of  inspector  positions  was  accompanied  by  a  change  in  method 
of  inspection  from  total  on-premises  supervision  to  part  on  premises  and  part  re- 
curring inspection. 

'  Tax  delinquency  inspections  are  being  performed  by  Internal  Revenue  Service 
during    1973    at    an    estimated    volume    of    40,000   inspections. 


93-674  0-73-45 
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Object  Classification  (in  thousands  of  dollars) 


Identification  code  I5-I2-I00O-0-1-908  1972  actual      1973  est.        1974  est. 


Direct  obligations: 

Personnel  compensation: 

1 1 .  1         Permanent  positions 

11.3        Positions  other  than  permanent 

11.5        Other  personnel  compensation..^ 

Total  personnel  compensation 

1 2.  I  Personnel  benefits :  Civilian 

21.0  Travel  and  transportation  of  persons.. 

22. 0  Transportation  of  things 

23.0  Rent,  communications,  and  utilities 

24.  0  Printing  and  reproduction 

25.  0  Other  services 

26.  0  Supplies  and  materials 

31.0  Equipment 

42. 0  Insurance  claims  and  indemnities 

Total  direct  obligations 

Reimbursable  obligations: 

11.1  Personnel    compensation:    Permanent 

positions 

12.  1     Personnel  benefits:  Civilian 

21.  0     Travel  and  transportation  of  persons.. 
23.  0    Rent,  communications,  and  utilities... 

25.  0    Other  services 

26.  0     Supplies  and  materials 

Total  reimbursable  obligations 

99.  0  Total  obligations 


50,  720 

49,190 

61 

61 

5.022 

4.511 

55,803 

53,762 

5,686 

5,563 

4,033 

3,873 

294 

199 

1,842 

1,868 

1.837 

1,900 

4.127 

3.025 

883 

919 

950 

1,877 

14 

14 

75, 469 

73,000 

146 

146 

20 

20 

9 

9 

2 

27 

2 

2 

180 

205 

75. 649        73, 205 


Personnel  Summary 


Direct: 

Total  number  of  permanent  positions 4,236  4,015 

Full-time  equivalent  of  other  positions 10  10 

Average  paid  employment 3,915  3,805 

Average  GS  grade _   _         _  _  8.9  9.0 

Average  GS  salary $12,816  $12,814 

Average  salary  of  ungraded  positions $6,  473  $6,  473 

Reimbursable: 

Total  number  of  permanent  positions .. 12  12 

Average  paid  employment 12  12 

Average  GS  grade _ 8.9  9.0 

Average  GS  salary $12,816  $12,814 

Average  salary  of  ungraded  positions $6,473  $6,473 
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Thursday,  May  17, 1973. 
OFFICE  OF  THE  SECRETARY 

WITNESSES 

HON.  WARREN  F.  BRECHT,  ASSISTANT  SECRETARY  FOR  ADMINIS- 
TRATION 

WILLIAM  A.  JOHNSON,  ENERGY  ADVISER  TO  THE  DEPUTY 
SECRETARY 

ARTHUR  M.   HUGHES,   SENIOR  ECONOMIST 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND 
FINANCE,  DEPARTMENT   OF  THE  TREASURY 

OPENING   REMARKS 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  this  afternoon  to  consider  a  budget  item 
for  the  Department  of  the  Treasury,  Office  of  the  Secretary.  The 
appropriation  for  1973  for  the  Office  of  the  Secretary  was  $16,300,000. 
The  original  budget  estimate  for  1974  was  $17  million.  The  matter 
under  consideration  today  is  an  increase  proposed  in  House  Document 
93-99  for  $1,185,000,  bringing  the  net  budget  estimate  for  fiscal  year 
1974  to  $18,185,000. 

Since  the  hearings  have  already  been  completed  on  the  original 
budget  request,  the  item  today  we  will  consider  is  this  proposed 
increase.  The  committee  is  happy  to  welcome  our  good  friend,  Mr. 
Brecht,  the  Assistant  Secretary  for  Administration  of  the  Depart- 
ment of  the  Treasury. 

Mr.  Brecht,  would  you  like  to  identify  your  associates  for  the  record 
and  then  we  will  be  glad  to  have  your  statement  on  the  reason  for  this 
increase. 

Mr.  Brecht.  All  right,  sir. 

Mr.  Chairman  and  members  of  the  committee :  It  is  a  great  pleasure 
for  me  to  appear  before  you  and  the  other  distinguished  members 
of  this  committee  today.  Accompanying  me  are :  Mr.  William  A.  John- 
son, Energy  Adviser  to  the  Deputv  Secretary ;  Mr.  Arthur  M.  Hughes, 
Senior  Economist;  and  Mr.  Edward  J.  Widmayer,  departmental 
budget  officer.  I  have  for  the  record  biographical  sketches  of  Mr.  John- 
son and  Mr.  Hughes  who  are  making  their  first  appearance  before  this 
subcommittee. 

BIOGRAPHICAL   SKETCHES 

Mr.  Steed.  Without  objection,  they  will  be  inserted  in  the  record  at 
this  point. 

[The  sketches  follow.] 

William  A.  Johnson,  Energy  Adviser  to  the  Deputy  Secrbtiary 

Mr.  William  A.  Johnson  serves  as  an  adviser  to  the  Deputy  Secretary  on  energy 
matters  and  is  chairman  of  the  Government  Oil  Policy  Committee  Working 
Groui) — an  interagency  committee  concerned  with  the  oil  import  program.  His 
work  deals  with  all  aspects  of  oil  production  refining  marketing  as  well  as  oil 
import  relations  with  foreign  producing  and  consuming  countries  concerning  oil 
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matters.  He  heads  a  small  staff  of  economists  conducting  policy  research  on  oil 
and  energy  problems. 

Mr.  Johnson  received  his  Ph.  D.  in  economics  from  Harvard  University  in  1964. 
Previous  to  that  time,  he  did  his  undergraduate  work,  summa  cum  laude,  at  Syra- 
cuse University.  He  did  his  graduate  work  at  Harvard,  at  the  University  of 
California  and  did  research  work  in  India. 

For  8  years  he  served  as  a  senior  economist  at  the  Rand  Corp.,  in  California, 
New  York  and  Washington,  D.C.,  and  from  1972  until  March  1973,  he  was  a  senior 
economist  vpith  the  Council  of  Economic  Advisers  in  Washington. 

His  publications  include  The  Steel  Industry  of  India,  1966 ;  An  Appraisal  of 
U.S.  Capital  Assistance  to  Less  Developed  Countries,  1965;  Issues  in  Turkish- 
American  Relations,  1969;  U.S.  Defense  Policy  in  the  Eastern  Mediterranean, 
1972. 

In  the  field  of  urban  problems,  he  has  written  such  studies  as  Cities  in 
Trouble :  An  Agenda  for  Urban  Research,  1968 ;  Job  Change  in  the  New  York 
Metropolitan  Area,  1971 ;  Job  Mobility  and  Income  Growth  and  Their  Possible  Im- 
pact on  Welfare  Dependency  in  Illinois,  1971. 

His  most  recent  paper  has  been  a  Government  study  for  the  Council  of  Eco- 
nomic Advisers  on  the  economics  of  deepwater  terminals. 

Mr.  Johnson  is  36,  lives  with  his  wife  and  two  sons  in  Bethesda,  Md. 

Arthur  M.  Hughes 

Personal :  Born  April  4,  1928,  in  New  York,  N.Y.  Married,  four  children. 
Education : 

1957-67  Graduate  courses  in  economics  at  George  Washington,  Vanderbilt 
and  American  Universities. 

1950-52  MP  A,  (public  affairs)  Woodrow  Wilson  School,  Princeton  University, 
Economies. 

1946-50  AB,  Magna  Cum  Laude,  Philosophy,  Princeton  University. 
Employment  History : 

Present  Senior  Economist,  Office  of  the  Energy  Adviser,  Department  of  the 
Treasury. 

1970-71  Special  Assistant  to  the  Assistant  Secretary  for  International  Af- 
fairs, Department  of  the  Treasury. 

1969-70  Director  of  Program  Evaluation,  Bureau  for  Latin  America,  Agency 
for  International  Development,  Department  of  State. 

1967-69  Deputy  Associate  Assistant  Administrator,  Bureau  of  Vietnam, 
Agency  for  International  Development,  Department  of  State. 

1961-67  Director  of  Far  East  Office  of  Management  Operations,  Agency  for 
International  Development,  Department  of  State. 

1955-61  Director  Program  Methods  Division,  International  Cooperation  Ad- 
ministration, Department  of  State. 
Teaching  experience : 

Present  lecturer  in  public  administration,  University  of  Virginia. 

Present  lecturer  in  economics — USDA  graduate  school   (East- West  trade). 

1966-present,  lecturer  in  economics.  University  of  Maryland,    (labor  eco- 
nomics and  principles) 

1967-present,   lecturer  in  economics.   Northern  Virginia   Community   Col- 
lege, (principles) 

196.5-66  lecturer  in  economics,  Southeastern  University,  (principles) 

1954-60  lecturer  on  economic  policy  and  program  planning,  International 
Cooperation  Administration. 
Languages :  French  S-2  R-2,  Spanish  S-2  R-2. 
Publications : 

The  American  Economy,  263  pages,  Norvec  Publishing  Co.,  1968. 

The  American  Economy  2d  Edit.,  286  pages,  Norvec  Publishing  Co.,  1969. 

Student  Workbook,  The  American  Economy,  Norvec  Publishing  Co.,  1969. 
Honors   and   awards:    AID   Meritorious    Quality   Increase,    1967 — ICA   Honor 

Award,  1959 — for  work  in  program  planning.  ICA  Meritorious  Service  Cita- 
tion, 1955 — for  work  in  Program  Systems  Design.  Prize  thesis  in  ethics,  1950 

Magna  Cum  Laude,  1950. 

OPENING   STATEMENT 

We  are  here  to  discuss  a  fiscal  vear  1974  '  id^et  amendment  totaling 
$1,185,000  and  29  positions  which  is  being-  requested  for  the  Office  of 
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the  Secretary.  The  funds  being  sought  were  to  have  been  included  in 
the  fiscal  year  1974  Office  of  Emergency  Preparedness  budget.  How- 
ever, as  you  know,  the  Office  of  Emergency  Preparedness  was  abolished 
and  some  of  its  functions  were  transferred  to  the  Department  of  the 
Treasury.  This  amendment  is  to  provide  funding  for  those  positions 
and  functions  that  were  transferred  to  us. 

The  principal  function  transferred  relates  to  oil  policy  matters.  For 
background  purposes,  it  should  be  noted  that  the  President  established 
an  oil  import  program  in  his  proclamation  of  March  10,  1959.  Among 
other  things,  that  proclamation  provided  that  the  Director  of  OEP 
was  to  maintain  constant  surveillance  of  imports  of  petroleum  and 
its  primary  derivatives  with  respect  to  the  national  security  and  would 
inform  the  President  of  any  circumstances  which,  in  the  Director's 
opinion,  might  indicate  the  need  for  further  Presidential  action  to 
adjust  imports.  In  the  event  of  price  increases  of  crude  oil  or  its  prod- 
ucts or  derivatives  during  the  existence  of  the  oil  import  program,  the 
surveillance  of  the  program  was  to  include  a  determination  by  the 
Director  as  to  whether  the  price  increases  are  necessary  to  accomplish 
the  national  security  objectives  of  the  oil  import  program  and  of  the 
statutory  authority  on  which  it  is  based. 

Following  the  establishment  of  the  oil  import  program  and  due  to 
an  increasing  emphasis  on  world  oil  supply  and  pricing  problems,  the 
President  established  the  Oil  Policy  Committee  on  February  20,  1970. 
At  that  time  he  named  the  Director  of  the  Office  of  Emergency  Pre- 
paredness to  be  chairman  of  the  Oil  Policy  Committee.  And  as  mem- 
bers he  named  the  Secretaries  of  State,  Treasury,  Defense,  Interior, 
and  Commerce,  the  Attorney  General  and  the  Chairman  of  the  Coun- 
cil of  Economic  Advisors.  Since  the  Office  of  Emergency  Preparedness 
is  now  being  abolished,  the  President  designated  the  Deputy  Secretary 
of  the  Treasury  to  occupy  the  position  of  Chairman  of  the  Commit- 
tee. The  Committee  membership  will  remain  the  same. 

The  functions  and  responsibilities  mentioned  in  the  March  10,  1959 
Proclamation  establishing  the  oil  import  program  are  those  specif- 
ically being  assumed  by  the  Deputy  Secretary  of  the  Treasury  as 
Chairman  of  the  Oil  Policy  Committee.  Because  of  its  broad  respon- 
sibilities, the  Committee  can  be  expected  to  play  an  important  role  in 
the  development  of  our  overall  energy  policy.  As  the  President  has 
indicated,  this  area  carries  the  highest  priority  within  the  Government, 
and  we  expect  this  reorganization  to  contribute  to  the  development  of 
a  sound  national  energy  policy. 

The  budget  amendment  provides  for  a  total  of  27  staff  positions 
and  approximately  $1,145,000  to  support  the  work  of  the  Oil  Policy 
Committee  that  have  been  transferred  to  the  Treasury.  Under  the 
direction  of  the  Deputy  Secretary  and  with  P^'uidance  from  the  Secre- 
tary of  the  Treasury  in  his  capacitv  as  Assistant  to  the  President  for 
Economic  Affairs,  this  staff  will  develop  and  maintain  an  analytical 
base  for  providing  policv  direction,  coordination,  surveillance,  and 
evaluation  of  the  Federal  Government's  oil  import  control  program. 
It  will  be  concerned  with  prices,  supply,  demand,  refinery  construction, 
transportation,  storao-e,  and  conservation.  The  office  will  also  seek 
appropriate  ways  to  limit  the  Nation's  need  to  imnort  oil,  stimulate 
domestic  production,  and  find  alternative  energy  sources. 
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Also  to  be  transferred  are  approximately  $40,000  and  two  positions 
which  relate  to  the  investigation  of  imports  that  might  threaten  the 
national  security.  If  after  investigation  a  determination  is  made  that 
any  articles  being  imported  threaten  the  national  security,  the  Presi- 
dent is  to  be  informed  so  that  he  may  take  whatever  action  he  deems 
necessary  to  adjust  the  import  of  that  article. 

That  concludes  my  opening  statement.  We  will  be  happy  to  discuss 
the  transfer  further  and  answer  any  questions  which  you  and  the 
committee  would  care  to  pose. 

Basically,  this  budget  amendment  totals  $1,185,000  and  29  positions. 
These  positions  and  funds  were  originally  in  the  OEP  budget  submis- 
sion. As  you  are  well  aware,  OEP  has  been  abolished  and  the  functions 
transferred  elsewhere.  The  Oil  Policy  function  coming  to  the  Treasury 
Department. 

I  think  you  are  generally  aware  of  the  background  of  the  Oil  Policy 
Committee.  It  goes  back  to  1959  when  the  Director  of  OEP  was  given 
a  responsibility  by  the  President  to  oversee  the  oil  import  program.  In 
more  recent  years,  in  1970  and  more  recently,  the  importance  of  the  oil 
import  program  and  the  problems  of  supply,  balance  of  payments, 
pricing,  and  so  on,  have  required  the  establishment  of  the  Oil  Policy 
Committee.  The  Director  of  the  OEP  was  the  Director  of  this  Oil 
Policy  Committep,  which  was  represented  by  various  Cabinet  Depart- 
ments, including  Treasury. 

With  the  abolishment  of  OEP,  the  Deputy  Secretary  of  the  Trea- 
sury 'was  given  the  additional  responsibility  of  being  the  chairman 
of  the  Oil  Import  Committee. 

Basically,  that  is  what  we  are  talking  about  here — the  functions 
and  responsibilities  that  are  now  vested  in  the  Deputy  Secretary  to 
carry  out  the  overall  surveillance  and  policy  direction  of  the  oil  import 
program,  to  encourage  domestic  production,  to  concern  itself  with 
the  balance  of  pavments,  the  balance-of -trade  problems,  and  so  on. 

Of  the  29  positions  and  the  $1,185,000  requested,  $1,145,000  and 
27  staff  positions  are  for  the  work  of  the  Oil  Policv  Committee. 
In  addition,  we  also  have  $40,000  and  two  positions  which  relate  to 
the  investigation  of  imports  that  might  threaten  the  national  security. 

That  is  it  in  a  nutshell,  Mr.  Chairman. 

TRANSFER     FROM     OEP 

Mr.  Steed.  Are  we  talking  here  about  an  item  that  was  in  another 
agency  originally  ?  Since  the  decision  to  abolish  OEP  and  transfer  its 
functions  has  been  made,  will  this  request  have  the  effect  of  canceling 
this  item  in  the  other  place  in  the  budget? 

Mr.  Brecht.  That  is  correct. 

Mr.  Steed.  This  is  a  way  to  transfer  it  to  your  jurisdiction? 

Mr.  Brecht.  That  is  correct. 

Mr.  Steed.  You  have  the  work,  but  there  is  no  way  for  you  to 
receive  the  amount  requested  except  through  this  method,  is  that 
right  ? 

Mr.  Brecht.  That  is  mv  understandinfr,  sir.  The  functions  that  pre- 
viously had  been  under  OEP's  jurisdiction  are  now  being  disbursed 
to  three  agencies — GSA,  HUD,  and  Treasury.  Treasury  has  the 
smallest  piece  of  it. 

93-674   O  -  73  -  46 
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IMPORT   QUOTAS   ON   OIL 

Mr,  Steed.  One  of  the  major  functions  of  the  Oil  Policy  Commit- 
tee under  the  OEP  was  to  regulate  the  oil  import  program. 

Mr.  Breciit.  That  is  right. 

Mr.  Steed.  With  the  energy  crisis  that  has  hit  us,  the  bars  have 
been  virtually  eliminated  on  the  importation  of  oil.  How  will  this 
affect  the  workload  of  the  oil  policy  function  which  will  be  trans- 
ferred to  the  Treasury  ? 

Mr.  Brecht.  Mr.  Chairman,  I  am  going  to  make  a  couple  of  remarks 
and  then  I  am  going  to  turn  it  over  to  Bill  Johnson,  who  is  Bill 
Simon's  principal  advisor  on  energy. 

From  everything  I  have  been  able  to  observe  in  the  several  months 
that  we  have  had  some  responsibility  for  this,  tlie  workload  has  just 
been  tremendous.  For  example,  the  fact  that  the  oil  import  quotas  liave 
been  eliminated  is  just  one  small  piece  of  the  total.  The  workload  and 
the  demands  ar  great.  I  cannot  compare  this  to  what  it  was  like  when 
it  was  OEP's  responsibility.  I  can  only  assume  that,  with  the  increas- 
ing severity  of  the  energy  crisis,  the  workload  in  the  foreseeable  future 
certainly  is  not  going  to  get  any  less.  We  are  going  to  have  our  hands 
full  just  carrying  out  our  responsibilities. 

TRANSFER   IN    FISCAL   YEAR    1973 

Mr.  Steed.  When  this  transfer  was  made,  you  received  enough  money 
for  the  remainder  of  this  fiscal  year,  and  now  we  are  talking  about  what 
you  are  going  to  need  in  the  new  fiscal  year;  is  that  right? 

Mr.  Brecht.  That  is  right.  There  was  a  determination  order  that 
was  signed  a  month  or  so  ago  in  which  21  positions  and  $118,000  were 
transferred  to  the  Treasury  Department  effective  April  15  of  this  year. 
This  provided  us  enough  money  to  carry  us  through  the  remaining 
214  months  of  this  fiscal  year. 

What  we  are  talking  about  now  is  a  slight  increase  from  the  21 
people  up  to  29  and  the  funds  that  OEP  essentially  had  earmarked  for 
this. 

Mr.  Steed.  Mr.  Johnson,  can  you  tell  us  what  the  energy  situation 
is  and  what  you  envision  the  workload  will  be  during  the  coming  year  ? 

BACKGROUND   OF   MR.    JOHNSON 

Mr,  RoBisoN.  Before  he  does  so,  Mr.  Chairman,  if  you  will  permit 
me  to  say  this,  Mr.  Jolmson  occupies  a  position  of  such  importance  at 
the  moment  that  I  think  it  would  be  useful  for  us  to  know  what  his 
background  is  that  qualifies  him  to  carry  the  heavy  and  difficult  and 
complex  responsibilities  he  now  does. 

Mr.  Johnson.  My  immediate  background  before  going  to  Treasury 
was  with  the  Council  of  Economic  Advisors,  where  I  was  their  man 
on  energy  full  time.  Prior  to  that,  I  was  with  the  Rand  Corp,  for  a 
number  of  years,  where  I  worked  among  other  things,  on  problems 
dealing  with  the  Middle  East  and  on  security  matters,  plus  other  issues 
that  are  less  directly  related  to  the  energy  question. 

Let  me  try  to  explain,  if  I  may  in  the  reverse  order  of  your  questions, 
some  of  the  specific  things  I  think  we  will  be  doing  and  then  lead  from 
that  into  the  overall  set  of  issues  and  problems  that  are  just  coming 
to  a  head  now  in  what  is  called  the  energy  crisis. 
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FUNCTION   OF  OIL  POLICY   COMMITTEE 

The  Oil  Policy  Committee's  immediate  function  in  the  past  was 
regulation  of  oil  imports  and,  particularly,  import  quotas.  It's  clear, 
I  think,  to  anyone  and  everyone  who  has  had  any  contact  with  what 
has  happened  "in  the  last  several  years  that  the  old  quota  system  simply 
became  obsolete  and  had  to  be  scrapped.  Worse,  a  number  of  probleins 
were  allowed  to  develop  over  the  past  decade  and  a  half  almost  by  coin- 
cidence, or  by  diabolical  design,  one  might  think,  and  have  come  to 
roost  this  year,  in  1973.  Problems  dealing  with  regulation  of  natural 
gas,  for  example,  have  discouraged  production  and  encouraged  switch- 
ing to  oil.  Thre  are  problems  dealing  with  coal;  environmental  regula- 
tions, for  example,  discourage  the  consumption  of  coal  and  encourage 
switching  to  oil,  particularly  by  utilities.  These  problems  have  come  to 
roost  now  and  the  result  has  been  a  tremendous  increase  in  demand  for 
imported  oil,  which  made  the  old  oil  import  program  and  the  quota 
system  largely  inappropriate  for  our  needs  at  the  present  time. 

At  the  same  time,  I  might  add,  our  domestic  industry  had  not  ex- 
panded for  a  variety  of  reasons,  some  of  them  also  dealing  with  policy 
decisions  that  were  made  in  Washington.  The  industry  was  unable  to 
keep  up  with  the  increased  demands  for  oil.  As  a  result,  we  have  to 
import  the  oil  in  the  immediate  future. 

We  still  have  much  more  to  do.  We  have  only  begun  our  work.  We 
have  to  make  certain  that  the  oil  imports  that  the  Nation  requires  are 
coming  in,  and  that  there  are  no  obstacles  to  importing  oil.  At  the 
same  time  we  have  to  make  certain  that  we  continue  to  have  adequate 
long-term  incentives  for  domestic  production  as  well.  We  want  to  assure 
that  short-term  needs  for  oil  are  provided  if  possible  by  imports. 

We  are  committed  to  the  requirement  for  national  security  reasons, 
as  well  as  balance-of-payments  reasons  and  other  reasons,  that  we 
develop  a  viable  domestic  industry.  One  of  the  things  we  are  going  to 
be  doing  throughout  the  next  year  is  monitoring  the  system  we  have 
created  to  make  sure  that  the  incentives  we  have  built  into  it  continue 
to  be  incentives  and  continue  to  encourage  the  building  of  refineries 
in  the  United  States,  and  also  the  drilling  for  oil  in  the  United  States, 
so  that  we  can  be  reasonably  free  of  requirements  for  imported  oil  in 
the  future. 

One  of  the  functions  that  we  are  also  performing  is  the  allocation  of 
scarce  oil  supplies.  As  you  know,  a  week  ago  we  set  in  motion  a  volun- 
tary, interim  allocation  plan.  There  are  many  people  who  are  urging 
that  we  impose  even  stronger  measures  for  allocating  the  scarce  oil  be- 
tween alternative  users.  Some  people  have  even  talked  about  national- 
izing the  industry,  which  we  do  not  support  and  do  not  want. 

There  are  many  proposals  of  this  sort  because  of  concern  for  the 
inability  of  priority  segments  of  the  economy  to  obtain  the  oil  they 
require."  Parts  of  the  farm  belt,  for  example,  have  been  having  a  diffi- 
cult time  getting  gasoline  and  diesel  fuel. 

FUEL  SHORTAGE  FOR  FARMERS     ' 

Mr.  Steed.  In  that  connection,  let  me  ask  you  this.  I  happen  to 
represent  a  district  that  produces  a  great  amount  of  wheat,  small 
grains,  cotton,  and  peanuts.  It's  almost  all  mechanized.  The  wheat 
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harvest  is  not  far  off.  The  wheat  is  harvested  and  then  transported, 
first  from  the  field  and  then  to  the  terminal,  and  then  from  the  terminal 
on  to  the  processors  and  eventually  to  wholesale  and  retail  stores.  There 
are  not  going  to  be  enough  railroad  cars.  If  there  is  no  fuel  to  provide 
truck  transport,  a  lot  of  the  crop,  I  am  afraid,  according  to  the  experts 
and  farmers  I  have  talked  to,  is  apt  to  be  piled  out  in  the  open,  and  may 
be  lost  because  of  the  lack  of  a  facility  to  get  it  to  market. 

I  am  curious  to  know  why  the  fuel  problem  has  occurred.  The  best  I 
can  determine  is  that  many  farmers  have  traditionally  been  supplied 
with  diesel  fuel  and  gasoline  from  independent  dealers  who  dealt  with 
independent  jobbers.  The  major  companies,  feeling  the  pinch,  have 
cut  off  a  lot  of  their  supplies  to  the  independent  jobbers  who  in  turn 
cannot  supply  the  independent  dealer. 

Under  the  quota  system,  a  farmer  who  was  dealing  directly  with 
the  company-supported  supply  sources  can  still  get  some  fuel.  But  the 
fellow  who  dealt  with  the  independent,  now  that  many  of  these  in- 
dependents are  out  of  business,  tries  to  find  himself  a  new  source 
and  he  cannot  because  they  say  they  have  to  keep  what  they  have  for 
their  old  customers.  So  you  are  going  to  find  some  farmers  who  are 
trapped.  If  something  is  not  done  to  close  that  gap,  they  may  not  even 
be  able  to  get  their  harvesting  machines  into  the  fields. 

Mr.  RoBisoN.  If  you  will  yield  before  Mr.  Johnson  responds,  I  read 
an  article  in  one  of  the  major  daily  newspapers,  about  a  day  or  so  ago, 
to  the  effect  that,  not  only  do  the  farmers  have  a  shortage  of  oil  and 
gasoline,  and  apparently  they  are  depending  on  it  to  get  their  crop  to 
market,  but  they  are  also  short  of  the  kinds  of  fuels  they  need  to  drive 
their  tractors.  Especially  in  the  Midwest,  in  that  part  of  the  country 
where  Mr.  Miller  lives,  they  can't  get  their  crops  in  the  ground  nor 
harvest  them  without  the  fuel. 

Mr.  Steed.  One  of  my  smallest  counties  with  a  county  seat  of  2,000 
people,  happens  to  be  in  a  very  intensely  farmed  area.  The  Interna- 
tional Harvester  dealer  in  that  county  last  year  sold  more  $14,000  trac- 
tors than  any  dealer  in  the  United  States.  So  this  fuel  problem  might 
reduce  his  sales  this  year  signific  ntly. 

Mr.  Miller.  I  would  like  to  aad  one  thing  that  fuel  is  used  for  in  ad- 
dition to  preparing  the  ground,  plowing,  and  harvesting.  Our  people 
are  concerned  very  much  about  fuel  that  would  be  used  to  dry  the 
crop.  This  is  very  important  to  us. 

Mr.  Steed.  In  peanuts  that  is  especially  true. 

Mr.  Miller.  Last  year  there  was  a  problem  where  we  did  not  have 
ample  fuel  in  order  to  dry  the  crop,  as  it  is  harvested.  We  are  speaking 
of  corn  and  feed  grains  primarily. 

Mr.  Steed.  Soybeans  and  peanuts  too  are  very  much  in  that  category. 

Mr.  Miller.  It  is  very  essential  that  it  is  dry,  that  the  moisture  con- 
tent is  lowered.  If  not,  when  it  goes  to  a  bin,  it  would  mold. 

administration's  approach  to  the  fuel  shortage 

Mr.  Johnson.  May  I  tell  you  what  the  administration  is  doing  about 
this?  The  administration,  I  think,  has  a  meaningful  program  in  this 
field.  Then  I  will  discuss  the  reasons  for  the  crisis  which  are  very  com- 
plex problems.  It  makes  my  head  spin  when  I  say  it,  and  I  have  a  feel- 
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in^  it  may  make  your  heads  spin  just  to  hear  it.  I  will  try  to  outline 
it  for  you. 

There  are  several  fundamental  reasons  for  the  shortage  we  face. 
Some  have  to  do  with  nature ;  others  with  public  policies  which  have 
contributed  to  the  present  energy  problem. 

A  week  ago  we  announced  a  voluntary  allocation  plan,  which  is  in- 
tended to  be  an  interim  measure.  We  are  about  to  hold  hearings  on  this 
plan  and,  from  these  hearings,  we  hope  to  be  able  to  develop  a  more 
enduring  plan,  one  that  is  going  to  work,  one  that  reflects  the  com- 
ments that  we  receive.  Precisely  because  of  the  farmers  and  the  plant- 
ing season  which  is  upon  us,  we  felt  we  had  to  get  something  going 
immediately. 

There  are  two  parts  to  this  voluntary  plan.  The  first  is  a  voluntary 
agreement  by  the  major  oil  companies  and  all  other  segments  of  the 
industry  that  they  will  provide  to  nonaffiliated  buyers,  such  as  inde- 
pendent or  wholesale  buyers  and  municipalities,  the  same  proportion 
of  product  they  provided  in  the  last  normal  period  for  the  industry, 
the  last  quarter  of  1971  and  the  first  three  quarters  of  1973.  We  ex- 
pect that  this,  if  adhered  to  by  the  various  oil  companies,  will  solve  a 
number  of  the  problems  that  are  confronting  the  industry. 

We  couldn't  make  it  a  mandatory  plan  right  away  because,  if  it 
were  mandatory,  under  the  law  we  would  have  to  hold  hearings  first. 
Not  only  would  we  have  to  hold  hearings,  there  was  also  some  question 
of  the  legality  of  the  program  and  whether  we  would  be  subject  to 
litigation.  It  would  have  had  to  have  been  published  in  the  Federal 
Register  to  allow  comment.  We  just  didn't  have  the  time  to  do  all  this. 
If  we  installed  a  voluntary  program,  we  could  put  that  in  place 
immediately. 

We  are  hoping  that  this  will  help  to  alleviate  some  of  the  problems. 
The  companies  that  we  have  talked  to  generally  seem  willing  to  co- 
operate, to  the  extent  they  can,  for  the  priority  uses  and  for  farmers 
especially. 

THE   INDEPENDENT  FUEL   SUPPLIER 

Mr.  Steed.  There  is  one  point  I  would  like  to  emphasize.  As  you  go 
into  this,  I  would  hope  you  keep  a  very  close  watch  on  it.  What  worries 
me  is  that  the  pattern  of  distribution  through  these  independent  job- 
bers down  to  the  independent  stations  and  to  their  farmer  customers 
is  so  well-established  that  if  the  jobber  goes,  if  the  local  dealer  goes, 
then  you  don't  have  enough  facilities  left  in  an  agricultural  area  to 
get  the  fuel  out  to  the  farmers. 

Mr.  Johnson.  There  is  no  question  about  that. 

Mr.  Steed.  It's  not  a  matter  of  just  keeping  an  independent  jobber 
in  business  for  this  season,  until  the  adjustments  can  be  made.  We 
could  lose  a  wheat  crop.  If  the  farmers  don't  get  the  fuel  to  put  the 
cotton  in,  of  course  they  will  lose  that. 

The  wheat  yield  this  year  in  my  part  of  the  country,  if  there  are 
no  more  disasters,  is  going  to  be  bumper.  It's  going  to  be  enormous. 
Existing  facilities  won't  be  able  to  handle  it.  With  the  one  railroad 
down  in  the  heart  of  this  wheat  country  already  out  of  business  and 
other  railroads  hard  pressed  to  get  even  a  minimum  of  cars  to  haul 
the  crop,  the  need  to  get  this  wheat  out  of  the  fields  into  the  terminals 
by  truck  is  going  to  be  the  greatest  in  history,  coming  at  a  time  when 
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it's  the  most  difficult.  I  want  to  emphasize  to  you  how  important  this 
is.  I  don't  know  of  any  more  critical  phase  of  this  whole  situation 
that  I  can  think  of  than  this  one  particular  point. 

Mr.  Johnson.  We  are  aware  of  it.  This  is  why,  in  fact,  we  have  a 
second  part  of  the  program.  We  are  going  to  be  holding  hearings  on 
this  second  part,  and,  speaking  for  myself,  I  strongly  suspect  that 
this  second  part  may  have  to  become  mandatory  to  be  effective.  This 
second  part  involves  setting  up  a  system  of  priorities. 

HARVESTING  PROBLEM  IN  OKLAHOMA 

Mr.  Steed.  The  reason  I  get  so  concerned  is  because  we  are  almost 
at  the  southern  end  of  the  wheat-growing  area,  so  our  harvest  starts 
first.  I  have  19  big  harvesting  firms  in  my  district.  In  a  few  weeks 
they  will  start  probably  in  the  northern  tier  counties  and  Texas.  As 
the  crop  ripens  they  work  North.  Before  the  season  is  over  they  will 
be  at  the  Canadian  border,  having  worked  the  crop.  They  leave  about 
every  2  weeks  going  North  all  the  time  as  the  crop  ripens.  This  means 
we  will  be  the  first  in  the  wheat  area  to  have  this  crisis  come  on  us. 

It  may  be  that  before  the  harvest  is  over  you  have  been  able  to  get 
the  thing  balanced  out  to  where  we  can  meet  the  need.  But  I  am  just 
afraid  that  we  are  the  first  at  bat  and  if  there  is  no  viable  program 
pretty  soon,  we  will  be  the  ones  to  get  hurt  the  most. 

Mr.  Johnson.  Let  me  describe  the  program,  if  I  may.  If  you  have 
a  constituent,  or  anyone  who  comes  in  and  says  he  doesn't  have  oil, 
this  is  what  you  should  say  to  him. 

We  have  a  system  of  priorities  that  has  been  established.  We  have 
determined  priorities,  largely  through  the  help  of  the  Office  of  Emer- 
gency Preparedness.  No.  1  on  that  priority  list  are  farmers  and  food 
suppliers.  No.  2  are  transportation  needs  for  farmers  to  get  products 
from  the  farm  to  the  market  to  the  food  processor.  Also  included  is 
provision  of  medical  and  health  services,  fire  protection,  police  serv- 
ices, and  various  essential  municipal  services  of  one  sort  or  another. 
Also  included  are  municipal  bus  services  and  various  other  priority 
users.  There  are  now  eight  categories  of  priority  in  all. 

Mr.  RoBisoN.  How  about  transportation?  We  understand  there  is 
a  storage  of  jet  airplane  fuel,  or  at  least  prospectively  there  is. 

Mr.  Johnson.  The  jet  fuel  is  not  in  that  difficult  position.  We 
have  been  working  with  the  Air  Transport  Association  of  America 
on  this.  I  think  we  may  have  that  problem  stabilized. 

conservation  of  fuel  resources 

Mr.  Steed.  Is  it  possible  for  them  to  save  on  the  amount  of  fuel, 
by  slowing  down  the  speed  of  the  jet  planes  a  little  bit? 

Mr.  Johnson.  It  is  possible  to  save,  not  only  slowing  down  the 
speed  of  jet  planes,  but  also  the  speed  of  automobiles.  You  can 
save  fuel  by  doing  that.  As  you  know,  the  administration  has  urged 
that  people  consider  going  a  little  bit  more  slowly.  It  will  take 
longer,  of  course,  but  we  will  cut  down  on  fuel  consumption  doing 
that. 

Mr.  RoBisoN.  I  will  believe  it  when  I  see  it. 

Mr.  Johnson.  That  people  slow  down? 

Mr.  RoBisoN.  Yes. 
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Mr,  Johnson.  If  I  may  put  something  in  the  record.  Secretary 
Simon  had  a  phone  call  not  lono;  ago  from  a  lady  who  had  been 
driving  on  the  beltway  here  in  Washington.  She  was  listening  to 
her  radio  and  heard  that  Secretary  Simon  had  urged  people,  to  slow 
down.  She  slowed  down  to  50  miles  an  hour.  At  that  point  a  military 
convoy  overtook  her  on  the  beltway. 

Mr.  RoBisoN.  I  thought  you  were  going  to  say  she  had  a  rear-end 
collision. 

Mr.  Johnson.  She  called  up  to  say  she  thought  the  Defense  Depart- 
ment ought  to  slow  down  also.  Now,  since  that  call,  the  Defense 
Department  is  doing  something.  They  are  viewing  their  needs  and, 
where  possible,  reducing  their  demands.  Defense  now  accounts  for 
about  3  percent  of  the  Nation's  fuel  consumption. 

Mr.  Steed.  If  the  saving  of  fuel  on  a  jet  plane  by  less  speed  is 
as  good  as  some  insist  it  is,  while  you  may  have  a  lot  of  trouble 
getting  the  average  individual  to  slow^  down,  it  may  be  easier  to 
get  the  air  transport  people  to  do  it  because  they  have  a  different 
situation. 

Mr.  Johnson.  They  have  schedules  they  must  keep. 
Mr.  Steed.  I  doubt  if  the  average  customer  flying  an  airplane 
would  know  the  difference  whether  he  is  going  400  miles  an  hour 
or  300  miles  an  hour. 

Mr.  Johnson.  He  will  know  if  he  doesn't  get  there  when  he  is 
expecting  to  get  there. 

Mr.  Steed.  We  are  talking  about  minutes  and  the  difference  between 
getting  there  a  little  slower  or  not  getting  there  at  all  if  we  have 
fuel  shortages. 

Mr.  Johnson.  You  are  going  to  have  scheduling  problems,  connect- 
ing flight  problems.  You  also  have  a  problem,  we  found  in  the  slow- 
ing down  of  transportation  on  the  highways,  with  the  truck  drivei-s. 
and  the  trucking  industry.  They  have  rest  stops  that  are  plotted  for  a 
certain  speed.  If  you  slow  down  trucking,  this  means  that  you  have 
fouled  up  the  pattern  of  rest  stops  for  the  trucking  industry.  Then  you 
are  faced  with  a  difficult  adjustment  there. 

Let  me,  if  I  may,  describe  further  the  allocation  plan. 
Mr.  Steed.  I  hope  in  most  of  this  conversation  we  are  having  here 
we  are  dealing  with  a  problem  that  is  temporary.  I  sure  hope,  with  a 
little  time  to  help  us,  that  we  can  get  on  top  of  this. 

Mr.  Johnson.  You  have  to  take  the  long-term  problems  that  are 
going  to  increase  domestic  production.  There  is  no  alternative  to  that. 
That  means  refinery  operations,  drilling  for  oil,  all  the  things  we  are 
going  to  have  to  do  to  get  production  up.  That  is  the  long-term. 
Allocation  is  not  a  long-term  answer. 

FUEL   reserves   IN    CANADA   AND   ALASKA 

Mr.  Steed.  Let  me  mention  another  thing  which  may  be  somewhat 
impractical.  This  subcommittee  has  had  some  relationship  with  Treas- 
ury people  and  with  the  Canadians  recently  concerning  preclearance 
activities  of  the  Bureau  of  Customs.  During  our  conversation  we  talked 
about  some  of  our  mutual  problems. 

It  just  happens  that  I  come  from  a  district  that  produces  a  lot  of 
oil.  The  people  who  work  in  the  oil  fields,  the  drillers  and  so  forth. 
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go  where  the  work  is.  Many  of  them  have  been  working  in  Canada.  I 
would  imagine  there  would  be  very  few  areas  in  Canada  that  I  couldn't 
go  and  find  somebody  from  home  working  there. 

I  talk  to  a  lot  of  these  men  who  come  and  go.  They  have  a  feeling, 
most  of  them,  that  there  are  enormous  reserves  in  Canada,  especially 
in  the  frozen  tundra  areas,  immense  oil  reserves  there.  The  problem 
is  that  the  Canadians  don't  have  the  money  to  exploit  it  because  they 
don't  have  the  market  for  it.  They  have  production  enough  now  for 
their  needs,  but  transportation  is  not  available  at  this  time. 

Our  national  security  requirements  are  eased  somewhat  because  the 
oil  is  in  this  hemisphere.  Even  though  the  oil  may  be  on  their  side  of 
the  border  or  on  our  side  of  the  border  it  doesn't  matter  because  if  we 
get  in  trouble  they  are  in  it  and  if  they  get  in  trouble  we  are  in  it. 
There  is  not  much  way  you  can  divorce  national  security  one  from  the 
other. 

I  was  hoping  that  somebody  in  our  Government  could  begin  to  ex- 
plore with  some  people  in  the  Canadian  Government  the  possibility 
that  we  might  work  out  a  deal  where  we  could  help  them  do  their  ex- 
ploratory work  and  build  their  transportation  system  in  exchange  for 
them  letting  us  have  a  certain  amount  of  the  production  for  our  own 
use. 

CANADA    AND    ALASKA    FUEL    FINDINGS 

Mr.  Johnson.  Let  me  address  myself  to  that,  although  I  still  haven't 
answered  several  of  your  earlier  questions  yet. 

Most  of  the  findings  in  Canada  have  not  been  oil.  They  have  been 
natural  gas. 

I  think  it  is  entirely  feasible,  particularly  in  the  Mackenzie  Valley 
area  where  the  gas  has  been  found,  that  some  day  we  are  going  to  see 
the  construction  of  a  gas  pipeline. 

Where  oil  exists  in  the  tundra  is  in  Alaska.  We  have  reserves  on 
the  North  Slope  of  Alaska  that  are  enough  to  put  a  huge  dent  into  the 
long-term  oil  needs  of  the  Nation. 

At  present,  just  the  Prudhoe  Bay  area  of  Alaska  is  capable  of  pro- 
viding 2  million  barrels  per  day  in  production.  That  is  a  conservative 
estimate.  If  we  open  up  the  naval  petroleum  reserve  near  the  Canadian 
border,  it's  estimated  we  can  get  a  total  of  perhaps  5  million  to  6  mil- 
lion barrels  per  day  production  out  of  Alaska.  This  is  why  the  build- 
ing of  the  Alaskan  Pipeline  is  so  important.  It's  going  to  bring  that 
oil  down.  It's  going  to  release  imported  oil  that  would  otherwise  go 
into  the  west  coast  of  the  United  States,  for  the  Eastern  and  Central 
parts  of  the  United  States.  It's  going  to  help  ease  up  the  short  supply 
of  oil  generally. 

As  far  as  Canadian  production  of  oil  is  concerned,  the  findings  up 
there  have  not  been  that  great.  They  are  primarily  gas,  as  I  have 
indicated. 

WTiat  is  more,  we  are  far  away,  I  think,  from  an  agreement  with 
the  Canadians  as  to  location  of  a  pipeline,  the  satisfaction  of  Indian 
claims,  and  environmental  requirements.  We  are  just  not  as  far  down 
the  road  toward  getting  a  Canadian  pipeline  to  solve  U.S.  needs  as 
we  are  with  the  Alaskan  pipeline. 
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ALASKAN    PIPELINE 


Mr.  KoBisoN.  Even  with  the  most  optimum  situation  for  the  Alaskan 
pipeline,  how  many  years  off  would  it  be  before  there  would  be  some 
oil  resources  coming  in  through  that  facility  ? 

Mr.  Johnson.  Assuming  no  litigation,  no  further  delays  due  to  liti- 
gation or  delays  of  one  sort  or  another  of  a  nonstructural  nature,  we 
will  probably  begin  to  see  a  very  substantial  flow  from  Alaska  in  the 
early  1980's.'  I  suspect  we  could  push  it  up  to  perhaps  the  late  1970's, 
if  we  made  it  a  national  priority  issue. 

Incidentally,  a  Canadian  pipeline  would  not  come  on  stream  until 
the  mid-1980's  at  the  earliest. 

FUEL  FOR   ENVIRONMENTAL   PROTECTION   EQUIPMENT 

Mr.  Miller.  ^Ir.  Chairman,  before  we  leave  that  particular  point, 
may  I  ask  a  question  ? 

It  has  been  stated  that  it  would  require  all  of  the  petroleum  that 
would  come  from  Alaska,  from  the  Prudhoe  Bay  section,  in  order  to 
supply  the  automobiles  that  will  have  environmental  protection  equip- 
ment. In  other  words,  the  automobiles  will  use  more  energy  and  it 
will  require  all  of  that  petroleum  to  supply  just  the  additional  con- 
sumption of  gasoline  required  because  of  air  emission  equipment. 

Mr.  Johnson.  I  don't  know  what  the  specific  figures  are.  There  is  no 
question  that  the  environmental  standards  required  of  automobiles, 
especially  1972  and  1973  models,  are  one  reason,  and  certainly  an 
important  reason,  for  the  substantial  increase  in  consumption  of 
gasoline  and  this  is  one  of  the  reasons  why  we  have  a  shortage  today. 

The  increased  consumption  of  gasoline  by  automobiles  is  also  due 
to  other  things,  such  as  air-conditioning  and  various  power-using  de- 
vices on  automobiles. 

But  the  air  emission  equipment  required  on  new  automobiles  is 
probably  the  most  important.  Gas  mileage  has  fallen  very  substanti- 
ally. The  same  automobile  has  gone  from  14  or  15  miles  per  gallon 
down  to  8  or  9  miles  per  gallon.  If  the  requirements  are  met,  it  proba- 
bly will  go  perhaps  to  6  or  7  miles  per  gallon.  This  is  one  of  the  rea- 
sons why  we  are  consuming  more  gasoline  and  not  getting  the  mileage. 

Mr.  KoBisoN.  One  of  these  moments  we  are  going  to  let  you  complete 
your  answer  to  what  you  started  on  a  long  time  ago.  By  pure  coin- 
cidence, I  met  with  Mr.  Fri,  the  Acting  Administrator  of  the  En- 
vironmental Protection  Agency,  just  last  evening.  We  discussed  this. 
He  said  that  they  hoped  that,  by  1975,  when  we  used  a  catalyst — 
whatever  that  process  means  I  am  not  quite  sure — ^that,  then,  the  re- 
duction in  gasoline  mileage  brought  about  by  the  emissions  control 
problem  would  begin  to  ease. 

Mr.  Johnson.  I  hope  he  is  right. 

Mr.  RoBisoN.  Are  there  a  lot  of  "ifs"  around  there? 

Mr.  Johnson.  There  are  a  lot  of  ifs. 

We  have  people  in  industry  saying  it  is  just  the  opposite.  There  are 
a  lot  of  ifs. 

ALLOCATION  OF  FUEL  SUPPLY 

Let  me,  if  I  may,  go  back  to  the  question  of  what  we  are  doing  as  far 
as  allocation  is  concerned.  We  have  also  set  up  a  list  of  priorities,  as  I 
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indicated.  Farmers  and  the  food  industry  generally  are  high.  They  are 
No.  1  and  No.  2  on  that  list.  We  are  now  setting  up,  also  in  the  Office 
of  Oil  and  Gas  in  the  Department  of  Interior,  a  section  which  has  the 
power  to  call  up  companies  to  supply  priority  users  when  it  is  deter- 
mined that  a  particular  oil  company  is  responsible  for  a  shortage  for 
farmers  in,  let  us  say,  a  district  of  Ohio,  or  a  city,  let  us  say  in  New 
York,  that  simply  can't  get  gasoline  for  its  bus  services. 

OOG  will  ask  company  x  to  supply  so  much  gasoline  to  meet  the 
requirements  of  that  region  and  get  it  in  there  within  a  reasonable 
length  of  time. 

The  power  has  been  granted  to  the  administration  to  allocate  supplies 
under  the  recent  amendment  to  the  Economic  Stabilization  Act  that 
is  now  voluntary.  We  are  about  to  hold  hearings  on  it  and  if  necessary, 
it  will  become  mandatory.  If  it  is  necessary,  a  mandatory  requirement 
will  be  placed  on  companies  which  will  allow  the  administration  to 
reallocate  supplies  of  oil  products  or  crude  oil,  whatever  may  be  the 
cases,  to  get  supplies  to  where  the  needs  exist. 

Under  any  program,  we  are  going  to  have  to  have  eyes  and  ears. 
Those  eyes  and  ears  will  be,  among  others,  Members  of  Congress  and 
their  constituents  telling  that  they  can't  get  diesel  fuel  for  tractors 
or  propane  for  drying.  The  public  will  have  to  help  us  administer  the 
allocation  program. 

We  have  already  had  some  cooperation.  It  is  too  soon  to  tell  for 
sure  what  the  final  outcome  will  be,  but  we  have  had  some  cooperation 
in  getting  fuel  supplies  to  where  they  are  needed.  In  summary  if  you 
do  have  a  farmer  or  consumer  in  your  district  who  simply  can't  get 
fuel  because  his  independent  marketer  can't  get  it,  and  the  marketer 
can't  get  it  because  an  independent  refinery  can't  get  crude  oil,  you 
should  notify  the  Office  of  Oil  and  Gas. 

The  Office  of  Oil  and  Gas  will  investigate  and  in  short  order 
allocate,  if  necessary,  some  of  the  output  of  the  major  oil  companies  to 
meet  the  supply  needs  of  the  farmer  in  that  area  being  hit  by  a 
shortage. 

CAUSES   OF  ENERGY   CRISIS 

You  also  asked  what  were  the  root  causes  of  this  crisis  that  we  are 
faced  with.  This  is  a  question  that  one  cannot  answer  simply  or  easily. 
Let  me  just  say  very  briefly  that  it  is  the  net  result,  I  think,  of  about 
20  or  80  policy  mistakes,  plus  some  acts  of  nature  thrown  in,  that  have 
all  come  to  roost  at  the  present  time. 

One  of  these  decisions,  which  I  think  is  a  tragic  mistake  and  the 
administration  is  asking  Congress  to  correct,  is  the  regulation  of  nat- 
ural gas  at  the  wellhead.  This  has  resulted  in  a  sharp  reduction  in  new 
exploration  for  gas. 

At  the  present  time  we  are  taking  out  of  reserve  at  a  rate  twice 
that  at  which  we  are  adding  to  reserves.  We  have  been  living  off  our 
capital  and  we  are  beginning  to  feel  the  effects.  If  you  build  a  house 
today  in  the  United  States  you  can't  get  gas  heat  unless  you  are 
very,  very  fortunate.  Those  farmers  who  use  gas  for  drying  can't  get 
gas  for  that  puropse.  They  are  being  cut  off  because  their  contractual 
relations  permit  that. 
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ALLOCATION   OF   NATURAL  GAS 


Mr.  RoBisoN.  What  will  your  office  do,  or  what  will  this  new  arrange- 
ment do,  in  the  way  of  leadership  in  this  particular  problem  area  of 
encouraging  industry  that  is  making  use  of  natural  gas  merely  because 
it  has  been  attractive  from  an  economic  standpoint  for  that  industry 
to  consider  going  back  to  some  otlier  fuel  ? 

I  don't  know  where  the  authority  is  to  demand  of  an  industry  that 
it  does  that.  Is  there  such  authority  ? 

Mr.  Johnson.  It  is  with  the  Federal  Power  Commission  in  this 
case.  The  allocation  authority,  in  effect,  rests  with  the  Federal  Power 
Commission. 

Mr.  RoBisoN.  At  least  in  my  part  of  the  country,  it  has  been  a  fact 
that  there  are  some  economical  uses  of  natural  gas  for  industrial  pur- 
poses, but  economical  only  because  the  gas  price  has  been  artifically 
held  low. 

Whereas,  that  industry  could  run  just  as  well,  or  could  have  in 
past  years  before  we  got  air  pollution  standards  that  makes  it  more 
difficult,  on  some  other  kind  of  fuel  that  was  not  in  such  scarce 
supply. 

Mr.  Johnson.  In  my  judgment,  gas  should  be  consumed  for  neces- 
sary agricultural  purposes  and  the  heating  of  homes.  It  is  ideal  for 
home  heating  in  this  country.  Yet  we  are  forcing,  almost  encouraging, 
the  consumption  of  gas  for  industrial  purposes  which  is  very  wasteful. 

Some  industrial  consumers  are  able  to  get  gas. 

One  of  the  problems  we  have  is  that  the  wellhead  price  of  interstate 
gas  is  regulated,  but  not  the  wellhead  price  of  intrastate  gas.  An  indus- 
trial user  can  locate  in  a  State  that  produces  gas.  In  going  to  that 
State  the  user  would  pay  much  more  than  would  the  interstate  user, 
but  he  is  ableto  get  the  gas  he  wants.  By  contrast  households  do  not 
move  to  where  they  can  get  gas. 

You  have  a  situation  where  the  regulation  of  gas  prices  has  encour- 
aged wasteful  uses  of  gas.  It  has  encouraged  from  a  priority  stand- 
point, wrongful  uses  of  gas.  There  is  only  one  way  to  rectify  the  situa- 
tion. That  is  to  allow  greater  operation  of  the  marketplace  and  to  de- 
regulate wellhead  control  of  gas  prices.  This  action  is  now  being  pro- 
posed by  the  administration. 

Mr.  RoBisoN.  Mr.  Chairman,  we  could  probably  go  on  this  way  for 
the  better  part  of  the  afternoon,  all  of  which  indicates,  just  as  you 
know  and  as  Mr.  Miller  feels,  that  this  is  a  very  serious  problem. 

AUTHORITY  OF  THE  OIL  POLICY  COMMITTEE 

It  is  not  a  crisis  yet,  insofar  as  being  an  energy  crisis  is  concerned. 
But  before  we  ask  you  about  the  budget  item  before  us  in  detail,  do 
you  feel,  or  does  Mr.  Brecht  feel,  that  there  is  now,  somewhere  within 
this  Government  establishment  of  ours,  the  kind  of  organizational, 
policymaking  effort  and  decisionmaking  authority  to  begin  to  handle 
this  situation  that  we  have  left  drift  along  for  so  many  years?  I  am 
not  just  saying  the  administration  let  it  drift.  The  Congress  let  it 
drift,  too. 
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Is  there  now  a  clear  line  of  authority  and  rCvSponsibility  ?  I  doubt 
there  is — before  you  answer  "yes," — but  I  am  hoping  we  are  approach- 
ing that. 

Mr.  Johnson.  I  think  we  are.  I  think  your  answer  is  essentially 
mine.  I  think  we  are  evolving,  probably  not  to  where  we  would  like  to 
end  up  ultimately,  but  toward  a  more  effective  way  of  administering 
to  the  energy  needs  of  America.  There  is  room  for  improvement  as  we 
feel  our  way. 

Authority  now  clearly  rests  with  Secretary  Shultz  and  Mr.  Kis- 
singer. Secretary  Shultz  has  in  turn  delegated  his  responsibility  to  my 
boss,  Secretary  Simon.  Mr.  DiBona  is  the  primary  White  House  man 
responsible  for  energy. 

Secretary  Simon  and  Mr.  DiBona  have  been  working  very  closely 
with  each  other  to  develop  long-term  energy  policies.  This  is  where 
the  authority  rests. 

There  are  other  governmental  agencies,  the  Cost  of  Living  Council, 
for  example,  that  are  not  directly  involved  in  this  chain  of  command 
but  have  an  impact  on  energy. 

Yet,  in  general,  the  new  system  does  concentrate  energy  policy.  It  is 
in  Treasury  and  also  in  the  White  House  with  DiBona's  staff. 

Mr.  RoBisoN.  I  hope  so.  I,  for  one,  don't  read  "progress"  in  solving 
this  problem  in  just  shifting  the  responsibility  around  from  office  or 
officer  to  a  new  office  and  new  officer  and  new  budget  people  to  study  it. 
I  dont  en'\'y  you  your  task,  nor  Secretary  Simon's  task.  But  one  of  these 
days  somebody  has  got  to  take  hold  of  this  problem  and  begin  to  deal 
with  it. 

PR0DUC5TI0N  CAPACITY  OF  TTIEL  IN  UNITED  STATES 

Mr.  Steed.  Before  we  leaA^e  that  subject  I  want  to  bring  up  one  more 
point  and  see  Avhat  you  can  tell  us  about  it. 

You  hear  it  said  in  dealing  with  the  energy  crisis,  especially  in  the 
petroleum  area,  that  the  demand  has  grown  so  large  that  the  shortage 
is  in  effect  self-made.  Industry  has  used  this  as  a  device  for  over  20 
years  to  get  price  advantages  and  a  few  things  like  that.  In  other  words, 
what  I  am  saying  is  that  if  we  had  all  the  petroleum  we  wanted  we 
couldn't  process  enough  of  it  to  meet  today's  demands,  not  only  nation- 
ally, but  also  in  specific  areas  or  sections.  What  is  the  processing 
capacity  of  the  Nation  right  now  in  relation  to  the  demand  for  this 
processed  energy? 

Mr.  Johnson.  It  is  low,  unfortunately.  As  you  know,  there  are 
problems  in  every  phase  of  the  energy  area.  One  of  them  is  that  we 
have  not  built  enough  oil  refineries  in  our  country.  We  have  discour- 
aged, in  some  ways  actively  discouraged,  the  building  of  refineries. 
This  has  been  so  for  several  reasons. 

One  of  them  has  been  the  site  problem.  There  are  at  least  seven  or 
eight  examples,  primarily  concentrated  on  the  east  coast  of  the  United 
States,  of  companies  who  wanted  to  build  refineries  but  were  prevented 
because  they  could  not  find  suitable  sites.  They  fought  and  tried  har3 
to  get  local  communities  to  accept  these  refineries,  but  the  local  com- 
munities would  not  have  them.  Siting  has  been  a  problem. 

We  have  not  built  refineries,  in  part,  because  it  has  not  been  economic 
to  do  so.  We  have  had  price  controls  in  this  country  for  the  last  3  years. 
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These  price  controls  have  had  a  depressing  effect  on  incentives  for  the 
construction  of  new  refineries. 

We  have  not  built  refineries,  in  part,  because  of  the  uncertainties  of 
the  oil  import  program.  With  the  changes  in  import  policy  that  have 
been  made,  we  have  cleared  away  these  uncertainties.  It  used  to  be  that 
refineries  would  depend  on  domestic  crude  oil.  They  had  to  turn  to  for- 
eign sources  of  crude  oil  with  the  failure  of  domestic  production  to 
keep  pace  with  demand.  Yet  the  import  program  restricted  supplies 
of  foreign  crude  oil.  A  company  didn't  know  from  one  day  to  the  next 
if  it  could  operate  a  refinery  or  whether  or  not  it  was  going  to  have 
adequate  supplies  of  crude  oil  to  fill  its  needs.  We  have  done  away  with 
that  problem. 

Incidently,  I  don't  think  there  was  any  question  that  it  was  a  major 
obstacle  to  refinery  construction.  Since  we  made  the  changes  in  the  oil 
import  program  on  April  18,  we  have  bad  something  like  a  dozen 
companies  either  declare  publicly  or  tell  us  privately  that  they  are 
about  to  announce  the  construction  of  new  refineries  or  expansion  of 
existing  refineries  in  the  United  States.  This  will  occur  if  they  can  get 
sites.  They  are  also  assuming  that  there  will  be  a  long  range  relaxa- 
tion of  the  price  control  mechanism. 

The  proposals  for  new  capacity  are,  in  some  cases,  expansions  of 
existing  refineries  and,  in  some  cases,  the  building  of  new  refineries ; 
some  being  contemplated  by  large  companies  like  EXXON  and  Shell 
and  some  by  independent  marketers  who  have  decided  they  have  to  get 
into  the  refinery  business  to  survive. 

RELATIONSHIP  OF  TREASURY  TO  INTERIOR 

Mr.  Steed.  We  have  had  a  very  interesting  discussion.  Just  to  wrap 
it  up,  could  you  describe  the  functions  of  your  office  as  they  relate  to 
the  Oil  and  Gas  Office  ?  Are  you  the  policymaker  and  not  the  enforcer? 

Mr.  Johnson.  That  is  right.  The  Interior  Department  is  going  to  be 
the  administrator  of  this.  Our  basic  job  is  to  look  at  oil  policy  as  well 
as  other  energy  policies. 

Mr.  Steed.  In  other  words,  you  can  explore  ways  to  increase  refinery 
production  and  getting  more  raw  material  availability.  The  responsi- 
bility for  actual  functioning  of  the  industry  itself  would  still  be  in 
the  Oil  and  Gas  Office,  isn't  that  right  ? 

Mr.  Johnson.  That  is  right,  or  some  relevant  section  of  the  Interior 
Department. 

Mr.  RoBisoN.  I  would  be  tempted  to  ask  how  in  the  world  you  could 
handle  a  problem  as  complex  as  this  in  a  policy  area  with  only  29 
people.  I  guess  the  answer  to  that  is  you  are  going  to  be  drawing  on  the 
expertise,  and  the  staff,  and  maybe  even  outside  help  through  the  so- 
called  committee,  whatever  the  name  of  it  is. 

Mr.  Johnson.  Oil  Policy  Committee. 

Mr.  EoBisoN.  Which  will  continue  on  in  existence?  That  is  right, 
isn't  it ;  it  will  ? 

Mr.  Johnson.  That  is  right.  I  sometimes  wonder  how  we  are  going 
to  survive  with  only  29  staff  members.  There  is  one  answer  to  this 
question.  We  have  been  working  16  hours  to  18  hours  a  day  so  instead 
of  29  staff  members  we  really  have  58. 
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Mr,  RoBisoN,  I  would  be  willing  to  give  you  more  if  I  thought  it 
would  solve  the  problems.  I  better  wait  until  you  come  back  and  ask 
for  help. 

Mr.  Johnson.  If  we  don't  succeed,  we  will  get  more,  is  that  it  ? 

Mr.  RoBisoN.  I  hate  to  put  it  in  those  terms.  I  think  the  problems 
are  of  sufficient  national  and  international  severity  so  you  shouldn't 
be  short-changed,  at  least  insofar  as  having  adequate  personnel  to 
address  yourself  to  the  problems  is  concerned. 

Mr.  Johnson.  I  think  you  are  absolutely  right.  But  our  basic  role 
in  Treasury  is  not  implementation.  It  is  looking  into  the  policy  ques- 
tions and  trying  to  unsnarl  this  tremendous  entanglement  that  we 
have  created  which  has  helped  to  contribute  to  the  energy  crisis. 

GASOLINE  rationing 

Mr.  Steed.  I  want  to  ask  you  one  final  question.  If  we  get  gasoline 
rationing,  will  it  start  on  recommendations  from  your  office? 

Mr.  Johnson.  I  don't  think  we  are  going  to  have  to  have  rationing 
unless  we  have  a  major  crisis  in  this  country.  If,  let  us  say,  a  foreign 
supplier  cuts  us  off  completely  or  something  drastic  like  that,  then 
maybe  we  will  have  to  think  about  rationing.  I  think,  given  our  present 
situation  where  we  are  talking  about  relatively  small  short-falls,  the 
basic  problem  is  not  supply.  The  basic  problem  is  getting  that  supply 
distributed  equitably. 

Mr.  Steed.  If  that  day  comes,  where  will  the  decisions  be  made? 
Will  they  be  in  your  office  ? 

Mr.  Johnson.  Possibly.  It  could  also  start  in  the  White  House  or 
Interior. 

personnel  requests 

Mr.  RoBisoN.  On  the  personnel  summary  sheet  you  show  a  number 
of  29  permanent  positions,  and  another  sheet  shows  a  personnel  sum- 
mary of  a  reimbursable  program. 

Mr.  Brecht.  That  relates  to  the  1974  budget. 

Mr.  RoBisoN.  We  are  talking  about  29  people  in  the  budget  amend- 
ment ? 

Mr.  Brecht.  Twenty-nine  people  and  $1,185,000. 

Mr.  RoBisoN.  Of  these  29  people,  is  Mr.  Johnson  one  of  those  ? 

Mr.  Brecht.  Mr.  Johnson  is  not.  I  debated  whether  or  not  I  should 
bring  this  up  because  it  sometimes  confuses  the  issue. 

You  are  familiar  with  the  exchange  stabilization  fund,  which  was 
established  back  in  1934,  the  first  time  the  dollar  was  devalued  ?  The 
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fund,  in  addition  to  foreign  exchange  financial  transactions,  involves 
itself  in  trying  to  maintain  the  stabilization  of  the  dollar,  and  it  also 
pays  for  the  administrative  costs  of  the  staff  that  is  involved  in  keep- 
ing watch  over  this  kind  of  activity.  The  staff  includes  the  Assistant 
Secretary  for  Internafct|p^al  Afl'airs,  and  the  various  policy  offices  in 
^s  area. 

Prior  to  the  OEP  f  f^iafisfer  to  Treasury  as  part  of  Reorganizatiori 
Plan  No.  1,  we  had  a  half  dozen  to  10  people  in  the  Office  of  the  Assist- 
ant Secretary  for  International  Aft'aii's  focusing  primarily  on  oil 
import  matters  as  they  related  specifically  to  the  balance-of -payment 
problems. 

^Ir.  RoBisox.  I  can  understand  that.  Didn't  we  give  you  extra  money 
for  that  Office  of  International  Affairs  in  the  Office  of  the  Secretary 
only  a  year  or  so  ago  ? 

Mr.  Breciit.  I  don't  believe  so, 

Mr.  RoBisoN.  Didn't  Mr.  Connally  ask  for  additional  capability? 

Mr.  Breciit.  This  might  have  been  in  the  Office  of  Tariffs  and  Trade 
Affairs,  antidumping. 

Mr.  RoBisoN.  Perhaps.  It  seems  to  me  that  it  was  related  to  our  mone- 
tary problems  abroad.  In  any  event,  I  think  there  is  an  additional 
capacity  in  the  Office  of  the  Secretary  which  can  pick  up  some  of  the 
slack  here,  and  it  has  been  doing  so.  It  would  properly  come  out  of  that 
because  of  the  international  aspects  of  the  overall  problem. 

Mr.  Breciit.  Exactly.  We  were  already  in  the  business  in  part  from 
at  least  one  aspect  before  this  thing  ever  came  along, 

Mr,  RoBisoN.  Of  the  29,  did  some  of  these  come  from  OEP? 

Mr.  Brecht,  Yes,  sir.  In  1973  we  have  a  total  of  21  positions  which 
have  already  come  over  to  us. 

Mr.  RoBisox.  We  are  talking  now  about  1974. 

Mr.  Brecht.  Yes,  sir.  The  amendment  is  for  1974.  Of  the  21  positions 
now  transferred,  most  of  them  were  filled.  There  were  three  or  four 
vacancies  which  come  over  to  us,  but  most  of  them  come  with  the  people. 
Likewise  the  additional  8  positions  to  make  the  new  total  of  29, 
most  of  those  are  filled  positions  who  will  come  with  us. 

Mr.  JoHxsoN.  We  have  four  people  physically  present  on  our  staff 
who  did  come  from  OEP.  I  don't  know  the  number  of  vacant  positions. 

Mr,  RoBisoN,  You  show  the  average  GS  grade  of  the  21  as  being 
only  10.1.  Can  you  give  us  a  breakdown,  for  the  record,  of  exactly 
where  the  GS  grades  fall  across  the  29  ? 

Mr,  Brecht.  We  have  a  complete  listing  we  can  provide. 

[The  information  requested  follows :] 
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Oil  Policy  Committee  Positions — Fiscal  Year  1973  and  1974 

1973  Position  Grade 

Chief,  Oil  and  Energy  Division GS-16 

Industrial   Economist GS-15 

Program  Analysis  Officer GS-15 

Industrial  Economist GS-15 

Program   Coordinator GS-15 

Program    Analysis    Offlicer GS-15 

Economist GS-15 

Senior  Operations  Analyst GS-15 

Public  Information  Officer GS-15 

Program  Analysis  Officer GS-14 

Operations  Research  Analyst GS-14 

Program  Analysis   Officer GS-13 

Program  Analysis   Officer GS-13 

Secretary    (Stenography) GS-  9 

Secretary  (Stenography) GS-  8 

Administrative   Clerk GS-  8 

Secretary  (Stenography) GS-  7 

Secretary  (Stenography) GS-  7 

Research   Assistant GS-  7 

Clerk-Stenographer   GS-  8 

Total  Positions  fiscal  year  1973 21 

Clerk-Stenographer   GS-  4 

Total  Positions  FY  1973 21 

1974 — Additional  Positions 

Executive  Assistant  to  the  Assistant 

Director  for  Resource  Analysis GS-15 

Program  Evaluation  Officer GS-14 

Investigator    ^  GS-13 

Secretary    GS-10 

Secretary    (Stenography) GS-  9 

Secretary    (Stenography) GS-  9 

Administrative  Assistant GS-  9 

Secretary    (Stenography) ^  GS-  6 

Subtotal  Positions  added  in  fiscal  year  1974 8 

Total  fiscal  year  1974  Positions  Oil  Policy  Committee 29 

1  Investigation  of  Imports. 

SUPPORT  PERSONNEL 

Mr.  Johnson.  There  is  an  additional  number  of  secretarial  and 
clerical  people. 

Mr.  RoBisoN.  Mr.  Johnson,  I  wish  you  and  your  associates  well. 

Mr.  Johnson.  It  will  require  some  help  from  Congress.  Passag:e  of 
the  Alaska  Pipeline,  the  Natural  Gas  Bill,  and  other  bills  will  be 
needed. 

DETAIL   OF   POSITIONS  TO   DEPARTMENT   OF  INTERIOR 

Mr.  Brecht.  To  clear  the  record  on  one  other  thing  so  there  is  noth- 
ing misleading  as  to  numbers  of  people.  We  just  talked  about  some  of 
the  positions  that  were  already  in  the  Treasury  Department  being 
funded  by  the  Exchange  Stabilization  Fund.  In  addition,  some  of  the 
29  positions  we  are  talking  about  here  are  physically  working  with  the 
Office  of  Oil  and  Gas  in  the  Department  of  the  Interior. 

Mr.  RoBisoN.  In  Interior  ? 

Mr.  Brecht.  Yes.  You  asked  earlier  about  what  we  are  doing  from 
an  organizational  standpoint.  This  is  such  a  serious  matter.  Are  we 
geared  organizationally  to  carry  this  thing  off  ? 

To  be  sure  this  would  happen,  or  at  least  to  increase  the  likelihood 
that  our  organization  is  strong,  the  Director  of  the  Office  of  Oil  and 
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Gas  at  Interior  came  from  the  Treasury  Department  as  part  of  this 
^roup  which  already  was  working  on  these  kinds  of  matters.  He  is 
Duke  Liggon.  The  Director  of  Oil  and  Gas  also  serves  as  the  Executive 
Secretary  of  the  Oil  Policy  Committee,  It  is  our  hope  that  by  having 
this  almost  interlocking  relationship  that  this  will  increase  the  likeli- 
hood, when  policy  is  made  that  it  will  be  implemented  almost  im- 
mediately. It  will  also  provide  better  planning  and  coordination  for 
the  long-range  activities. 

STORAGE  OF  PETROLEUM 

Mr.  Miller.  This  is  the  place  and  time  to  be  able  to  complain.  I  am 
not  complaining  directly  to  you  because  this  has  been  coming  on  for 
a  long  time.  However,  I  am  not  sure  that  we  are  putting  forth  the 
effort — to  me  we  are  not  putting  forth  the  effort  because  we  have  not 
seen  the  results. 

When  we  have  people  contact  us  from  our  congressional  districts, 
convey  the  message  they  cannot  have  energy  and  therefore  they  can- 
not expand  a  plant  nor  can  they  build  a  new  industrial  plant  nor  can 
they  offer  new  jobs  to  people  in  our  district,  we  are  very  much 
concerned. 

The  picture  has  changed  completely  over  the  past  few  years.  We 
had  the  petroleum  and  electric  utility  people  as  well  as  the  gas  utility 
people  at  one  time  advertising  very  strongly  that  we  should  use  their 
particular  products.  Today  we  know  they  are  trying  to  buy  from  each 
other.  We  see  advertisements  in  the  newspapers  from  the  oil  companies 
which  say  "Slow  your  automobile  down."  They  know  they  have  a  prob- 
lem. The  problem  is  here.  We  keep  looking  at  it  as  though  it  will  come 
down  on  us.  I  think  it  already  has  landed,  and  landed  a  long  time  ago. 
I  don't  think  we  have  done  near  enough. 

"When  we  speak  of  the  Government  Oil  Policy  Committee,  have  you 
entertained  the  thought  of  moving  additional  petroleum  into  this 
country  and  storing  it  underground  until  we  do  have  additional  re- 
fineries so  we  can  refine  and  manufacture  the  fuel  oil  for  household 
heating  and  also  the  gasoline  necessary  ? 

Mr.  JoHXSox.  Yes.  One  of  the  major  study  efforts  was  included  in 
the  budget  and  this  is  a  storage  study  which  began  under  OEP  guid- 
ance. It  is  continuing  now  under  our  guidance.  It  is  intended  pre- 
cisely to  look  into  the  question  of  storage. 

The  major  reason  that  storage  is  important  is  that  we  have  come  to 
rely  more  and  more  on  imported  oil,  as  we  must.  It  is  absolutely  essen- 
tial for  security  as  well  as  economic  reasons  to  have  more  storage  in 
case  the  supply  lines  are  cut  or  countries  from  which  we  obtain  our 
oil  cut  our  sources  of  supply. 

One  problem  with  storage  at  the  present  time  is  that  there  is  not 
enough  economic  incentives  for  companies  to  do  it.  We  are  looking 
into  the  question  of  creating  these  incentives.  By  using  the  oil  import, 
program,  which  we  think  we  can  do,  we  may  be  able  to  build 
incentives. 

Then,  there  is  a  worldwide  scarcity  of  low  sulfur  crude  oil.  It  is 
this  scarcity  which  creates  many  of  our  problems.  If  we  store  this  type 
of  oil  today,  it  means  that  we  don't  consume  it.  If  we  don't  consume 
it,  it  means  someone  will  go  without  it.  It  is  as  simple  as  that. 
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Therefore,  we  have  a  problem  that  if  we  are  to  store  oil  we  are  also 
going  to  have  to  change  some  of  our  standards  of  consumption  for 
low  sulfur  crude  oil.  We  will  have  to  make  adjustments  in  many  areas. 

UNDERGROUND   STORAGE 

Mr.  Mii^LER.  Who  would  pay  for  this  petroleum  if  it  were  stored 
and  where  would  we  store  it?  I  am  not  talking  about  storing  in  tanks, 
but  storing  underground.  We  have  that  capability.  It  is  not  a  new 
technology.  The  natural  gas  utilities  have  been  storing  imderground 
for  some  time,  moving  the  gas  from  one  region  closer  to  markets,  stor- 
ing underground.  We  can  do  the  same  thing  with  petroleum. 

It  is  vitally  important  and  we  should  get  started  on  it.  The  one  big 
problem  is  who  will  pay  for  this. 

Mr.  Brecht.  Are  you  talking  about  just  natural  imderground  stor- 
age availability? 

Mr.  Miller.  Right. 

Mr.  Johnson.  There  are  various  possibilities  for  natural  storage. 
We  can  store  in  salt  domes.  This  is  the  cheapest  way  of  storing  crude 
oil. 

If  you  will,  we  also  have  at  the  present  time  vast  underground  re- 
serves on  the  Outer  Continental  Shelf  and  in  Alaska.  The  problem  is 
getting  the  Alaskan  pipeline  cleared  so  these  reserves  mean  some- 
thing. Once  we  have  the  Alaskan  pipeline  built  we  will  have,  in  effect, 
a  vast  storage  capability.  Once  the  Alaskan  reserves  are  developed  this 
will  help  tremendously. 

You  are  quite  right.  The  major  need  for  storage,  and  it  can  be  under- 
ground or  in  tanks  whichever  happens  to  be  most  economic,  is  pri- 
marily because  of  our  growing  reliance  on  imports. 

Mr.  Miller.  The  problem  is  here.  We  are  not  moving  fast  enough. 
Have  you  any  other  suggestion  as  to  how  we  do  this  ?  Do  you  need  to 
enlarge  your  office  to  solve  the  problem  ?  The  problem  is  on  us.  We  need 
to  take  action.  We  have  talked  about  it  for  enough  years.  Now  we  find 
we  have  a  shortage  and  it  will  harm  all  of  industry.  With  the  extreme 
cold  weather  we  will  have  industry  down.  This  means  it  will  harm 
our  economy,  I  am  certainly  not  one  who  wants  to  spend  the  tax- 
payers' dollars,  but  this  is  an  area  in  which  we  may  not  have  any  alter- 
native, but  to  invest  Government  funds. 

incentives  to  industry 

Mr.  Johnson.  We  ought  to  let  industry  do  as  much  as  it  can  do.  In 
order  to  do  that  we  have  to  create  incentives  for  industi-y  to  do  it. 

In  the  area  of  drilling,  for  example,  we  have  to  think  seriously  about 
accelerating  our  drilling  on  the  Outer  Continential  Shelf.  Eecent  de- 
velopments in  OCS  drilling  have  been  very  gratifying.  It  is  now  en- 
vironmentally safe.  We  must  avoid  delays  which  occurred  in  the  past 
because  of  litigation  over  the  Outer  Continental  Shelf.  Some  day  we 
will  have  to  accept  the  fact  we  will  be  drilling  out  into  the  Atlantic. 
We  have  evidence  that  out  in  the  Atlantic  may  be  some  of  the  richest 
deposits  of  oil  and  gas  we  will  ever  find.  They  may  solve  the  problems 
of  oil  and  cas  for  the  eastern  part  of  the  United  States  for  many  years 
to  come.  That  is  the  answer  and  not  giving  us  more  money.  Let  indus- 
try have  the  opportunity  to  develop  the  resources  available  to  the 
Nation. 
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CRASH   PROGRAM   FOR   FUEL   SHORTAGE 

Mr.  Miller.  The  problem  and  the  shortage  is  here.  My  question  is — 
do  we  have  a  crash  program  to  resolve  that  problem  ? 

INIr.  JoHXSox.  Yes.  There  is  a  short  term  problem  of  allocation  which 
I  talked  about.  We  intend  to  assure  that  essential  needs  are  met.  Then 
there  is  a  long  term  problem.  We  hope  to  give  the  industry  every  incen- 
tive to  expand.  The  first  step  was  making  changes  in  the  mandatory  oil 
import  program.  Now  we  have  other  things  to  do.  We  are  working  on 
them  now.  For  example,  we  are  taking  a  good  hard,  close  look  at  our 
environmental  standards. 

Incidentally,  sulfur  standards  are  a  major  cause  of  the  problems  of 
the  inland  independent  refineries  in  America.  Eastern  refineries  are 
being  forced  to  consume  low  sulfur  crude  oil,  which  means  the  mid- 
continent  refineries  are  denied  that  type  of  crude  oil.  It  is  not  available 
to  them.  In  some  cases,  the  eastern  refineries  are  being  forced  to  con- 
sume this  type  of  crude  oil  even  though  they  could  consume,  as  well, 
high  sulfur,  imported  crude  oil.  This  is  because  of  air  quality 
standards. 

We  also  have  to  look  at  the  fact  that  our  electric  utilities  are  moving 
out  of  coal.  This  is  shutting  down  coal  mines.  It  is  also  increasing  the 
demand  for  oil. 

Mr.  Brecht.  Coal  is  the  one  thing  we  have  literally  hundreds  of 
yeare  of.  That  is  not  in  shor*t  supply. 

Mr.  Miller.  This  is  the  opposite  of  what  I  was  getting  at.  Do  we 
have  a  crash  program  which  would  help  us  resolve  the  problem?  You 
say  "yes." 

I  understood  that  the  electric  utilities  industry  is  moving  out  of 
coal  into  some  other  type  of  fossil  fuel  energv.  This  only  makes  the 
problem  worse.  We  are  not  solving  it.  We  have  no  crash  program  to 
solve  it.  Day  by  day  we  hear  it  will  get  better,  but  day  by  day  it  is 
worse. 

Mr.  JoHNSOx.  I  am  not  saying  we  have  a  crash  program  set  up.  If 
that  were  the  case,  we  would,  perhaps,  be  out  of  a  job.  Our  job  is  to  help 
develop  that  program. 

"WOiat  I  am  saying  is  that  we  are  in  the  process  of  establishing  a 
long-term  program  for  making  sure  that  we  have  adequate:  supplies. 
We  have  done  some  things.  We  have  to  do  other  things.  Some  of  these 
things  require  new  legislation  and  there  are  bills  going  before  Con- 
gress. Others  will  require  a  hard  look  at  past  legislation,  such  as  en- 
vironmental laws.  We  are  in  the  process  of  building  a  crash  program. 
It  is  being  done,  and  the  assistance  of  Congress  will  be  necessary. 

Mr.  Brecht.  On  this  point  3'ou  raise,  Mr.  Miller,  we  do  have  certain 
things  which  clearly  are  going  at  cross  purposes.  We  cannot  have  more 
and  more  stringent  environmental  standards  and  do  all  the  things  you 
would  like  to  do  here.  There  are  problems  in  this  regard. 

Mr.  Johnson  is  saying  that  we  may  have  to  have  some  relaxation  of 
those  environmental  standards  if  we  are  to  be  able  to  really  carry 
out  this  near-term  and  intermediate-term  problem  on  oil. 

Mr.  Miller.  Are  you  doing  anything  at  the  present  time  to  help 
resolve  that  ? 

Mr.  Johnson.  Yes. 

Mr.  Miller.  Suggesting  changes  that  should  be  made  in  the  environ- 
mental legislation  ? 

Mr.  Johnson.  We  are  looking  at  the  environmental  laws.  But 
changes  may  not  be  in  the  form  of  suggestions  to  Congress.  It  may  be 
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that  the  laws  don't  have  to  be  changed.  We  are  investigating  that.  One 
of  our  staff  members  is  here  with  me  today  and  he  has  completed  a 
quick  study  of  the  sulphur  emission  problem. 

We  have  to  take  a  close  look  at  other  areas.  We  have  to  look  at  the 
effect  of  price  controls  on  the  industry.  The  economic  stabilization 
program  has  compounded  some  of  the  problems  the  industry  faces, 
particularly  the  problems  faced  by  the  independent  marketeers  and 
refiners.  Here  we  are  working  within  the  executive  branch  in  trying 
to  resolve  this  issue.  It  is  a  very  complex  problem. 

Mr.  Miliar.  Yes,  and  we  talk  about  it,  but  we  never  solve  the  prob- 
lem. I  hope  with  our  colloquy  here  we  can  somehow  encourage  you  to 
move  a  little  faster.  We  can  move  100-fold  faster  than  we  are  right 
now.  This  problem  is  on  us,  it  has  happened.  I  am  not  blaming  you, 
but  I  am  trying  to  encourage  you  to  do  what  you  can  to  resolve  the 
problem. 

Mr.  Johnson.  We  all  have  to  work  faster  on  it.  I  can  assure  you  we 
are  working  16  to  18  hours  a  day,  so  much  so  that  I  am  out  of  energy 
long  before  the  Nation.  It  is  something  which  is  bipartisan.  It  is  some- 
thing, not  only  for  the  executive  branch  to  resolve,  but  Congress  and 
the  Nation  as  a  whole  to  work  on. 

Mr.  Brecht.  Secretary  Simon  has  devoted  the  largest  single  segment 
of  his  time  to  this  problem  since  he  has  been  Deputy  Secretary.  We 
are  focusing  on  it.  Your  message  comes  through  loud  and  clear. 

Mr.  Miller.  It  is  important  enough  that  he  could  be  spending  100 
percent  of  his  time  on  the  energy  problem. 

Mr.  EoBisoN.  Don't  forget  to  put  in  a  word  on  "energy  conservation." 
We  can  live  with  a  little  bit  less.  If  your  office  is  going  to  do  anything 
about  conservation,  since  at  least  that  is  a  partial  solution,  throw  that 
into  the  pot  as  well. 

Mr.  Miller.  I  had  in  mind  all  of  these  solutions,  whatever  they 
might  be. 

Mr.  RoBisoN.  I  know  you  did. 

CLOSING  REMARKS 

Mr.  Steed.  Gentlemen,  in  behalf  of  the  committee,  I  would  like  to 
express  our  appreciation  to  you  for  your  appearance  and  the  informa- 
tion you  have  given  us.  I  might  add  that  if  the  money  equals  the 
interest  in  this  subject,  you  will  have  no  budget  problems. 

Mr.  Brecht.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  Without  objection  we  will  insert  the  justification  material 
in  the  record  at  this  point. 

JUSTIFICATION  OF  THE  BUDGET  ESTIMATE 

DEPARTMENT  OF  THE  TREASURY,  OFFICE  OF  THE  SECRETARY— SALARIES  AND  EXPENSES 
PERSONNEL  SUMMARY 


Request  Proposed 

pending     amendments 


Revised 
request 


Reimbursable  program: 

Total  number  of  permanent  positions 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary 

Average  salary  of  ungraded  positions 

Office  of  the  Secretary:  Salaries  and  expenses. 


23 23 

21  21 

10.1. 10.1 

$16,299 $16,299 

$8,314 $8,314 

$17,000,000   $1,185,000  $18,185,000 


739 

DepaHtment  of  The  Treasury — Office  of  the  Secretary 


SALARIES  AND  EXPENSES 

For  necessary  expenses  in  the  OflBce  of  the  Secretary,  including  the  operation 
and  maintenance  of  the  Treasury  Building  and  Annex  thereof ;  hire  of  passenger 
motor  vehicles ;  and  not  to  exceed  $7,500  for  oflScial  reception  and  representation 
expenses;  [$12 million]  $18,185,000. 

JUSTIFICATION  FOR  BUDGET  AMENDMENT 

The  abolition  of  the  Office  of  Emergency  Prei)aredness  as  approved  in  Re- 
organization Plan  No.  1  required  the  designation  of  a  new  chairman  of  the  Oil 
Policy  Committee.  President  Nixon,  under  Executive  Order  11703,  designated  the 
Deputy  Secretary  of  the  Treasury  to  occupy  that  position.  Staff  positions  which 
support  the  work  of  the  Oil  Policy  Committee  have  been  transferred  to  the 
Treasury.  The  reorgianization  plan  also  provided  for  the  transfer  to  Treasury 
from  OEP  the  investigation  of  imports  that  might  threaten  the  national  security. 
The  proposed  budget  amendment  for  these  two  functions  for  fiscal  year  1974  is 
$1,185,000  and  29  positions. 

OFFICE  OF  THE  ENERGY  ADVISER 

Of  the  total  $1,185,000  requested  in  this  budget  amendment,  $1,145,000  and 
27  positions  are  for  the  Office  of  the  Energy  Adviser.  Under  the  direction  of  the 
Deputy  Secretary,  and  in  accordance  with  guidance  from  the  Secretary  of  the 
Treasury  in  his  capacity  as  Assistant  to  the  President  for  Economic  Affairs,  this 
Office  will  develop  and  maintain  an  analytical  base  for  providing  policy  direction, 
coordination,  surveillance,  and  evaluation  of  the  Federal  Government's  oil  import 
control  program. 

The  Office  assists  the  Deputy  Secretary  in  coordinating  the  various  U.S.  pro- 
grams concerned  with  oil  and  energy  matters.  It  is  concerned  with  prices,  supplies, 
demand,  refinery  construction,  transportation,  storage,  and  conservation.  It  also 
plays  a  major  role  in  determining  the  impact  of  oil  imports  on  the  U.S.  balance 
of  trade.  It  will  review  the  outflow  of  dollars  resulting  from  payments  for  oil 
imports  and  the  extent  to  which  this  generates  counterbalancing  U.S.  exports. 
Concurrently,  it  will  make  continuing  evaluations  of  the  impact  of  oil  imports  on 
the  International  Monetary  System  resulting  from  increased  holdings  of  U.S. 
dollars  by  foreign  oil-producing  countries.  These  evaluations  will  also  encom- 
pass the  extent  to  which  the  income  from  oil  imports  is  utilized  by  foreign  coun- 
tries for  investment  purposes  in  the  United  States. 

With  the  aim  of  reducing  the  oil  industry's  contribution  to  the  U.S.  negative 
balance  of  payments  in  trade  with  other  countries,  the  Office  will  seek  appro- 
priate ways  to  limit  the  Nation's  need  to  import  oil,  stimulate  domestic  produc- 
tion, and  find  alternative  energy  sources. 

The  analyses  accomplished  by  this  Office  will  assess  the  impact  of  the  oil  import 
program  on  national  security,  evaluate  the  net  impact  of  policy  options  on  na- 
tional security  objectives,  and  contribute  to  overall  energy  policies.  These  studies 
will  include  assessments  of  the  relationship  among  the  i)etroleum  industries,  the 
methods  of  allocating  import  licenses,  levels  of  imjKjrts  of  products,  the  reduction 
of  energy  demand  through  more  effective  utilization,  imjwrt  based  natural  gas 
substitutes,  emergency  energy  capacity,  Canadian-United  States  cooperation  in 
oil  and  energy.  Western  Hemisphere  preferences,  and  distribution  and  consump- 
tion control  in  supply  emergencies. 

INVESTIGATION  OF  IMPORTS 

Approximately  $40,000  and  two  positions  are  for  the  investigation  of  imports 
that  might  threaten  the  national  security.  If  as  a  result  of  the  investigation  the 
determination  is  made  that  the  article  being  imported  threatens  the  national  secu- 
rity, then  the  President  is  so  informed.  The  President  may  then  take  whatever 
action  he  deems  necessary  to  adjust  the  import  of  that  article  so  that  it  will  not 
impair  the  national  security. 


im 


PROGRAM  AND  FINANCING  (IN  THOUSANDS  OF  DOLLARS) 


Request  Proposed 

pending     amendments 


Revised 
request 


Program  by  activities: 
Direct  program: 

1.  Program  direction  and  policy  coordination 

2.  Maintenance  of  Treasury  buildings  and  administrative  sup- 

port services 


12,837 
4,163 


Total,  direct  program. 


17,000 


Reimbursable  program : 

1.  Program  direction  and  policy  coordination 

(a)  Emergency  preparedness  function 

(b)  Other 

2.  Maintenance  of  Treasury  buildings  and  administrative  sup- 

port services 


Total  reimbursable  program. 
Total  obligations 


Financing: 

Receipts  and  reimbursements  from:  Federal  funds. 
Unobligated  balance  lapsing 


Budget  authority. 


Budget  authorit)^: 

Appropriation 

Transferred  to  other  accounts  (— ). 
Transferred  from  other  accounts... 


Appropriation  (adjusted). 


Relation  of  obligations  to  outlays: 

Obligations  incurred,  net 

Obligated  balance,  start  of  year 

Obligated  balance,  end  of  year  (— ). 

Adjustments  in  expired  accounts 

Outlays... 


108 
250 


208 


566 


17,566 
-566 


17.000 


17, 000 


17, 000 


17, 000 

1,166 

-1,166 


17, 000 


1, 156 
29 


1,185 


1,185 


1,185 


1,185 


1.185 


1,185 
'"-85" 

'i'ioo' 


13, 993 
4.192 


18,185 


108 
250 


208 
566 


18,751 
-566 


18,185 


18, 185 


18,185 


18, 185 

1,166 

-1,251 


18, 100 


OBJECT  CLASSIFICATION  (IN  THOUSANDS  OF  DOLLARS) 


Request 
pending 


Proposed 
amendments 


Revised 
request 


Direct  obligations: 

Personnel  compensation: 

Permanent  positions. 

Positions  other  than  permanent. 
Other  personnel  compensation.. 


Total  personnel  compensation 

Personnel  benefits: 

Civilian 

Travel  and  transportation  of  persons. 

Transportation  of  things. 

Rent,  communications,  and  utilities... 

Printing  and  reproduction 

Other  services 

Supplies  and  materials 

Equipment 


Subtotal,  direct  obligations.. 

Reimbursable  obligations: 
Personnel  compensation: 

Permanent  postiions 

Other  personnel  compensation. 


Total  personnel  compensation 

Personnel  benefits: 

Civilian 

Travel  and  transportation  of  persons. 

Transportation  of  things. 

Rent,  communications,  and  utiltiies.. 

Printing  and  reproduction 

Other  services 

Supplies  and  materials 

Equipment 


Subtotal,  reimbursable  obligations. 
Total  obligations 


10,936 

703 

11,639 

139 

33 

172 

321  

321 

11,396 

736 

12,132 

933 

62 

995 

505 

8 

513 

38 

1 

39 

1,132 

4 

1,136 

415 

4 

419 

1,962 

360 

2,322 

313 

4 

317 

306 

6 

312 

17, 000 

1.185 

18. 185 

306  .... 
12  .... 

306 
12 

318 

25 
7 
1 

11 


190 
11 

4 


566 


318 

25 
7 
1 

U 


190 

11 

4 


566 


17, 566 


1,185 


18,751 
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PERSONNEL  SUMMARY 


Request  Proposed 

pending     amendments 


29 

29 

10.1 

$16, 299 


Revised 
request 


Direct  program: 

Total  number  of  permanent  positions 756 

Average  paid  employment 723 

Average  GS  grade 10.1 

Average  GS  salary $16,299 

Average  salary  of  ungraded  position ._ $8,314 

Reimbursable  program: 

Total  number  of  permanent  positions... 23 

Average  paid  employment 21 

Average  GS  grade 10.1 

Average  GS  salary $16,299 

Average  salary  of  ungraded  positions $8,314 


785 

752 

10.1 

$16,  299 

$8,314 


23 
21 

10.  1 
$16,299 
$8,314 


Wednesday,  May  30, 1973. 
BUREAU  OF  CUSTOMS 

WITNESSES 


HON.  EDWARD  L.  MOBGAN,  ASSISTANT  SECRETARY  FOR  ENFORCE- 
MENT,  TARIFF  AND   TRADE  AFFAIRS,   AND   OPERATIONS 
VERNON  D.   ACREE,   COMMISSIONER   OF   CUSTOMS 
EDWIN  F.  RAINS,  DEPUTY  COMMISSIONER  OF  CUSTOMS 
GLENN    R.    DICKERSON,    ASSISTANT    COMMISSIONER,     OFFICE    OF 

OPERATION 
HAROLD   F.    SMITH,   ASSISTANT   COMMISSIONER   FOR   INVESTIGA- 
TIONS 
JOHN  A.   HURLEY,  ASSISTANT   COMMISSIONER  FOR  ADMINISTRA- 
TION 
KENNETH  L.   WILSON,   DIRECTOR,   BUDGET  DIVISION 
EDWARD    J.     WIDMAYER,    DIRECTOR,    OFFICE    OF    BUDGET    AND 

FINANCE,   TREASURY  DEPARTMENT 
BRENT  F.   MOODY,   DEPUTY  ASSISTANT  SECRETARY 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  today  to  consider  the  1974  budget  re- 
quest for  the  U.S.  Bureau  of  Customs.  The  1973  appropriation  was 
$211,700,000  inchiding  a  supplemental  of  $2,700,000.  The  1974  esti- 
mate is  $236,400,000,  an  increase  of  $24,700,000.  The  1974  budget  re- 
quest reflects  a  requested  increase  in  permanent  positions  of  916, 

The  committee  is  very  pleased  to  have  our  good  friend,  Assistant 
Secretary  for  Enforcement  of  the  U.S.  Treasury  Department,  Mr, 
Morgan,  and  Commissioner  Acree  and  his  associates. 

At  this  time  the  Chair  will  recognize  Secretary  Morgan  for  what- 
ever statement  he  sees  fit  to  make. 

Mr.  Morgan.  Mr.  Chairman  and  members  of  the  committee.  It  is  a 
great  pleasure  to  appear  before  you  today  to  discuss  the  fiscal  year 
1974  appropriation  request  for  the  Bureau  of  Customs. 

First,  I  would  like  to  introduce  the  witnesses  for  this  hearing :  Mr, 
Vernon  D,  Acree,  Commissioner  of  Customs;  Mr.  Edwin  F.  Rains, 
Deputy  Commissioner  of  Customs:  Mr.  Glenn  R.  Dickerson,  Assistant 
Commissioner  for  Operations ;  Mr.  Harold  F,  Smith,  Assistant  Com- 
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missioner  for  Investigations;  Mr.  John  A.  Hurley,  Assistant  Com- 
missioner for  Administration ;  and  Mr.  Kenneth  L.  Wilson,  Director 
of  the  Bureau's  Budget  Division.  Accompanying  us,  also,  is  Mr.  Ed- 
ward J.  Widmayer,  Director  of  the  Office  of  Budget  and  Finance  for 
the  Department  of  Treasury. 

Since  this  is  Commissioner  Acree's  first  appearance  before  the  com- 
mittee on  behalf  of  the  Bureau  of  Customs  budget,  I  would  like  to  sub- 
mit his  biographical  sketch  for  the  record.  Assistant  Commissioner 
Hurley  has  just  recently  transferred  to  Customs  from  the  Office  of 
Management  and  Budget.  This  is  his  first  appearance  before  this  com- 
mittee, and  I  would  like  to  submit  his  biographical  sketch  for  the 
record  also. 

Mr.  Steed.  We  will  be  glad  to  make  them  a  part  of  the  record  at 
this  point. 

[The  information  follows :] 

Biographical  Sketch  ob  Veknon  D.  Acree,  Commissioner  of  Customs 

Vernon  D.  Aeree  was  appointed  U.S.  C^ommissiouer  of  Customs  by  Secretary 
of  the  Treasury  John  B.  Connally  on  April  12  and  .sworn  in  on  May  2,  1972.  In 
announcing  the  appointment,  Secretary  Connally  said,  "I  have  selected  Mr.  Acree 
to  insure  that  tlie  Treasury  Department  will  continue  to  play  a  lead  role  in 
President  Nixon's  antinarcotics  program  and,  cone  urrently,  give  the  highest  pri- 
ority to  the  trade  and  tariff  programs  of  the  customs  service." 

Mr.  Acree  began  his  Federal  service  in  November  1937  as  a  messenger  with 
the  Treasury  Department.  He  was  appointed  a  deputy  U.S.  marshal  in  1942  and 
in  1943  transferred  to  an  investigative  position  with  the  Civil  Service  Com- 
mission. In  1944,  he  entered  the  U.S.  Army  and  served  in  Europe  with  the 
Criminal  Investigations  Division  (CID)  until  1M6  as  an  agent  in  charge.  After 
military  service,  lie  returned  to  the  Civil  Service  Commission  as  a  supervisory 
investigator.  He  helped  establish  the  Security  and  Investigations  Division  of  the 
Economic  Cooperation  Administration  in  1948  on  detail  from  Civil  Service  and 
was  later  employed  in  that  activity  until  1951.  H<.'  then  organized  the  Security 
Division  of  the  Economic  Stabilizjation  Agency,  created  during  the  Korean  war, 
and  served  as  its  chief  security  officer  to  1953.  He  was  then  appointed  an  assist- 
ant Division  Director  in  the  internal  Revenue  Inspection  Service.  In  1954,  he 
was  named  the  first  Director,  Internal  Security  Division,  of  the  Internal  Revenue 
Inspection  Service  after  organizing  and  establish)  ag  it  as  a  new  force.  In  Sep- 
tember 1959,  Mr.  Acree  was  appointed  an  Assistant  Commissioner,  Internal  Reve- 
nue Service,  with  direct  responsibility  for  a  nationwide  criminal  investigative 
and  internal  audit  force. 

In  1956,  Mr.  Acree  received  the  Arthur  S.  Fie  aiming  Award  for  leadership 
and  meritorious  contribution  to  the  Federal  service.  He  is  a  founder  of  the 
Association  of  Federal  Investigators  and  served  as  its  national  president  in 
1964-65  and  .several  terms  on  its  executive  committee.  He  was  awarded  the 
Treasury  Department  GrOld  Medallion  Exceptional  Service  Award  in  1964  and 
the  Association  of  Federal  Investigators  Leadership  Award  in  1968.  The  National 
Civil  Service  League  presented  him  a  Career  Service  Award  in  1970  as  one  of  the 
Government's  10  outstanding  career  executives.  lu  1972,  Mr.  Acree  received  the 
Rockefeller  Public  Service  Award  in  the  field  of  administration.  The  Rockefeller 
Award  is  considered  the  highest  form  of  recognition  by  the  private  sector  of  a 
Federal  career  servant. 

Mr.  Aeree  was  born  in  Washington,  D.C.,  on  June  25,  1919,  attended  local  public 
schools  and  the  University  of  Minne.sota.  He  is  a  mem>ber  of  the  American  Legion 
and  has  been  a<>tive  in  work  for  the  Boy  Scouts  of  America. 


Biographical  Sketch  of  John  A.  Hurley,  Assistant  Commissioner 
(Administration  ) 

Mr.  John  A.  Hurley,  37,  assumed  the  post  of  Assistant  Commissioner  (Admin- 
istration) on  Feibruary  26,  1973.  He  succeeds  Mr.  O.  R.  Dickerson  who  recently 
was  promoted  to  Assistant  Commissioner  (Oi)erations). 
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Before  joining  Customs,  Mr.  Hurley  was  witli  the  OflSce  of  Management  and 
Budget  (OMB)  in  tlie  Executive  Office  of  the  President  for  almost  8  years.  Since 
1970  he  had  served  as  Assistant  Division  Chief  of  OMB's  International  Programs 
Division,  specializing  in  budget  and  organizational  matters  involving  the  U.S. 
intelligence  community. 

Mr.  Hurley  was  born  in  New  York  City  on  August  22,  1935.  Formerly  of  Ruther- 
ford, N.J.,  he  holds  a  B.A.  degree  in  economics  from  Rutgers  University  where 
he  was  elected  to  Phi  Beta  Kappa  and  graduated  m'agna  cum  laude.  In  1966  he 
received  an  M.A.  degree  in  international  relations  from  the  American  University, 
Washington,  D.C.  He  holds  a  certificate  in  law  enforcement  studies  from  the 
police  education  program  of  American  University  and  has  attended  a  number  of 
specialized  civilian  and  military  training  courses  including  the  Federal  Execu- 
tive Institute. 

Mr.  Hurley  sert-ed  as  a  U.S.  Air  Force  officer  from  1959  to  1962  and  earned  the 
rating  of  senior  parachutist.  He  entered  the  career  Federal  civil  service  with 
the  Department  of  State  in  1962  and  for  3  years  was  employed  as  a  specialist  in 
the  Bureau  of  Intelligence  and  Research. 

In  1965  he  became  a  budget  examiner  witb  the  Bureau  of  the  Budget.  Subse- 
quently he  was  promoted  to  positions  of  increasing  responsibility  within  the 
Office  of  Management  and  Budget  (OMB). 

He  is  married  to  the  former  Margo  Allen  Boocock  of  Mantoloking,  N.J.  They 
have  two  children,  Jack,  10,  and  Sarah,  8,  and  live  in  Alexandria,  Va. 

Mr.  Morgan.  Tourism  and  foreign  importations  have  shown  sharp 
increases  this  fiscal  year,  and  as  a  result  have  imposed  a  prodigious 
burden  on  the  Bureau  of  Customs  to  process  its  workload  with  its 
limited  staff.  The  workload  and  manpower  chart  which  Commissioner 
Acree  will  present  to  you  vividly  depicts  how  the  manpower  increases 
simply  have  not  kept  pace  with  the  workload  increases.  That  chart 
does  not  show,  however,  the  new  programs  and  duties  that  have  been 
and  continue  to  be  added,  such  as  the  surcharge  program,  the  fluc- 
tuating currency  program,  and  quotas,  among  others,  all  of  which 
place  new  demands  on  the  existing  employees.  Better  employee  utiliza- 
tion and  the  dedication  of  the  men  and  women  of  the  Customs  Service 
have  greatly  helped  the  Bureau  to  fulfill  its  mission.  But,  we  cannot 
expect  this  to  be  an  effective  long-term  solution. 

This  committee  is  well  aware  of  the  many  pro'blems  which  arise  when 
customs  manpower  is  spread  too  thinly  at  our  ports  of  entry.  Return- 
ing residents  and  visitors  must  wait  in  long  lines,. cargo  cannot  be 
given  a  thorough  examination,  and  our  law  enforcement  efforts  are 
severely  weakened.  The  end  result  is  a  combination  of  often  justified 
complaints  from  the  public  and  at  tremendous  loss  of  revenue  to  the 
Government.  Many  of  the  increases  being  requested  will  pay  for  them- 
selves many  times  over  in  additional  revenues,  and  ,at  the  same  time 
will  enable  the  Bureau  to  provide  better  service  to  the  public. 

In  the  law  enforcement  area,  Customs  seizures  o^  narcotics  and  dan- 
gerous drugs  showed  a  striking  increase  in  fiscal  1972  in  nearly  every 
category.  The  sharp  expansion  of  trade  and  travel  have  also  created 
the  need  for  additional  resources  in  the  enforcement  area.  As  you  know, 
the  President's  recently  announced  reorganization  plan  calls  for  the 
consolidation  of  the  Government's  law  enforcement  narcotic  efforts 
under  the  Department  of  Justice.  There  are  several  items  of  increase 
in  Customs  budget  which  is  before  you  for  consideration  that  will  be 
affected  by  this  reorganization.  However,  they  are  functions  that  will 
have  to  be  conducted  somewhere,  and  we  believe  the  increases  requested 
are  fully  justified.  We  are  supporting  our  submission  in  this  light, 
realizing  that  a  subsequent  transfer  of  resources  may  have  to  be 
effected. 
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The  Bureau  is  also  requesting  an  increase  in  its  highly  successful 
and  cost-effective  detector-dog  program.  The  publicity  surrounding 
the  use  of  these  amazing  detector  dogs  has  itself  been  a  significant 
deterrent  factor  for  many  types  of  smuggling. 

Finally,  I  want  to  say  that  Commissioner  Acree,  in  his  first  year 
with  Customs  has  made  every  effort  to  stress  communication,  courtesy, 
and  cooperation  in  Customs  dealings  with  the  public.  Combined  with 
the  dedication  of  customs  personnel  and  the  fine  traditions  of  the 
Customs  Service,  this  effort  has  gone  a  long  way  to  soften  the  impact 
of  increased  trade  and  travel  upon  the  Bureau's  limited  resources.  I 
want  to  stress,  however,  that  the  additional  manpower  the  Bureau  is 
requesting  this  year  is  the  other  component  of  this  formula  for  success. 
I  strongly  urge  this  committee  to  give  the  1974  Bureau  of  Customs 
budget  favorable  consideration. 

Mr.  Chairman,  this  concludes  my  formal  statement.  Commissioner 
Acree  will  report  in  detail  on  the  Bureau's  new  and  ongoing  programs. 
We  will  be  pleased  to  answer  any  questions  you  may  have  following 
his  testimony. 

Mr.  Steed.  Thank  you  very  much. 

Now,  Mr.  Acree,  we  will  be-  glad  to  have  whatever  statement  you 
would  like  to  make. 

Mr.  Agree.  Mr.  Chairman,  I  have  submitted  a  statement  at  an 
earlier  date  which  I  would  like  to  have  included  in  the  record. 

Mr.  Steed.  It  will  be  made  part  of  the  record. 

[Mr.  Acree's  statement  follows :] 

GENERAL  STATEMENT 

Mr.  Chainnan  and  members  of  the  committee,  I  appreciate  the  opportunity 
of  appearing  before  you  today  to  present  the  1974  appropriation  request  for  the 
Bureau  of  Customs.  Our  request  is  for  $236,400,000,  a  net  increase  of  $24.7  mil- 
lion over  the  authorized  level  for  1973  and  provides  for  916  new  positions.  This 
is  a  modest  increase  vs^hen  considering  the  tremendous  increase  in  workload  we 
are  experiencing. 

The  Customs  budget  is  an  attempt  to  partially  catch  up  with  ever-increasing 
workload  and  responsibilities.  I  would  like  to  submit  for  the  record  a  chart  which 
shows  the  phenomenal  workload  increases  we  have  encountered  as  compared  with 
the  relatively  small  manpower  increases  we  have  received.  New  highway,  bridges, 
and  cruise  ships  have  increased  our  requirements  for  additional  staflSng  and  for 
new  and  improved  facilities.  But  this  is  only  the  beginning.  Containerization  has 
created  new  demands  and  jumbo  jets  have  opened  up  interior  ports  requiring 
increased  services.  Commercial  aircraft  passengers  arriving  from  foreign  ports 
in  fiscal  1972  increased  over  18  percent.  In  total  almost  5  million  more  persons 
arrived  at  our  land,  sea,  and  air  ports  in  1972  than  in  1971.  Invoices  of  foreign 
importations  increased  more  than  14  percent.  These  increases  are  continuing  at 
an  accelerated  rate  in  the  first  6  months  of  1973,  with  commercial  aircraft  pas- 
senger arrivals  up  almost  17  percent  and  invoices  of  foreign  importations  up 
nearly  16  percent  along  with  an  increase  of  almost  7  million  persons  crossing  our 
land  ijorders  during  the  first  2  quarters.  All  of  this  has  contributed  to  an  increase 
in  workload  which  has  far  outstripped  our  available  manpower. 

In  1973,  we  were  provided  with  no  additional  manpower  to  handle  increased 
workload.  Moreover,  in  conjunction  with  the  President's  economic  program,  all 
agencies  were  required  to  effect  a  5-percent  personnel  reduction.  Under  this  pro- 
gram, the  Bureau  of  Customs  reduced  its  employment  by  450  average  positions 
and  effected  savings  of  $4,500,000.  In  addition,  to  this,  our  appropriation  was 
reduced  $3,326,000,  and  we  have  also  made  plans  to  absorb  $2.5  million  of  the 
January  1973  pay  raise.  Part  of  these  reductions  had  to  be  applied  against  man- 
power available  for  workload.  In  addition  to  these  cuts  in  funds,  there  was  a  con- 
tinuing impact  during  fiscal  1973  as  a  result  of  the  surcharge  program  which  had 
been  institiited  in  August  1971  and  terminated  in  December  of  that  year.  The 
termination  of  the  program  left  us  with  considerable  arrears  not  only  because  of 
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our  need  to  deal  with  residual  problems  left  behind  by  the  surcharge  program  it- 
self, but  because  of  the  need  to  catch  up  on  work  which  had  to  be  deferred  during 
fiscal  year  1972  to  make  manpower  available  to  meet  the  demands  of  the  sur- 
charge program. 

We  have  absorbed  a  large  number  of  unbudgeted  costs  this  year,  all  of  which 
have  eroded  funds  available  for  manpower  and  other  needed  items.  For  example, 
wee  have  been  contributing  approximately  30  special  agents,  30  customs  patrol 
oflScers,  15  clerks  and  other  resources,  to  the  Justice  Department's  Office  of  Drug 
Abuse  Law  Enforcement  (ODALE)  program  which  will  total  an  estimated  $1.5 
million  this  year.  We  were  called  upon  last  summer  to  provide  manpower  for 
the  Democratic  and  Republican  conventions. 

The  cost  for  the  salaries  and  services  of  this  manpower  was  $221,000  of  which 
$125,000  was  out-of-pocket  costs  essentially  for  travel  and  per  diem.  The  program 
of  the  Cabinet  Committee  on  International  Narcotics  Control  placed  a  high  pri- 
ority on  assigning  customs  agents  abroad.  We  assigned  25  additional  special 
agents  with  clerical  support  abroad  for  this  purpose.'  The  cost  of  transferring  the 
employees  and  their  families  plus  the  additional  overseas  allowances  paid  while 
serving  abroad  were  absorbed.  The  days  of  mourning  for  President  Truman  and 
President  Johnson  cost  us  over  $260,000.  Unbudgeted  wage  board  increases 
amounted  to  $176,000.  Nonreimbursed  overtime  charges  for  private  aircraft  and 
small  boats  was  $135,000.  Inceased  tariff  rates  for  FTS  tolls  and  intercity  tele- 
phone services  cost  us  $190,000.  Increased  health  benefit  contribution,  social  se- 
curity taxes,  and  payroUing  costs,  amounted  to  $156,000. 

As  a  major  enforcement  arm  of  the  Department  of  the  Treasury,  we  are 
charged  with  a  wide  range  of  investigative  responsibilities.  Foremost  among  these 
responsibilities  are  investigations  relating  to  the  interdiction  of  foreign  illicit 
drugs.  In  addition,  cases  related  to  fraudulent  customs  entries,  drawback,  fair 
market  value,  dumping,  pilferage,  and  all  tyi)es  of  smuggling  are  investigated  by 
customs  speecial  agents.  In  the  past,  as  the  volume  of  foreign  trade  has  increased 
so  has  the  number  of  violations  of  law. 

Seizure  statistics  of  narcotics  and  dangerous  drugs  for  calendar  year  1972 
show  large  increases  in  every  category.  I  would  like  to  introduce  for  the  record 
at  this  time  a  chart  which  shows  the  increase  of  our  narcotic  and  dangerous  drug 
seizures  over  the  past  several  years.  Heroin  seizures  alone  did  not  match  the 
very  large  amount  seized  in  1971. 

INTERNATIONAL   NARCOTICS   CONTROL 

In  1973,  Customs  began  a  major  expansion  of  its  overseas  advisory  assistance 
and  intelligence  gathering  operations  under  the  guidance  of  the  Cabinet  Com- 
mittee on  International  Narcotics  Control.  Basically,  our  mission  in  the  former 
area  is  to  improve  the  capabilities  of  the  host  countries'  Customs  and  border  con- 
trol agencies  to  reduce  smuggling  including  the  interdiction  of  narcotics  before 
reaching  the  U.S.  border.  The  training  portion  of  our  international  program 
is  funded  by  the  Agency  for  International  Development  and  will  assist  in 
increasing  the  revenue  collections  of  the  host  countries  thereby  improving  their 
economic  condition.  During  this  first  year  of  increased  efforts  to  improve  the  nar- 
cotic smuggling  situation  abroad,  there  has  been  an  increase  abroad  in  seizures  of 
heroin  and  morphine  base. 

With  regard  to  the  collection  of  intelligence.  Customs  now  has  agents  sta- 
tioned in  20  countries  who  are  involved  in  narcotics  intelligence  gathering  and 
liaison  activities  in  most  of  the  59  countries  for  which  there  are  narcotics  action 
plans.  These  Customs  intelligence  and  liaison  activities  are  carefully  coordinated 
as  part  of  the  country  team  concept.  By  widening  our  efforts  in  the  international 
field  we  are  now  able  to  attack  the  narcotics  problems  from  the  foreign  source  to 
the  receiver  in  the  United  States  by  the  development  of  long-range  smuggling 
conspiracy  investigations. 

CUSTOMS   COOPERATION   COUNCIL 

The  Bureau  is  continuing  its  participation  in  the  activities  of  the  Customs  Co- 
operation Council,  an  international  organization  located  in  Brussels,  Belgium, 
consisting  of  68  member  countries.  The  Council  deals  in  all  phases  of  Customs 
matters  and  in  the  narcotic  area  is  a  focal  point  for  Customs  enforcement  agree- 
ments, developed  on  a  bilateral  or  multilateral  basis. 

During  calendar  year  1972,  Bureau  of  Customs  representatives  participated  in 
approximately  10  international  conferences  sponsored  by  the  Customs  Coopera- 
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tion  Council.  These  included  sessions  of  the  Permanent  Technical  Committee,  the 
Nomenclature  and  Valuation  Committees,  and  the  Study  Group  on  the  Develop- 
ment of  a  Harmonised  Commodity  Description  and  Coding  System  for  Inter- 
national Trade. 

On  June  5,  1972,  in  Brussels,  the  U.S.  Representative  to  the  Customs  Coopera- 
tion Council  signed,  subject  to  ratification,  the  Customs  Convention  on  the  Inter- 
national Transit  of  Goods  (ITI  Convention).  The  United  States  thereby  takes  a 
leading  role  as  a  signatory  to  an  international  convention  designed  to  meet  the 
present-day  need  to  facilitate  world  trade.  In  addition,  the  Bureau  of  Customs 
vpas  responsible  for  acceptance  by  the  United  States  of  12  Customs  Cooperation 
Council  recommendations  including  the  spontaneous  exchange  of  information 
concerning  illicit  traflSc  in  narcotic  drugs  and  psychotropic  substances. 

AIR   SECURITY   PROGRAM 

Early  in  the  fall  of  1970,  Customs,  along  with  other  Treasury  offices,  the  Depart- 
ment of  Justice  and  the  military  cooperated  in  a  rapidly  developed  program  of 
aircraft  protection  designed  to  prevent  skyjacking.  Present  Department  of  Trans- 
portation and  Office  of  Management  and  Budget  plans  call  for  the  complete  phase- 
out  of  the  federally  funded  air  security  program  by  the  end  of  fiscal  year  1974. 
Thus  in  December  1972,  FAA  directed  United  States  scheduled  air  carriers  to 
assume  responsibility  for  personal  searches  and  for  routine  baggage  examination 
of  all  enplaning  passengers. 

As  of  February  6,  1973,  local  law  enforcement  support  was  to  be  provided  to  the 
air  carriers  in  place  of  Customs  security  officers  (CSO's).  So  far  14  of  the  air- 
ports staffed  by  Customs  air  security  personnel  have  made  the  transition,  and 
our  security  officers  are  being  assigned  to  other  priority  Customs  duties.  We 
expect  that  after  Customs  participation  in  the  antihijacking  program  ends  we 
will  be  left  with  approximately  600  CSO's  in  addition  to  125  supervisory,  clerical, 
and  support  personnel  on  our  rolls.  These  are  men  and  women  who  have  been 
carefully  selected  and  recruited  and  given  extensive  training  in  Customs  law 
enforcement  techniques.  We  hope  that  the  investment  which  the  Government  has 
placed  in  these  employees  will  not  be  lost.  Accordingly,  we  intend  to  utilize  them 
to  the  fullest  extent  possible  as  a  pool  from  which  to  draw  to  fill  other  Customs 
needs  as  they  occur.  We  particularly  desire  to  do  this  not  only  because  we  do 
not  want  to  lose  the  expertise  which  we  have  developed  in  these  people,  but  also 
because  of  our  feeling  of  commitment  to,  and  appreciation  for,  them  as  men  and 
women  who  have  already  done  a  remarkably  good  job  for  our  Government. 

EXAMINATION   AND   SCREENING   PROCEDURES 

Following  the  Comaiittee's  hearings  on  examination  and  screening  procedures 
at  San  Ysidro,  this  committee  requested  Customs  to  submit  a  comprehensive 
report  on  nationwide  resource  deficiencies  and  an  affirmative  action  plan  for 
minority  recruitment  and  special  training  of  Customs  personnel.  I  have  that 
report  and  I  shall  submit  it  for  the  record. 

You  have  my  assurance  that  these  affirmative  actions  are  ongoing  and  will  con- 
tinue to  have  my  personal  interest.  I  am  pleased  to  report  that  these  affirmative 
actions  have  already  been  recognized  as  indicated  in  the  Chula  Vista  Star  News 
which  I  would  like  to  make  a  part  of  the  record. 

I  have  already  pointed  out  the  growing  disparity  between  Customs  manpower 
and  workload  increases.  I  shall  discuss  the  seriousness  of  this  problem  in  greater 
detail  in  connection  with  our  manpower  needs  for  1974. 

THE  PROGRAM   FOR    1974 

Of  our  net  increase  of  $24.7  million  requested  for  1974,  more  than  $8.2  million, 
or  over  33  percent,  is  attributed  to  such  relatively  uncontrollable  costs  as  within- 
giade  increases,  trainee-to-journeyman  promotions,  and  the  full  year  cost  of  new 
positions  funded  for  only  a  part  of  1973.  Program  increases  of  $16.5  million  are 
being  requested  of  which  $9  million  or  almost  55  percent  is  required  for  direct 
workload  increases.  The  remaining  $7.5  million  is  for  the  antifraud  program, 
the  detector  dog  program,  the  air-sea  intrusion  program,  the  automated  mer- 
chandise processing  system,  and  for  additional  X-ray  machines  for  the  mail 
examination. 

Increases  in  foreign  trade  and  travel  are  not  the  only  factors  contributing  to 
the  problem  of  processing  normal  Customs  workload.  In  1972,  Customs  had  to 
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devote  a  significant  amount  of  its  manpower  to  the  surcharge  program.  Although 
the  surcharge  has  now  been  discontinued,  it  has  left  us  with  large  backlogs  of 
unliquidated  formal  entries  and  unappraised  invoices  to  be  processed  by  a  re- 
duced staff.  We  expect  these  backlogs  to  continue  at  a  high  level  through  1974. 
Another  unanticipated  workload  factor  in  1972  was  caused  by  the  fluctuating 
value  of  the  dollar  in  relation  to  foreign  currencies.  These  fluctuations  greatly 
increase  the  difficulty  of  merchandise  appraisement.  This  problem  is  still  very 

much  with  us  today.  .       ^      t,  ,     j  i.  ,. 

Increased  productivity  through  better  employee  utihzation  has  helped  to  meet 
these  demands  in  part,  but  we  cannot  expect  productivity  gains  to  fully  offset 
additional  claims  on  our  limited  resources. 

WOBKLOAD 

Processing  Persons 

In  fiscal  year  1972,  almost  237  million  people  were  processed  through  U.S. 
Customs,  an  increase  of  approximately  5  million  over  the  previous  fiscal  year. 
The  increase  in  the  number  of  people  clearing  Customs  during  the  first  6  months 
of  fiscal  year  1973  has  already  greatly  exceeded  the  increase  of  5  million  for 
all  of  last  year.  . 

Arrival  of  persons  by  commercial  aircraft  rose  18.4  percent  in  1972  over  1971. 
This  imposed  a  strain  on  our  inspectional  force  because  this  type  of  passenger 
workload  requires  the  greatest  amount  of  time  to  process.  As  I  pointed  out  earlier, 
persons  arriving  from  abroad  by  commercial  aircraft  increased  almost  17  percent 
during  the  first  6  months  of  fiscal  1973.  An  increase  of  this  magnitude  obviously 
has  a  great  impact  on  our  ability  to  process  arriving  passengers  through  Customs 
expeditiously  and  still  maintain  our  high  enforcement  standards. 

As  the  frontline  enforcement  officer  at  all  United  States  ports  of  entry,  the 
Customs  inspector  has  primary  responsibility  for  detecting  illegal  activities, 
including  the  smuggling  of  narcotics.  In  addition  to  administering  and  enforcing 
the  provisions  of  the  Tariff  Act  of  1930,  as  amended,  the  Bureau  of  Customs  ad- 
ministers and  enforces  or  assists  other  Federal  agencies  in  the  administration 
and  enforcement  of  more  than  40  separate  laws  or  regulations ;  such  as,  quotas, 
navigation  laws,  Internal  Revenue  Code,  Motor  Vehicle  Pollution  Control  Act, 
Export  Control,  Immigration,  Trademarks,  etc.  How  effectively  our  inspectors  per- 
form their  mission  depends  largely  upon  the  Customs  manpower  available  for 
primary  inspection  and/or  the  number  of  persons  who  can  be  transferred  to 
secondary  inspection  for  a  more  intensified  examination.  We  have  undertaken 
a  screening  inspection  system  procedure  at  eight  major  airports,  allowing  a 
secondary  examination  rate  of  25  percent.  At  our  land  borders,  we  have  insti- 
tuted a  program  of  mobile  blitz,  to  throw  would-be  smugglers  off  balance  by  step- 
ping up  examinations  for  limited  periods  at  selected  ports  of  entry. 

The  Bureau  of  Customs  law  enforcement  data  processing  computer  center 
(OADPIN)  has  been  chosen  as  the  official  and  backbone  computer  for  the  Treas- 
ury Law  Enforcement  and  Communications  Systems  (TECS).  This  means  that 
these  users  will  have  full  use  of  the  CADPIN  system.  In  addition,  CADPIN  will 
have:  (1)  access  to  the  FBI's  National  Crime  Information  Center  (NCIC)  and 
the  computerized  criminal  history  (OCH)  file  for  record  entering  and  retrieval; 
(2)  an  administrative  message  capability  between  the  i>articipating  agencies; 
and  (3)  a  central  repository  for  records  of  a  common  interest  to  the  participating 
Treasury  enforcement  agencies  with  record  entry  and  retrieval  capability.  In  ad- 
dition, this  will  enable  us  to  support  State,  county,  and  local  law  enforcement 
agencies. 

To  prevent  long  backups  of  cars  crossing  our  land  borders,  to  keep  delays  in 
processing  baggage  to  a  minimum,  and  to  meet  the  continued  enforcement  de- 
mands on  our  personnel  at  the  land  borders  and  elsewhere  throughout  the  United 
States,  it  is  essential  that  we  be  provided  significant  increases  in  our  resources 
for  processing  persons.  For  1974  we  are  requesting  $1,771,000  for  130  positions 
(112  average  jwsitions). 

Processing  of  Cargo 

Imports  continue  to  grow.  In  fiscal  1972.  invoices  of  foreign  merchandise  im- 
portations increased  by  a  phenomenal  14.2  percent  over  1971.  This  growth  has 
continued  during  the  first  6  months  of  fiscal  1973  and  now  exceeds  the  1972  rate 
by  16  percent.  For  1974  we  are  projecting  an  additional  increase  of  more  than 
8  percent. 
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Customs  collections  have  increased  commensurately  with  the  workload,  with 
total  collections  of  $4.2  billion  during  fiscal  year  1972.  This  is  an  increase  of  more 
than  $725  million  over  1971.  Of  this  increase,  $477  million  is  attributable  to  the 
surcharge  program.  However,  excluding  the  surcharge  program,  collections  in- 
creased more  than  7  percent  over  those  in  fiscal  year  1971.  Moreover,  the  increase 
in  imports  is  not  the  full  measure  of  increased  workload.  A  host  of  other  activities 
have  been  assigned  to  Customs  because  of  its  strategic  iK)sition  in  relation  to  the 
administration  of  Government  programs  affecting  international  trade.  Some  of 
these  are  the  coffee,  cheese,  and  meat  control  programs ;  import  quotas ;  auto 
safety  standards  and  auto  pollution  control;  currency  control;  gun  control;  and 
protection  of  endangered  si^ecies.  Also,  changes  in  technology,  such  as  the  con- 
tainerization  of  cargo  shipments,  have  demanded  new  procedures,  special  han- 
dling equipment,  and  additional  examination  areas. 

The  import  specialists  who  are  responsible  for  determining  amounts  of  duty 
and  admissibility  of  merchandise  on  commercial  shipments  continue  to  be  ham- 
pered by  the  ever-increasing  w^orkloads.  The  capacity  of  the  import  specialists  to 
go  beyond  routine  processing  is  being  reduced  by  the  sheer  volume  of  transactions 
they  must  handle.  There  is  also  a  high  potential  for  loss  of  revenue  in  such  sit- 
uations. Our  inspectors  clearing  cargo  importations  are  already  spread  so  thin 
that  it  is  impossible  to  maintain  continual  inspector  checks  of  vessels  unlading 
along  the  miles  of  waterfront  at  our  major  ports.  I  cannot  stress  too  highly  the 
need  for  additional  resources  in  this  area  of  our  operations.  The  absence  of  addi- 
tional manpower  would  mean  serious  delays  in  processing  cargo  documentation 
and  a  concurrent  decrease  in  examinations  for  enforcement  purposes,  leaving 
the  door  open  for  more  violations  of  all  types.  For  1974  we  are  requesting  $4,- 
318,000  for  3&4  operational  and  support  i>ersonnel  (295  average  positions). 

Processing  Mail 

In  fiscal  year  1972,  we  received  over  41  million  international  mail  packages  to 
be  processed  for  assessment  of  duty  and  to  insure  that  they  did  not  contain  any 
illegal  drugs,  munitions,  or  other  contraband.  It  is  estimated  that  we  will  re- 
ceive 43  million  in  1973,  rising  to  45  million  by  1974.  We  plan  to  screen  almost 
12  percent  for  revenue  collection  and  over  14  percent  for  enforcement  purposes. 
We  estimate  revenue  collections  will  approximate  $26  million  on  mail  packages 
by  1974.  To  process  this  increased  volume  of  mail  packages,  we  are  requesting 
$282,000  for  30  i>ositions  (22  average  positions) . 

In  addition,  new  international  mail  handling  facilities  are  scheduled  to  be 
opened  by  the  Postal  Service  at  Secaucus,  N..J.,  and  Honolulu,  Hawaii,  in  fiscal 
1974.  These  facilities  will  be  equipped  with  conveyors  and  other  mail  handling 
equipment  to  expedite  the  examination  of  foreign  mail  parcels.  This  committee 
has  already  approved  funds  for  the  equipment  for  the  Secaucus  facility  and  we 
are  requesting  $260,000  in  1974  for  the  equipment  for  the  Honolulu  facility.  We 
also  must  pay  the  Postal  Service  for  our  proportionate  share  of  the  rent  in  these 
leased  facilities.  In  1974  for  the  rent,  services,  and  moves  we  are  requesting 
$900,000  for  the  Secaucus  facility  and  $105,000  for  the  Honolulu  facility. 

Investigations  anil   Laiv  Enforcement 

During  fiscal  year  1972,  the  investigative  force  of  the  Bureau  of  Customs 
continued  its  highly  successful  efforts  agaiust  the  smuggling  of  narcotics  and 
other  violations  of  the  Customs  laws.  In  1972  we  closed  over  40,000  investigative 
cases.  We  estimate  this  number  will  increase  to  54,000  in  1973  and  to  60.000  in 
1974.  But,  despite  the  signs  of  progress,  as  for  narcotics  we  recognize  that  they 
are  still  getting  through  our  screen.  Drugs  are  still  available  in  our  towns  and 
cities,  in  our  schools,  and  on  our  street  corners.  I  cannot  predict  how  long  it 
is  going  to  take  us  to  bring  this  problem  under  control.  However,  it  is  a  question 
of  persistence  and  experience  as  well  as  a  commitment  of  resources.  With  steady 
advances  in  technology,  manpower,  and  dedication  Customs  hopes  to  be  able, 
systematically,  to  close  the  gaps  through  which  narcotics  still  flow  into  the 
country. 

Our  Office  of  Investiagtions  contributes  in  many  other  ways  to  the  accomplish- 
ment of  the  Customs  mission.  While  Customs  sipecial  agents  are  being  increasingly 
taxed  by  the  narcotics  problem,  they  are  called  upon  to  investigate'  cases  related 
to  fraudulent  importations  of  merchandise,  drawback,  fair  market  value,  anti- 
dumping, pilferage,  and  all  types  of  smuggling.  Further. ,  they  are  being  called 
upon  to  broaden  their  normal  investigative  activities  to  include  new  concepts 
of  intelligence  collection  and  dissemination.  At  the  same  time,  a  significant 
amount  of  our  resources  for  the  Office  of  Investigations  has  been  diverted  be- 
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cause  of  reductions  we  have  had  to  take  and  because  of  very  sizable  contributions 
to  the  program  of  the  Office  of  Drug  Abuse  Law  Enforcement. 

Security  and  Audit 

During  the  past  10  years,  Customs  has  not  had  the  necessary  resources  to 
complete  more  than  60  percent  of  the  audits  that  we  were  obligated  to  GAO  to 
perform.  Every  facet  of  Customs  is  to  be  audited  at  least  once  in  each  3-year 
period  under  GAO  requirements.  Internal  audit  is  now  substantially  involved 
in  operational  and  management  audits.  These  audits  are  designed  to  increase 
organizational  effectiveness,  improve  manpower  utilization,  and  provide  us  with 
resulting  cost/benefit  advantages.  In  the  coming  year,  much  time  will  be  devoted 
to  operational  audits  of  inspection  and  control  activities,  the  import  specialist 
function,  and  other  organizational  entities  to  insure  that  Bureau  of  Customs 
resources  are  utilized  in  the  most  efficient  way. 

To  insure  the  highest  level  of  integrity  in  our  operations  and  work  force,  addi- 
tional manpower  is  needed  to  conduct  the  necessary  investigations  which  are  the 
basis  for  appropriate  action.  For  1974  for  the  security  and  audit  function,  we 
are  requesting  $307,000  for  12  positions  ( 10  average  positions) . 

ANTIFRAUD    PKOGRAM 

In  1974,  we  plan  to  increase  the  inspection  and  investigation  of  selected  cargo 
shipments  to  detect  fraud  and  other  violations  of  law.  Apart  from  depriving 
the  Government  of  its  rightful  revenue,  fraudulent  practices  hit  hard  at  the 
honest  American  producer  and  importer  who  suffer  an  unfair  price  disadvantage. 
Measured  by  the  number  of  individuals  who  suffer  injury,  frauds  of  the  type 
investigated  by  Customs  rank  among  the  more  serious  offenses.  In  monetary 
terms,  they  present  a  potential  loss  of  Government  revenue  which  runs  into 
hundreds  of  millions  of  dollars. 

In  1972,  with  only  25  man-years  of  investigative  time  and  an  approximately 
equal  amount  of  inspection  and  examination  time,  649  cases  were  developed 
which  established  a  loss  of  revenue  of  almost  $6  million.  In  addition,  fines  and 
penalties  on  these  cases  will  produce  at  least  an  additional  $12  million  for  a 
total  increase  of  $18  million  in  revenue  collections.  During  the  first  7  months  of 
fiscal  1973,  there  were  435  penalty  cases  which  established  a  loss  of  revenue  of 
almost  $4.5  million.  Fines  and  penalties  on  these  cases  will  create  at  least  an- 
other $9  million. 

The  competitive  nature  of  the  import  business  indicates  that  the  potential  for 
fraud  by  businesses  importing  identical  merchandise  is  very  high.  When  a  fraud 
is  verified,  however,  we  have  not  been  able  to  investigate  all  entries  of  identical 
merchandise  by  other  importers  who  may  have  engaged  in  the  same  types  of 
fraud  nor  have  we  been  able  to  investigate  all  entries  of  the  involved  importer 
for  other  types  of  merchandise.  This  has  been  due  in  large  part  to  the  difficulty 
and  cost  of  retrieving  entry  records.  But,  recently,  we  have  developed  a  com- 
puterized entry  record  retrieval  system  which  allows  us  to  retrieve  import  records 
at  high  speed  and  low  cost — without  breaking  the  confidentiality  of  the  investiga- 
tion. We  are  now  able  to  look  for  trends,  unusual  groupings  of  transactions,  or 
other  unusual  patterns  which  might  indicate  fraudulent  practices  by  the  dis- 
honest importer.  Once  fraud  is  established,  masses  of  documentation  can  be 
assembled  almost  instantaneously.  This  means  we  are  finally  in  a  position  to 
accelerate  our  antifraud  program  and  to  shift  our  efforts  from  piecemeal  test 
cases  to  broad-scale  investigations. 

This  is  a  program  which  will  pay  for  itself  many  times  over  in  increased 
revenues  and  recoveries.  Also,  I  am  convinced  that  those  who  would  defraud 
the  Government  will  have  second  thoughts  when  fraud  enforcement  is  intensi- 
fied and  effective.  The  savings  of  large  sums  of  otherwise  lost  revenue,  plus  the 
deterrent  aspect  of  the  program  have  already  preserved  millions  of  dollars  for 
the  Treasury. 

I  think  that  I  should  point  out  that  the  increasing  success  which  we  expect 
to  have  in  uncovering  cases  of  fraudulent  iiuportation  will  lead  to  additional 
manpower  needs.  Each  time  a  violation  is  discovered,  the  importer  is  notified 
and  he  has  the  right  to  petition  for  mitigation  or  remission  of  the  penalty  which 
he  has  incurred.  Virtually  every  case  leads  to  such  a  petition,  and  sometimes  to 
supplementary  petitions.  These  must  be  handled  both  in  the  field  and  often  in 
Bureau  headquarters  by  our  staff  of  attorneys  who  evaluate  the  evidence  and 
the  circumstances  and  advise  the  Commissioner  as  to  the  degree  of  mitigation. 
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if  any,  which  should  be  granted.  Obviously,  as  the  number  of  cases  increases, 
there  will  be  an  increased  need  for  personnel  to  handle  them  in  their  post- 
investigative  stage. 

For  the  antifraud  program  in  fiscal  1973,  we  are  requesting  $2,549,000  for  150 
new  positions  (112  average  positions). 

DETECTOR   DOG  PROGRAM 

The  detector  dog  program  is  an  integral  and  very  cost-effective  portion  of 
Customs  enforcement  activities.  It  is  making  a  substantial  contribution  to  the 
detection  of  marihuana,  hashish,  and  other  narcotics  secreted  in  mail  packages, 
cargo  shipments  and  vehicles  of  all  types.  In  addition,  the  publicity  connected 
with  the  use  of  detector  dogs  and  their  effectiveness  has  created  a  significant 
deterrent  effect. 

Detector  dogs  are  presently  used  to  screen  mail  packages ;  vehicles  of  all  types  ; 
small  boats  and  ocean  ve.ssels ;  luggage ;  and  cargo  shipments.  The  dogs  do  not 
come  in  contact  with  the  traveling  public.  We  are  also  training  our  dogs  to  sniff 
out  the  hard  narcotics  (heroin  and  cocaine).  About  50  percent  of  the  dogs  present- 
ly available  have  this  ability.  The  results  have  been  highly  satisfactory. 

During  fiscal  1972,  the  detector  dogs  screened  3.7  million  mail  packages,  552,000 
units  of  cargo  and  69,500  vehicles.  Seizures  of  marihuana  totalling  23,135  pounds, 
almost  1,600  pounds  of  hashish,  22  pounds  of  opium,  and  1  pound  of  heroin  re- 
sulted from  their  activity.  Tlie  success  of  training  these  dogs  to  sniff  out  the  hard 
narcotics  is  even  more  evident  in  our  seizures  during  the  first  6  months  of  fiscal 
1973.  During  this  period,  they  were  responsible  for  seizure  of  almost  16  pounds  of 
heroin  and  over  5  pounds  of  cocaine. 

The  detector  dog  program  is  very  cost  effective.  The  cost  for  screening  a  mail 
package  is  only  6  cents,  a  cargo  unit  13  cents,  and  a  vehicle  $1.25. 

For  1974,  we  are  requesting  $926,000  for  95  additional  dogs  and  71  additional 
positions  (53  average  positions) . 

air/seia.  intrusion   program 

There  continues  to  be  great  concern  over  the  problem  of  narcotics  smuggling  via 
private  aircraft  and  small  boat  trafl5c  across  our  southern  border.  This  continues 
to  be  a  major  channel  for  narcotics  entering  the  United  States.  Intelligence  has 
shown  that  smugglers  have  been  flying  undetected  beneath  present  radar  coverage 
or  along  air  corridors  with  inadequate  radar  coverage  for  our  purposes.  Smug- 
glers have  also  found  opportunities  for  landing  small  craft  along  unpatrolled 
coastline  without  reporting  for  Customs  clearance. 

In  1972,  Customs  embarked  on  an  urgent  program  to  develop  the  resources  and 
technical  capability  to  solve  this  growing  crisis  by  improving  radar  coverage  and 
insuring  that  all  ships  and  private  aircraft  clear  Customs  at  official  U.S.  ports  of 
entry.  This  has  resulted  in  an  air  interdiction  system  which  is  made  up  of  three 
components:  (1)  ground-based  radar;  (2)  specially  equipped  aircraft  for  track- 
ing and  pursuit ;  and  (3)  ground  sensors  to  detect  intruding  aircraft  and  vehicles 
at  isolated  airfields  or  crossing  points. 

Our  air  interdiction  program,  employing  specially  equipped  aircraft  starting  in 
1972,  and  the  technical  support  provided  as  a  result  of  our  research  and  develop- 
ment efforts,  were  responsible  for  seizures  of  14  aircraft,  7  boats,  and  66  vehi- 
cles— all  used  as  conveyances  for  the  smuggled  drugs.  The  actual  drugs  seized 
included  30  pounds  of  heroin,  62.5  pounds  of  cocaine,  33,500  pounds  of  marihuana, 
and  50  pounds  of  hashish.  A  total  of  213  defendants  were  arrested  in  these  cases. 

The  type  of  technology  and  devices  utilized  to  make  these  cases  were  as  fol- 
lows :  56  cases  were  made  with  ground  sensors.  9  cases  were  made  with  beacon 
transmitters,  24  cases  were  made  with  ground/radar  aircraft,  and  17  cases  were 
made  with  airborne  sensors. 

Fifty-nine  cases  were  made  using  one  aspect  or  another  of  the  new  technology. 
In  several  instances,  multiple  devices  or  technology  were  used.  However,  we  also 
recognize  the  limitations  of  the  current  program  which  relies  upon  only  eight 
sensor-equipped  aircraft  to  cover  the  vast  expanse  of  the  Mexican  border  as  well 
as  the  Gulf  and  Caribbean  area. 

In  1974,  we  are  requesting  one  additional  aircraft  to  be  equipped  with  radar, 
FLIR  systems,  and  other  sensor  equipment.  To  increase  radar  coverage,  we  are 
also  requesting  one  additional  Moving  Target  Indicator  (MTI)  radar  system. 
The  system  will  include  lightweight,  vehicle-mounted  radar  imits  specially  de- 
signed to  meet  Customs  needs.  Using  these  radar  units,  specific  gaps  in  radar 
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coverage  along  the  border  can  be  filled  and  chase  plans  directed  to  intercept 
intruding  aircraft. 

Our  requested  equipment  additions  are  vitally  needed  to  complete  the  air 
interdiction  system,  which  we  are  pursuing  on  a  measured  basis.  I  want  to  stress 
that  this  program,  which  is  still  being  developed  and  tested  and  is  only  partially 
implemented,  is  an  important  key  to  limiting  air  smuggling  across  the  southern 
border. 

As  a  complement  to  air  intrusion  operations.  Customs  has  recently  stepped 
up  its  efforts  to  curtail  drug  and  other  smuggling  via  small  boat  traffic.  The 
first  stage  is  deployment  of  a  sonobouy  (underwater)  detection  system  to  de- 
tect intruding  vessels  and  radio  the  information  to  Customs  patrol  boats  for 
pursuit.  However,  our  field  experience  has  shown  that  many  vessels  used  by 
smugglers  can  easily  outrun  any  of  our  patrol  boats.  To  remedy  this  situation, 
we  are  planning  to  procure  two  types  of  pursuit  craft.  The  first  is  a  40-foot 
vessel,  capable  of  doing  2.5  knots,  for  oceangoing  surveillance.  The  second  boat 
under  consideration  is  a  23-foot  high-speed  craft  for  intercoastal  surveillance 
and  pursuit.  Although,  in  the  past,  sensors  available  for  boat  surveillance  have 
been  rudimentary  in  nature,  the  new  pursuit  vessels  will  be  equipped  with  sensors 
incorporating  the  latest  technological  advances. 

CUSTOMS   AUTOMATED    MERCHAr^DISE   PROCESSING   SYSTEM     (AMPS) 

We  are  continuing  to  develop  an  integrated  computer  system  (AMPS)  to  auto- 
mate the  processing  of  merchandise  at  all  major  Customs  ports  of  entry. 

An  automated  system  will  enable  us  to  handle  the  dramatic  increase  in  trade 
documentation  by  means  of  improved  productivity  in  field  owrations  and  stand- 
ardization of  duty  a.ssessment  and  revenue  collection  procedures. 

In  fiscal  year  1974.  the  AMPS  concept  will  be  selectively  tested  and  refined 
through  development  testing  under  field  conditions  and  at  the  headquarters  Na- 
tional Data  Center.  Seattle  has  been  selected  for  the  field  testing.  The  original 
timetable  called  for  completion  of  the  automated  system  by  June  1,  1978.  How- 
ever, because  of  funding  reductions  in  1973,  this  completion  date  has  slipped.  Any 
revised  date  will  depend  upon  the  amount  of  resources  made  available  for  this 
system. 

Tlie  additional  funds  for  fiscal  year  1974  will  be  applied  first  to  the  rental  of 
ADP  equipment  and  then  to  peripheral  equipment  and  telecommunications  costs. 

X-RAY    SCREENING    OF    MAIL 

Since  first  installed  in  1971,  X-ray  screening  devices  have  been  the  most  mod- 
ern and  eflacient  method  of  processing  mail  for  enforcement  purposes  available  to 
Customs.  At  present,  we  have  only  five  X-ray  machines :  two  in  New  York,  and 
one  each  in  Chicago,  San  Francisco,  and  Los  Angeles. 

The  productivity  of  X-ray  machines  far  out.strips  even  the  most  eflBcient  manual 
operations  for  processing  most  types  of  mail  parcels.  The  average  processing  load 
is  1,(X)0  parcels  per  day.  Examination  of  a  package  for  enforcement  purposes  pre- 
viously required  laborious  unwrapping,  examining,  and  resealing.  The  same  re- 
sults can  be  achieved  with  film-safe  X-ray  equipment  in  a  matter  of  seconds  and 
with  greater  reliability.  The  X-ray  method  has  also  proven  to  be  a  safe  and  effec- 
tive means  of  detecting  terrorist  devices  in  packages  undergoing  Customs  screen- 
ing. 

Based  on  the  volume  and  type  of  mail  received,  funds  for  an  additional  three 
machines  are  being  requested.  These  will  be  for  the  ports  of  Miami,  San  Fran- 
cisco (air  mail  facility),  and  Seattle,  and  will  produce  sizable  increases  in  pro- 
ductivity and  savings  in  manpower. 

BORDER   CONSTRUCTION   PROGRAM 

I  know  this  committee  has  sho^Ti  a  strong  interest  in  the  need  to  bring  Cus- 
toms border  facilities  up  to  acceptable  modern  standards.  Our  planned  projects 
for  fiscal  year  1973  have  slipped  slightly  l>ecause  the  Immigration  and  Naturali- 
zation Service  was  not  provided  any  funds  for  this  program  and  because  we  had 
to  provide  auxiliary  inspection  facilities  at  Laredo.  Tex.  Sixty  thousand  had 
to  be  diverted  from  scheduled  construction  so  that  the  Laredo  project  could  be 
completed.  In  1974,  we  plan  to  undertake  the  construction  of  three  projects.  With 
the  completion  of  our  1973  and  1974  programs,  we  will  still  have  32  planned 
projects  remaining,  a  figure  which  may  increase  as  new  crossings  into  Canada 
and  Mexico  are  opened. 
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TONCLUSION 

The  Customs  Service  is  a  major  revenue-producing  branch  of  our  Government. 
Customs  provides  substantial  sums  of  money  for  the  Government's  operation  at 
very  low  cost  at  the  same  time  that  it  provides  essential  enforcement  support  to 
high  priority  programs.  The  additional  resources  requested  for  1974  will  enhance 
Customs  enforcement  and  revenue-producing  functions  substantially  and  will  be 
far  more  than  offset  by  the  additional  revenue  this  investment  will  produce. 

At  this  time,  Mr.  Chairman,  I  would  like  to  place  in  the  record  the  standard 
table  which  outlines  the  essential  components  of  our  1974  estimate.  I  respectfully 
ask  the  committee's  favorable  consideration  of  the  increases  we  have  requested. 

This  concludes  my  formal  presentation.  I  shall  be  glad  to  go  into  any  detail  of 
our  request  and  answer  any  questions  you  may  have. 

Thank  you. 

THE  DEPARTMENT  OF  THE  TREASURY,  BUREAU  OF  CUSTOMS,  SUMMARY  OF  INCREASES  REQUESTED  FOR  FISCAL 

YEAR  1974 

[In  thousands  of  dollars) 


Positions 


Total 


Total,  in- 

creases  or 

Average        decreases 


2.279 

16 

341 

250 

78 

307 

2,638 
900 

4,395 
150 
900 

4,135 
112 


1973  appropriation  > 12,373  11,745  211,700 

1.  1974  increases  outside  administrative  control: 

(a)  Netcost  of  within  grade  increases 

(b)  Payment  to  employees  conpensation  fund 

(c)  Increased  FTS  costs - - 

(d)  Wage  board  rate  increases... - 

(e)  Increased  health  benefits  cost --- 

(f)  Increased  cost  for  payrolling 

(g)  Grade-to-grade  promotions  based  on  CS  performance  stand- 

ards  - --- - --- 

(h)  Additional  cost  of  operations  and  maintenance  for  aircraft 

(i)  Annualization  of  new  positions  and  related  cost  authorized  in 

1973 233 

(j)  Nonreimbursable  overtime  for  private  aircraft 

(k)  Rent  for  mail  facility  atSecaucus 

(I)  World  Trade  Center  rent 

(m)  Additional  replacement  vehicles 

Subtotal,  uncontrollable  charges ^ 233 \B,  501 

2.  Program  changes: 

(a)  Workload  increases: 

(1)  Processing  persons 150  112 

(2)  Processing  cargo 394  295 

(3)  Processing  mail 30  22 

(4)  Investigations  and  law  enforcement 100  75 

(5)  Security  and  audit 12  10 

(b)  Expanded  programs: 

(1)  Antifraud. 150  112 

(2)  Detector  dog 71  53 

(3)  Air-sea  intrusion 9  4 

(4)  Automated  merchandise  processing  system 

(5)  X-ray  screening  of  mail 

Subtotal,  program  changes. 

3.  Reductions,  nonrecurring  costs  and  savings: 

(a)  Nonrecurring  1973  one-time  costs 

(b)  Leases  transferred  to  GSA  in  1973 

Subtotal,  nonrecurring  costs.. 

Net  increases 

1974  Appropriation  estimate ' 13,289  12,661  236,400 


1,771 
4,318 

647 
1,959 

307 

2,549 
926 

3,259 
600 
120 


916 

683 

16, 456 

-7, 591 

-666 

-8,254 

916 

916 

24, 700 

'  Excludes  fiscal  years  1973  and  1974  pay  increase  effective  January  1973. 


SUMMARY   STATEMENT 


Mr.  Agree.  T  do  have  a  summary  of  that  statement  I  might  pre- 
sent at  this  time.  However,  in  light  of  the  motion  picture  camera  and 
the  screen  and  our  earlier  discussion,  you  might  at  the  outset  prefer 
seeing  the  movie  we  had  planned  to  show  tRe  committee  today. 
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DETECTOR   DOG    FILM 

Mr.  Steed.  I  believe  we  will  do  that  and  then  proceed. 

Mr.  Agree.  J^et  me  say  in  advance  of  showing  the  film,  that,  it  was 
produced  in-liouse  by  customs.  It  was  filmed  by  our  photographer. 
The  script  was  prepared  by  our  Information  Division  and  it  was  nar- 
rated by  one  of  our  own  employees.  The  film  titled  "A  Day  in  the  Life 
of  Chopper"  has  just  won  third  place  in  the  annual  Federal  Editors 
Association  contest  for  motion  picture  films. 

I  might  point  out,  not  to  sound  patronizing  for  the  committee,  that 
we  produced  this  film  for  less  than  $3,000.  I  might  also  observe  that 
the  films  that  won  first  and  second  place  in  the  contest  were  far  more 
costly  to  produce.  I  know  the  natural  trepidation  some  people  have 
about  a  home  movie,  but  I  think  in  light  of  the  recognition  this  film 
has  received  and  the  acclaim  from  chambers  of  commerce  and  Rotary 
Clubs,  et  cetera,  around  the  country  to  whom  we  have  shown  it,  the 
committee  would  be  interested  in  viewing  it  at  this  time. 

Mr.  Steed.  The  committee  will  be  glad  to  view  it. 

[The  movie  was  shown.] 

Mr.  Agree.  Thank  you,  Mr.  Chairman.  Mr.  Harold  Wise  who  oper- 
ated the  projector  here  this  morning  was  the  photographer  of  the  film. 

I  might  make  one  or  two  short  additional  comments.  Recently  we 
had  a  request  from  the  French  who  have  been  attempting  to  experi- 
ment with  detector  dogs  to  send  one  of  our  dogs  over  for  a  demon- 
stration. We  did  this.  They  secreted  six  different  narcotics  in  the  cargo 
area  at  Orly  Airport  in  Paris.  Within  a  half  hour  our  dog  had  found 
each  and  every  one  of  the  packages,  which  caused  the  French  to  be 
quite  surprised  and  convinced  them  of  the  merit  of  this  kind  of  a 
program. 

testing  and  training  dogs 

Mr.  Steed.  How  many  dogs  would  you  have  to  test  to  get  the  nine 
that  you  finally  select  ? 

Mr.  Digkerson.  Out  of  100  dogs  we  select  8  for  training.  Once  we 
select  the  dogs,  only  1  out  of  8  can  be  trained  successfully  to  detect 
marihuana.  Most  of  the  dogs  that  succeed  in  our  initial  training  can 
be  successfully  trained  for  the  hard  drugs,  heroin  and  cocaine. 

Mr.  Agree.  On  that  point,  when  we  first  commended  this  program 
the  dogs  were  trained  initially  on  hashish  and  marihuana  by  virtue  of 
the  fact  both  substances  emit  a  very  strong  odor.  We  tested  the  dogs 
later  on  the  hard  drugs  as  Mr.  Dickerson  has  mentioned,  and  found 
that  we  could  also  successfully  train  them  to  detect  heroin  and  cocaine. 
Half  of  our  current  force  of  about  60  dogs  has  now  been  retrained  for 
hard  norcotica  detection. 

The  seizure  the  week  before  last  in  Boston  of  631  pounds  of  hashish, 
one  of  the  largest  hashish  seizure  we  have  ever  made,  was  as  a  result 
of  a  detector  dog  identifying  where  the  contraband  had  been  con- 
cealed in  the  first  place. 

Mr.  Steed.  Do  you  have  any  problem  of  keeping  the  dogs  secure  in 
the  kennels? 

Mr.  Agree.  No,  sir.  Not  to  my  knowledge  have  we  experienced  any 
problem  in  that  regard. 
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Mr.  Chairman,  if  I  may  continue. 

Mr.  Steed.  Go  right  ahead. 

Mr.  Agree.  I  appreciate  the  committee  giving  us  the  opportunity 
to  show  this  film.  As  I  indicated  at  the  outset  we  are  quite  proud  of  it, 
and  we  think  it  is  informative  and  educational.  We  have  made  it 
available  m  a  public  service  way  to  schools,  and  other  organizations 
for  their  use. 

We  are  here  as  a  group  this  morning,  Mr.  Chairman,  to  present  the 
committee  the  1974  appropriation  request  for  the  Bureau  of  Customs. 
Our  request  is  for  $236,400,000,  a  net  increase  of  $24.7  million  over  the 
authorized  level  for  1973,  and  provides  for  916  new  positions. 

General  Statement 

The  basic  goal  of  Customs  1974  budget  is  to  catch  up,  at  least  par- 
tially, with  ever-increasing  workload  and  responsibilities.  I  would 
like  to  submit  for  the  record  a  chart  which  shows  the  phenomenal 
workload  increases  we  have  encountered  as  compared  with  the  rela- 
tively small  increases  in  Customs  manpower. 

[The  information  follows:] 
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I  think  you  can  see  from  the  chart  which  we  have  displayed,  and 
from  the  copy  available  to  you,  what  I  mean  in  terms  of  an  ever- 
increasing  workload,  including  invoices ;  aircraft  arrivals ;  commercial 
passenger,  commercial  aircraft,  and  general  aviation ;  entries  of  mer- 
chandise imported  into  the  United  States;  vehicles  entering;  and  per- 
sons entering  the  country.  Our  employee  level  is  indicated  on  the 
bottom  line. 

NEW    PORTS    OF    ENTRY 

Mr.  Steed.  Mr.  Commissioner,  I  would  like  to  interrupt  there  and 
ask  you  about  new  places  of  duty.  I  don't  know  whether  you  can 
project  it  or  not,  but  it  would  seem  that  the  number  of  places  you 
have  to  provide  manpower  compared  to  the  number  of  a  few  years 
ago  would  make  a  big  impact  on  your  budget.  I  think  the  increase 
in  the  number  of  the  areas  in  which  you  have  to  work  is  a  cost  factor 
which  you  ought  to  take  into  account  in  this  sort  of  presentation. 

Mr.  Agree.  I  appreciate  the  chairman's  observation  and  certainly 
concur.  We  continue  to  open  new  ports  of  entry  throughout  the  United 
States,  as  you  indicate,  Mr.  Chairman,  as  time  goes  on.  We  have  just 
recently  opened  a  port  of  entry,  for  example,  at  Butte,  Mont.  It  now 
serves  as  a  subport  to  Seattle.  The  need  for  new  ports  has  come  about 
as  a  result  of  changes  in  modes  and  movement  of  importations  into 
the  United  States;  specifically,  containerization,  air  cargo,  and  the 
development  of  mini  freighters  that  now  ply  the  Mississippi,  for  ex- 
ample, as  far  north  as  St.  Louis.  There  are  also  the  lash  ships.  These 
are  barges  carried  aboard  larger  ships  that  are  towed  or  pushed  by 
tugboats  in  the  inland  waterways  of  the  United  States.  These  several 
factors  necessitate  thereby  the  reassignment  of  our  personnel  away 
from  what  historically  had  been  ports  of  entry  at  the  land  and  water 
points  along  the  borders  of  the  TTnited  States.  We  are  moving  more 
and  more  into  the  interior  to  clear  merchandise. 

Mr.  Steed.  Many  times  when  you  open  new  places  that  way  you 
have  to  keep  people  there  full  time,  but  they  don't  necessarily  have 
the  volume,  at  least  to  begin  with,  that  keeps  them  busy  full  time.  So 
your  per  capita  items  handled  would  be  decreased  to  some  extent. 
This,  I  think,  is  a  cost  factor  that  you  ought  to  work  out  a  place  on 
the  table  for,  because  I  think  it  actually  makes  what  I  would  think 
to  be  at  least  a  measurable  and  probably  a  major  contribution  to  the 
manpower  picture. 

Mr.  Agree.  Thank  you,  sir. 

EGONOMIC    FACTORS   AFFEGTING   WORKLOAD 

Mr.  RoBTSON.  I  would  like  to  ask  the  Commissioner,  Mr.  Chairman, 
what  in  his  judgment  have  been  the  economic  or  social  factors  that 
have  produced  this  truly  phenomenal  increase  in  Customs  workload. 
Carrying  on  further,  do  you  see  any  change  in  those  factors  that  might 
produce,  in  the  near  future,  a  leveling  off  of  this  annual  increase'? 

Mr.  Agree.  No,  sir,  I  don't.  As  I  go  on,  I  am  going  to  cite  the  in- 
creases which  continue.  I  think  with  the  population  explosion  in  the 
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United  States,  and  literally  the  population  explosion  throughout  the 
world,  that  we  will  experience  more  and  more  commercial  air  traffic. 
Certainly  as  the  affluency  of  underdeveloped  nations  starts  to  assert 
itself,  we  will  be  involved  more  and  more  in  the  movements  of  com- 
merce and  trade.  I  would  certainly  anticipate  and  project  for  the 
future  that  the  increase  of  entries,  aircraft,  passenger,  automobiles, 
trucks,  et  cetera,  arriving  in  the  United  States  would  continue  to  ac- 
celerate. 

Mr.  KoBisoN.  I  have  one  question  I  might  as  well  insert  here,  rather 
than  later  on,  about  imports,  which  you  tell  us  continue  to  rise  at  a 
phenomenal  rate.  Don't  you  think  there  is  supposed  to  be,  and  per- 
haps will  be,  some  effect  on  that  by  virtue  of  the  devaluation  of  the 
dollar  ?  We  haven't  seen  it  yet. 

Mr.  Agree.  No,  sir,  we  have  not  seen  it  yet. 

Mr.  RoBisoN.  We  understood,  or  at  least  that  was  part  of  the  justi- 
fications for  devaluation,  that  it  might  tend  to  slow  imports  and  help 
us  with  exports  so  we  would  get  on  top  of  our  balance-of -trade  prob- 
lem. 

Mr.  Agree.  Last  month  did  show,  I  believe  for  the  first  time,  a 
change  in  the  balance  of  trade  on  the  U.S.  side,  Mr.  Robison. 

Mr.  RoBisoN.  Thank  you,  sir. 

WORKLOAD  increases 

Mr.  Agree.  As  I  indicated,  workload  increases  are  continuing  at  an 
accelerated  rate  in  the  first  6  months  of  1973.  Commercial  aircraft  pas- 
senger arrivals  are  up  almost  17  percent,  and  invoices  of  foreign  im- 
portations up  nearly  16  percent,  along  with  an  increase  of  almost  7 
million  persons  crossing  our  land  borders  during  the  first  two  quar- 
ters of  this  fiscal  year. 

In  1973,  we  were  provided  with  no  additional  manpower  to  handle 
increased  workload.  Moreover,  in  conjunction  with  the  President's 
economic  program,  the  Bureau  of  Customs  reduced  its  employment  by 
450  average  positions  and  effected  savings  of  $4.5  million.  In  addition 
to  this,  our  1973  appropriation  request  was  reduced  $3,326,000,  and  we 
have  also  made  plans  to  absorb  $2.5  million  of  the  January  1973  pay 
raise.  In  addition  to  these  cuts  in  funds,  there  is  a  continuing  impact 
in  1973  as  a  result  of  the  fiscal  year  1972  surcharge  program  which  left 
us  with  large  backlogs  of  unliquidated  entries. 

We  have  absorbed  a  large  number  of  unbudgeted  costs  this  year, 
all  of  which  have  eroded  funds  available  of  manpower  and  other 
needed  items.  Examples  are  included  in  the  prepared  text  which  I 
have  submitted. 

As  a  major  enforcement  arm  of  the  Department  of  the  Treasury, 
we  are  charged  with  a  wide  range  of  investigative  responsibilities. 
Seizure  statistics  of  narcotics  and  dangerous  drugs  for  calendar  year 
1972  show  large  increases  in  nearly  every  category.  I  would  like  to 
introduce  for  the  record  a  chart  which  shows  the  increase  of  our  nar- 
cotic and  dangerous  drug  seizures  over  the  past  several  years. 

[The  information  follows :] 
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U.S.  BUREAU  OF  CUSTOMS,  CALENDAR  YEAR  SEIZURES 

Number  of  seizures 

1967                 1968                 1969                   1970 

1971 

1972 

568 

239 

124 

246 

6,312 

1,757 

1,441 


10,687 


1,108.85 

166. 12 

47.93 

106.37 

201,557.68 

6,899.69 


617 

639 

113 

275 

11,254 

3,119 

2,090 


18, 107 


Heroin 235                   257  221  324 

Cocaine... "562                 '270  »322  137 

Opium 20                    34  37  105 

Other  narcotics 266 

IVIarihuana 3  2,026                2,246  2,504  6,031 

Hashish.. 26  379  1,117 

Dangerous  drugs 604  829  1,409 

Total 2,843                3,437  4,292  9,389 

Quantity  in  pounds 

Heroin 194.65              224.70  209.58  346.0 

Cocaine i  1,447.57            2  177.20  2  155.59  376.11 

Opium 15.9                 28.11  18.92  28.15 

Other  narcotics 25.86 

Marihuana. 348,410.12         64,412.38  59.839.50  149,772.33 

Hashish.... 131.88  1,602.02  3,811.03 

Dangerous  drugs  (5- 
grain  units) 4,696,347.0     8,193,173.0      10,715.920.0      8,842,273.0      12,759,079.0 


215.66 

620.69 

52.35 

188.84 

365,420.51 

8,754.05 


'  Includes  dangerous  drugs  of  over  1,000,000  5-grain  units  and  other  narcotics. 

2  Includes  other  narcotics. 

3  Includes  hashish  and  marihuana. 

I  might  mention  in  calendar  year  1972  we  increased  our  seizures  of 
narcotics  69  percent,  over  18,000  seizures,  as  opposed  to  calendar  year 
1971. 

CUSTOMS  COOPERATION  COUNCIL 

The  Bureau  is  continuing  its  participation  in  the  activities  of  the 
Customs  Cooperation  Council,  an  international  organization  located 
in  Brussels,  Belgium,  consisting  of  68  member  countries.  The  Council 
deals  in  all  phases  of  customs  matters  and,  in  the  narcotic  area,  it  is  a 
focal  point  for  customs  enforcement  agreements  developed  on  a  bi- 
lateral or  multilateral  basis.  Other  areas  of  interest  are  included  in  the 
prepared  text. 

AIR  SECURITY  PROGRAM 

Present  Department  of  Transportation  and  Office  of  Management 
and  Budget  plans  call  for  a  complete  phaseout  of  the  Federally  funded 
air  security  program — where  we  have  our  customs  security  officials 
popularly  known  as  sky  marshalls — by  the  end  of  fiscal  year  1974.  We 
expect  that  after  customs  participation  in  the  antihijacking  program 
ends,  we  will  be  left  with  approximately  600  security  officers  and  125 
supervisory,  clerical,  and  support  personnel  on  our  rolls.  These  men 
and  women,  who  have  been  carefully  selected,  investigated,  and 
trained,  will  be  utilized  as  far  as  possible  as  a  pool  from  which  to 
draw  for  other  customs  needs. 


EXAMINITION  AND  SCREENING  PROCEDURES 

Following  the  committee's  hearings  on  examination  and  screening 
procedures  at  San  Ysidro,  this  committee  requested  Customs  to  submit 
a  comprehensive  report  on  nationwide  resource  deficiencies  and  an 
affirmative  action  plan  for  minority  recruitment  and  special  training 
of  customs  personnel.  I  have  that  report  and  shall  submit  it  for  the 
record. 

[The  information  follows :] 
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MARCH  1973  REPORT  TO  THE  HOUSE  OF  REPRESENTATIVES 
COMMITTEE  ON  APPROPRIATIONS 

The  Bureau  of  Customs  submits  the  following  report  in  response  to  the 
questions  addressed  to  the  Treasury  Department  by  the  House  of  Representa- 
tives Committee  on  Appropriations  following  the  Committee  hearings  under 
the  chairmanship  pro  tern  of  Honorable  Edward  R.  Roybal ,  which  were  held 
in  late  April  and  early  May  1972,  in  San  Diego,  California.  The  report, 
which  is  to  be  presented  to  the  Committee  during  the  regular  hearings 
on  the  Fiscal  Year  1974  budget  requests,  answers  the  following  questions: 

1.  Develop  a  comprehensive  report  on  the  various  ports  of 
entry  (land,  sea  and  air)  detailing  the  deficiencies  in 
manpower,  facilities,  equipment,  et  cetera,  that  tend 
to  inhibit  a  satisfactory  performance  of  the  Customs 
mission. 

2.  Develop  a  comprehensive  affirmative  action  program  for 
recruitment  and  training  of  Customs  personnel,  including 
language  training,  and  special  training  in  the  screening 
and  processing  of  persons  crossing  our  borders. 

3.  Provide  the  Committee  with  a  comprehensive  listing  of  the 
actions  taken  since  the  hearings  on  the  Fiscal  Year  1973 
budget  to  correct  existing  deficiencies  at  all  ports  of 
entry. 

In  summary,  the  following  resource  deficiencies  have  been  identified  in 
response  to  Question  #1: 

1.  5,830  Full-time  and  180  Part-time  position  deficiencies 
requiring  an  estimated  $88,000,000  to  correct. 

2.  Facility  deficiencies  for  which  costs  can  be  estimated 
requiring  an  estimated  $6,600,000  to  correct  and  addi- 
tional facility  deficiencies  for  which  costs  have  not 
yet  been  estimated. 

3.  Equipment  deficiencies  requiring  an  estimated  $12,000,000 
to  correct. 

4.  Miscellaneous  deficiencies  requiring  an  estimated 
$1,800,000  to  correct. 

The  response  to  Question  #2  outlines  the  comprehensive  affirmative  ac- 
tion program  for  recruitment  and  training  which  has  been  developed  and 
implemented  since  the  Committee  hearings  in  San  Diego. 

The  response  to  Question  #3  provides  a  detailed  listing  of  the  requested 
information. 
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In  preparing  the  response  to  the  major  question  concerning  resource 
deficiencies  at  ports  of  entry.  Customs  has  made  a  careful  and  sober 
evaluation  of  its  needs  at  this  time. 

While  we  have  not  hesitated  to  comprehensively  describe  all  of  our 
requirements,  neither  have  we  identified  resource  items  other  than 
those  which  we  truly  feel  are  needed  to  satisfactorily  perform  the 
Customs  mission.  In  fact,  some  of  the  same  manpower  deficiencies, 
representing  approximately  16  percent  of  the  total  position  require- 
ments identified  in  this  report,  are  included  in  Customs  Fiscal  Year 
1974  budget  presentation. 
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QUESTION  #1 

"Develop  a  comprehensive  report  on  the  various  ports  of  entry  (land,  sea, 
and  air)  detailing  the  deficiencies  in  manpower,  facilities,  equipment, 
et  cetera,  that  tend  to  inhibit  a  satisfactory  performance  of  the  Customs 
mission." 

RESOURCE  DEFICIENCIES 

A  summary  of  the  manpower,  facilities,  equipment,  and  other  deficiencies 
at  ports  of  entry  is  presented  below.  Detailed  descriptions  are  presented 
on  charts  at  the  end  of  the  response  to  Question  #1.  Personnel  cost 
estimates  include  the  full  cost  of  bringing  an  individual  on-bourd; 
i.e.,  uniforms,  personal  equipment  and  firearms,  space,  training,  etc. 

Manpower  Number  Cost 


Inspectors 

1,325 

$17,745,000 

Import  Specialists 

350 

9,996,000 

Clerical  Support  for 

Import  Specialists 

350 

4,025,000 

Customs  Patrol  Officers 

2,521 

37,578,000 

Clerical  Support  for 

Customs  Patrol  Officers 

107 

1,285,000 

Customs  Law  Specialists 

30 

660,000 

Clerical  Support  for 

Customs  Law  Specialists 

20 

230,000 

Dog  Handlers 

20* 

270,000 

Other  Operational  Personnel 

614 

8,194,000 

Regional  and  Headquarters 

Support  Personnel 

493 

6,757,500 

Part-time  Personnel 

180 

1,208.250 

TOTAL  MANPOWER 

6,0l0 

$87,948,750 

Facilities 

Operational  Requirements  $  6,541,900 

Investigative  Requirements  96,000 


$  6,637,900** 


*This  number  is  in  addition  to  those  Dog  Handler  positions  requested 
in  Customs  Fiscal  Year  1974  budget  submission. 

**This  figure  represents  only  those  costs  which  can  be  estimated  at 
this  time.  Additional  facilities  requirements  have  been  identified 
for  which  costs  are  indeterminate.  Most  are   construction  projects 
for  which  the  General  Services  Administration  (GSA)  has  responsibility, 
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Equipment  Cost 

Operational  Requirements  $  7,737,200 

Investigative  Requirements  4,241,000 

$11,978,200 

Miscellaneous  $  1 ,846,000 

TOTAL  COST  $108,410,850 

DISCUSSION 

The  large  increases  in  international  trade  and  travel  have  strained  the 
capability  of  the  United  States  Government  to  process  this  traffic.  As 
specific  workload  data  cited  below  shows,  increases  in  Customs  resources 
have  not  kept  pace  with  these  workload  increases. 

In  addition  to  the  increases  in  the  quantity  of  cargo,  persons,  and  vehicles 
which  must  be  examined,  the  quality  of  the  examination  process  has  had  to 
be  improved,  and  new  techniques  introduced,  in  order  to  interdict  the  flow 
of  narcotics  and  dangerous  drugs  into  the  United  States.  These  activities 
have  placed  a  further  strain  on  Customs  capability  to  perform  its  mission. 
Also,  Customs  has  had  to  assume  responsibility  for  enforcement  of  a  number 
of  recently  passed  laws,  including  the  National  Traffic  and  Motor  Vehicle 
Safety  Act,  the  Motor  Vehicle  Air  Pollution  Control  Act,  the  Endangered 
Species  Conservation  Act,  and  the  Currency  and  Foreign  Transactions  Report- 
ing Act. 

The  facts  are  that  since  1950,  the  numbers  of  persons  and  vehicles  annually 
arriving  in  the  United  States  have  more  than  tripled,  and  the  number  of  for- 
mal entries  of  merchandise  per  year  has  almost  quadrupled.  These  and  other 
measures  of  increased  workload  are  shown  below: 


fl 

1950 

FY  1972 

%  Increase 

Persons  arriv- 

ing in  the  U.S. 

68,593,979 

236,775,280 

+245 

Vehicles  arriv- 

ing in  the  U.S. 

22,165,687 

70,336,964 

+217 

Formal  entries 

761 .746 

2,865,759 

+276 

Collections 

$ 

428,886,000 

$  4,197,348,000 

+878 

Value  of  im- 

ported merchan- 

dise 

$7 

,024,169,000 

$50,129,200,000 

+613 
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During  the  period  1950  to  1972,  the  level  of  Customs  personnel  has 
increased  just  41  percent  from  7,839  to  11,083.* 

Before  detailing  Customs  deficiencies  in  manpower,  facilities  and 
equipment,  it  is  appropriate  to  briefly  discuss  the  problems  asso- 
ciated with  each  type  of  port  of  entry  (land,  sea,  air)  which  require 
substantial  increases  in  Customs  resources  if  they  are  to  be  dealt 
with  effectively. 

Border  Ports 


The  general  increase  in  tourism  and  trade  has  had  a  tremendous  impact 
at  the  border  ports.  The  new  popularity  of  house  trailers  and  camping 
vehicles  has  greatly  increased  the  use  of  small  border  ports  by  growing 
legions  of  mobile  campers.  For  example,  at  f^adawaska,  Maine,  on  the 
Canadian  Border,  vehicles  processed  have  increased  from  840,486  to 
1,420,135  in  the  last  five  years.  At  Brownsville,  Texas,  on  the  Mexican 
Border,  vehicles  processed  have  increased  from  2,788,720  to  3,949,646  in 
the  last  five  years. 

The  new  automotive  trade  agreement  with  Canada  has  spurred  great  increases 
in  the  importation  of  auto  parts  and  has  contributed  to  large  cargo  work- 
load increases  along  the  northern  border.  At  Detroit,  Michigan,  vehicles 
and  freight  cars  processed  have  increased  from  4,952,115  to  6,049,331 
between  1967  and  1972. 

Neither  the  facilities  nor  the  manpower  are  available  to  control  this  new 
surge  of  business  along  our  border  areas.  The  special  problems  of  narco- 
tics smuggling,  especially  on  the  southern  border,  have  had  a  tremendous 
impact  on  workload  in  the  enforcement  and  investigative  areas. 

Seaports 

Though  not  as  seriously  affected  by  the  growth  in  trade  and  travel,  the 
seaports  are  faced  with  many  new  problems  which  tend  to  reduce  Customs 
effectiveness.  Containerized  merchandise  is  more  difficult  to  examine 
at  the  port  of  arrival.  New  inland  ports  needed  to  examine  merchandise 
at  the  cities  of  destination  cannot  be  opened  due  to  lack  of  available 
manpower.  LASH,  a  new  system  whereby  small  shallow  draft  ships  are  sent 
upriver  from  the  ocean-going  parent  ship,  has  created  numerous  control 
problems  and  has  increased  business  at  inland  ports  to  the  extent  that 
current  staffs  no  longer  can  process  the  workload  effectively.  Narcotics 
smuggling  also  has  had  a  profound  impact  upon  workload  at  seaports. 

At  seaports  and  at  airports  Customs  must  rely  on  terminal  operators  to 
provide  necessary  work  space.  Customs  supplies  a  necessary  service; 
nevertheless.  Customs  is  a  nonpaying  tenant,  and  the  facilities  provided 
are  often  inadequate  if  not  unsatisfactory. 


*Average  positions  (non-reimbursable) 


764 


Airports 


The  advent  of  special  group  fares,  jumbo  jets,  and  increased  recreational 
travel  has  caused  a  phenomenal  increase  in  the  number  of  passengers  clear- 
ing Customs  at  our  airports.  The  total  number  of  passengers  cleared  by 
Customs  at  international  airports  has  increased  from  8,523,059  to 
14,540,278  during  the  past  five  years,  and  from  4,306,960  to  14,540,278 
during  the  past  ten  years.  Problems  associated  with  this  growth  have 
been  compounded  by  the  growing  drug  problem  and  Customs  commitment  to 
prevent  smuggling  of  illegal  substances. 

The  large  cargo  jets  have  contributed  to  dramatic  increases  in  the  entry 
of  air  cargo,  particularly  at  ports  having  large  international  airports, 
to  the  extent  that  both  control  and  security  have  become  major  problems. 
For  example,  formal  entries  of  merchandise  arriving  at  J.  F.  K.  Inter- 
national Airport  have  increased  from  206,837  to  298,701  in  the  past 
five  years. 

In  addition  to  the  increases  in  the  number  of  international  flights, 
these  flights  are  arriving  at  a  larger  number  of  airports.  The  dis- 
persal of  workload  hinders  the  efficient  use  of  available  resources; 
particularly  in  view  of  the  peak  workloads  generated  by  airline 
scheduling. 

INCREASING  REVENUES 

For  Fiscal  Year  1972,  Customs  collected  $21.23  in  duty  and  taxes  for  each 
dollar  spent.  In  addition  to  strengthening  our  defenses  against  the  smug- 
gling of  narcotics  and  dangerous  drugs,  the  additional  resources  described 
above  would  produce  additional  revenues,  although,  not  necessarily  at  the 
same  rate  of  return. 


DETAILS  OF  RESOURCE  REQUIREMENTS 

In  the  detailed  pages  which  follow,  operational  requirements,  which  have 
been  identified  by  port  of  entry,  are  discussed  separately  from  investiga- 
tive requirements,  which  have  been  identified  by  Investigations  Districts. 
The  resource  requirements  identified  in  the  investigative  area  are  all 
related  to  the  requirement  for  additional  Customs  Patrol  Officers.  Since 
patrol  forces  are  mobile  in  nature  and  have  responsibility  for  patrolling 
airports  and  large  areas  of  waterfront  and  land  borders,  they  cannot  be 
associated  with  specific  ports. 
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INVESTIGATIVE  RESOURCE  REQUIREMENTS 

In  setting  forth  the  investigative  resource  requirements  of  the  Bureau  of 
Customs,  careful  study  and  analysis  of  the  present  duties  of  Special  Agents 
and  Customs  Patrol  Officers  (CPOs)  have  been  made.  Customs  believes  that 
if  the  CPO  force  were  professionalized  and  strengthened,  freeing  Special 
Agents  to  devote  full  time  to  investigative  matters,  our  needs  would  be  met 
at  this  time. 

The  CPOs  perform  an  important  patrol  function  at  our  various  ports  of  entry. 
In  1946,  Customs  employed  1,650  Customs  Enforcement  Officers,  presently 
known  as  Customs  Patrol  Officers.  Today,  the  authorized  strengf-  is  916, 
slightly  over  half  of  those  employed  in  1946;  yet,  since  that  period  of 
time,  the  number  of  passengers  arriving  has  increased  by  approximately 
500  percent;  the  number  of  arriving  aircraft  has  increased  by  500  percent; 
the  number  of  vessels  arriving  has  remained  constant;  and  the  number  of 
formal  entries  of  merchandise  has  increased  by  over  400  percent.  Cargo 
theft  has  become  a  major  problem  accounting  for  an  estimated  current  loss 
of  over  $37  million  in  merchandise  annually.  Much  of  this  theft  and  pil- 
ferage occurs  while  the  property  is  in  the  constructive  custody  o^"  Customs. 
In  addition,  this  country  is  faced  with  a  narcotics  problem  which  was  un- 
known in  1946.  Significantly,  all  of  the  heroin  and  cocaine  used  in  this 
country  is  smuggled. 

During  the  period  of  September  1961  to  April  1962,  a  comprehensive  study 
was  made  of  the  Bureau  of  Customs  enforcement  requirements.  In  that  re- 
port, it  was  stated,  "In  law  enforcement,  radio  patrol  is  called  the  back- 
bone of  a  department."  The  report  further  stated  that  the  ratio  of  seizures 
per  officer  declined  as  the  patrol  force  was  reduced.  These  statements  are 
as  true  today  for  all  enforcement  officers  as  they  were  in  1962.  Customs  is 
no  exception. 

In  recent  years,  we  have  increased  our  investigative  staff  by  approximately 
300  percent.  However,  our  oatrol  force  is  less  today  than  it  was  in  1946. 
Today  in  our  Baltimore  Investigations  District,  which  includes  Virginia, 
Maryland,  Delaware,  Pennsylvania,  and  Southern  New  Jersey,  we  employ  79 
Customs  Patrol  Officers.  To  provide  a  one-man,  24-hour,  seven-days-a-week 
patrol  takes  4.5  man-years.  Therefore,  for  this  area,  which  includes  major 
seaports  of  Philadelphia,  Baltimore,  and  Norfolk,  and  major  international 
airports  at  Philadelphia,  Baltimore,  and  Washington,  D.  C,  we  are  able 
to  provide  only  17-1/2  patrols.  At  the  seaports,  these  patrols  cover: 

-  277  miles  of  waterfront  at  Philadelphia,  currently  receiving 
3,945  vessel  arrivals  a  year  requiring  Customs  clearance; 

-  60  miles  of  waterfront  at  Baltimore,  currently  receiving 
3,457  vessel  arrivals  a  year  requiring  Customs  clearance;  and 

-  125  miles  of  waterfront  at  Norfolk,  currently  receiving  3,827 
vessel  arrivals  a  year  requiring  Customs  clearance. 
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At  the  airports  these  patrols  cover: 

-  Philadelphia  International  Airport,  currently  receiving 
3,621  aircraft  arrivals  a  year  requiring  Customs  clearance; 

-  Friendship  International  Airport,  currently  receiving 

2,348  aircraft  arrivals  a  year  requiring  Customs  clearance;  and 

-  Dulles  International  Airport,  currently  receiving  3,090 
aircraft  arrivals  a  year  requiring  Customs  clearance. 

Searching  of  vessels  and  aircraft  at  these  ports  must  be  performed  on  an 
ad  hoc  basis  by  a  minimum  number  of  personnel. 

Inour  land  border  areas,  Customs  has  no  patrol  capability  whatsoever. 
While  Customs  has  the  responsibility  for  performing  a  patrol  function  in 
these  areas,  we  do  not  have  the  CPOs  necessary  to  do  the  job.  Consequently, 
any  surveillance  or  patrolling  of  the  border  must  be  performed  by  investi- 
gative personnel,  at  an  Investigator's  salary.  If  we  had  the  required 
resources,  these  duties  could  be  performed  by  CPOs,  whose  average  grades 
are  much  lower  than  those  of  Investigators.  Furthermore,  patrol  duties  can 
be  performed  more  effectively  by  a  full-time  professional  patrolman  than  by 
an  Investigator  who  performs  them  only  intermittently. 

Establishment  of  an  adequate  CPO  force  at  seaports,  airports,  and  along  land 
borders  would  require  the  following  additional  resources: 

DESCRIPTION  COST 

Manpower 

2,521  Customs  Patrol  Officers         $37,578,000 
107  Clerical  Support  1,285,000 

250  Regional  Hqtrs.  Support  Personnel    3,375,000 

Facilities 


Radio  repeater  stations  96,000 

Equipment 

Vehicles  816,000 

Trailerable  and  other  watercraft  2,430,000 

Radio  equipment  916,000 

Miscellaneous  equipment  79,000 

TOTAL  COST  $46,575,000 
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In  surmary.  Customs  presently  has  only  partially  staffed  patrol  forces 
at  major  seaports  and  airports  and  a  limited  capability  on  the  land 
borders.  Without  a  sufficiently  staffed  CPO  force  at  these  locations. 
Customs  cannot  adequately  perform  those  functions  necessary  to  prevent 
the  smuggling  of  merchandise  and  contraband  into  this  country  and  the 
pilferage  of  merchandise  at  ports. 

The  following  chart  portrays  Customs  major  investigative  requirements 
by  Investigations  Districts. 
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OPERATIONAL  RESOURCE  REQUIREMENTS 


In  detennining  operational  resource  deficiencies  at  Customs  ports  of 
entry,  careful  analysis  has  been  made  of  the  situation  at  each  of 
these  locations.  The  requirements  which  are  detailed  on  the  charts 
which  follow  are  those  which  would  be  required  to  correct  current 
operating  problems  directly  at  the  ports.  Some  of  the  major  cate- 
gories of  deficiencies  and  the  problems  which  dictate  a  need  for 
additional  resources  are  described  briefly  below: 

1.  Inspectors.  Additional  Inspectors  are  required  for  a 
variety  of  reasons  in  addition  to  the  general  trends  o? 
increased  Customs  workload  cited  above.  Some  of  these 
are: 

a.  Manpower  to  allow  for  a  minimum  level  of  inspection 
of  cargo  containers  in  order  to  detect  and  prevent 
smuggling  and  fraud.  The  present  level  of  inspec- 
tion is  not  what  it  should  be  due  to  inadequate  man- 
power . 

b.  Customs  presently  has  ports  of  entry  in  remote  areas 
staffed  by  only  one  inspector  on  an  8  a.m.  to  5  p.m. 
shift.  Staffing  at  these  ports  must  be  upgraded  to  a 
minimum  level  of  two  inspectors.  While  in  the  past 
one-man  ports  were  acceptable,  today  the  lone  Inspector 
is  working  in  a  different  environment  and  the  hazards 
of  his  job  have  increased  tremendously.  Increased 
cooperation  with  other  agencies  is  resulting  in  Customs 
apprehension  of  fugitives  who  have  warrants  outstand- 
ing against  them.  Furthermore,  with  the  growth  of  the 
drug  problem.  Inspectors  are  having  to  deal  with  a 
more  vicious  type  of  criminal.  Also,  at  ports  where 

it  is  not  possible  to  close  off  entry  points,  the 
requirement  exists  to  maintain  a  24-hour  operation  to 
prevent  illicit  activity  which  now  occurs  most  fre- 
quently during  the  hours  when  these  ports  are  closed. 

c.  The  continuation  of  preclearance  activities,  as  required 
by  the  passage  of  House  Joint  Resolution  345,  will 
necessitate  an  increase  of  222  Inspectors  positions  at 
preclearance  airports  in  order  to  increase  enforcement 
effectiveness  to  the  maximum  level  possible  under  the 
preclearance  inspection  system.  These  positions  have 
been  identified  on  the  detailed  charts. 

2.  Import  Specialists.  The  large  increases  in  Customs  work- 
load  have  not  been  spread  equally  among  the  various  ports. 
In  general,  the  large  cargo  workload  increases  have  occurred 
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along  the  northern  and  southern  borders  and  at  those  ports 
that  have  large  international  airports.  Annual  growth 
rates  of  10  to  20  percent  at  these  locations  are  not 
uncommon.  Ports  that  handle  strictly  ship  cargo  have 
had  much  slower  growth  rates,  in  some  cases  2  to  4  percent 
per  year.  The  resource  requirements  reflected  in  the  charts 
which  follow  reflect  these  uneven  growth  rates. 

The  greatest  need  for  increased  staff  occurs  in  those  areas 
most  heavily  affected  by  these  recent  workload  increases. 
The  Customs  districts  involved  are  Los  Angeles,  San  Dieoo, 
Seattle,  Ogdensburg,  Buffalo,  Detroit,  and  Chicago.  Growth 
rates  for  the  last  five  years  for  these  Customs  districts 
are  shown  below: 

Growth  of  Formal  Entries  Between  1967  and  1972 

San  Di  ego 114% 

Seattle 72% 

Ogdensburg 65% 

Detroit 61% 

Buffalo 53% 

Los  Angel  es 50% 

Chicago 46% 

The  staff  increase  at  New  York  is  needed  because  of  the 
rapid  growth  of  air  cargo  operations  at  the  JFK  Airport 
and  the  withdrawal  of  postal  help  from  Customs  Mail  Opera- 
tions in  the  New  York  area. 

3.  Other  Personnel .  The  other  full -time  position  requirements 
identified  on  the  charts  which  follow  are  comprised  of  a 
variety  of  categories  of  personnel  including  Manifest  Clerks, 
Dog  Handlers,  Warehouse  Officers,  Secretaries,  supervisors, 
and  Technical  Aids.  Part-time  positions  include  student  aids, 
a  variety  of  clerical  and  management-level  personnel,  and 
Inspectors.  Those  types  representing  Customs  most  pressing 
requirements  are  discussed  below: 

a.  Administrative/Clerical  Personnel .  In  performance 
of  Customs  appraisement  and  collection  and  inspection 
and  control  functions,  diversion  of  technical  manpower 
to  perform  clerical  or  lower-level  merchandise  pro- 
cessing functions  is  often  required  due  to  lack  of 
adequate  support  personnel.  Furthermore,  this  defi- 
ciency is  having  a  tremendously  adverse  impact  in  the 
Import  Specialists'  functional  area  in  that  these  indi- 
viduals are  becoming  increasingly  "desk-bound"  for  lack 
of  clerks  to  process  shipments  that  do  not  require  the 
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expert  attention  of  an  Import  Specialist.  Accordingly, 
350  clercial  positions  have  been  identified  in  support 
of  the  some  700  Import  Specialist  Teams,  comprised  of 
two  or  three  Import  Specialists  each,  currently  in  the 
regions.  At  present,  clerical  support  for  these  teams 
is  virtually  non-existent.  These  additional  positions 
would  allow  every  two  teams  to  have  one  clerk. 

b.  Chemists.  The  workload  of  the  Customs  laboratories  has 
been  increasing  rapidly,  as  shown  below,  without  accom- 
panying increases  in  personnel.  Also,  increases  in  the 
number  of  Inspectors  and  Import  Specialists  described 
in  this  report  would  bring  about  even  larger  increases 
in  the  number  of  samples  of  drug  contraband  and  of  mer- 
chandise requiring  analyses.  In  response  to  this  defi- 
ciency, 12  Chemist  positions  have  been  identified  for 
the  Customs  laboratories. 

The  following  table  shows  the  increase  in  workload  be- 
tween Fiscal  Years  1963  and  1972: 

Fiscal      Number  of  Samples  of  Narcotics 

^6ar       Samples  Analyzed      and  Dangerous  Drugs 

1963  138,658  8,953 

1972  170,265  51,939 

c-  l^ail  Processing  Support  Positions.  A  requirement  for 
some  460  laborial  and  Customs  Aid  positions  for  the 
mail  divisions  at  various  ports  has  been  identified 
in  order  to  increase  manpower  to  a  level  comparable 
with  the  great  workload  increases  in  this  area. 

d.  Dog  Handlers.  Although  dogs  have  been  used  in  the 
detection  of  drugs  other  than  hard  narcotics  for  a 
limited  time  and  a  limited  number  of  resources  have 
been  committed  to  this  program,  the  practice  has 
proved  to  be  extremely  effective.  Within  the  past 
year,  Customs  has  trained  several  dogs  to  detect 
hard  narcotics.  Customs  now  has  34  trained  handlers 
and  55  detector  dogs,  29  of  which  can  detect  all 
forms  of  concealed  narcotics.  A  requirement  for  65 
additional  dog  handlers,  6  support  personnel,  and 
95  detector  dogs  has  been  identified  in  Customs  Fiscal 
Year  1974  budget  submission.  Additionally,  a  require- 
ment for  39  dogs  and  20  handlers  has  been  identified 
in  this  report. 
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e.  Regional  and  Headquarters  Support  Personnel . 
Should  the  funds  be  provided  to  correct  the 
resource  deficiencies  identified  in  this  report, 
an  additional  243  personnel  would  be  needed  to 
provide  the  incjreased  administrative  services,  legal 
services,  and  other  support  which  would  be  required. 

4.  Facilities.  Upgrading  of  facilities  is  urgently  required 
at  many  ports  of  entry.  Most  border  clearance  facilities 
were  built  when  the  emphasis  was  on  revenue  collection. 
Today  the  emphasis  is  on  enforcement.  Yet  a  great  majority 
of  ports  of  entry  are  without  adequate  secondary  inspection 
areas.  Additionally,  many  ports  have  no  facilities  to 
examine  large  shipments  of  cargo  arriving  by  train  or  truck. 

5.  Equipment.  Customs  ports  of  entry  have  deficiencies  in  a 
large  variety  of  equipment.  Some  of  the  deficiencies  com- 
mon to  a  large  number  of  ports  are  identified  below: 

a.  Radio  Equipment.  Additional  radio  equipment  is  required 
in  order  to  improve  utilization  and  dispatch  of  Customs 
employees.  Radio  equipment  is  a  must  for  timely  trans- 
mission of  information  related  to  enforcement  matters. 
Furthermore,  many  border  stations  are  located  in  remote 
areas  and  supervisors  have  great  difficulty  communicating 
with  Customs  officers  at  those  locations. 

b.  Portable  Calculators.  With  the  dramatic  increases 
in  tourism,  it  is  no  longer  possible  for  an  Inspec- 
tor, without  aid  of  a  mechanical  calculator,  to 
apply  the  multiple  rates  of  duty  against  tourist  pur- 
chases without  causing  unreasonable  delays.  Additionally, 
hand-held  calculators  help  an  Inspector  make  efficient 
use  of  his  time  at  cargo  areas  in  the  computation  of 
duty  and  values  related  to  informal  entries.  Accord- 
ingly, a  requirement  has  been  identified  for  some 

2,000  portable  calculators. 

c.  Video  Equipment.  Because  of  the  high  frequency  of  pub- 
lic  contact  and  the  need  to  question  and  examine  persons 
and  examine  their  vehicles  and  belongings.  Inspectors 
must  be  particularly  sensitive  to  the  proper  handling 

of  these  situations.  Video  equipment  has  been  found  to 
be  an  invaluable  aid  in  documenting  particularly  diffi- 
cult situations  about  which  questions  might  later  be 
answered  concerning  an  Inspector's  handling  of  a  situa- 
tion. It  is  also  helpful  in  supervision  and  training. 
This  report  identifies  a  requirement  for  video  equip- 
ment at  40  locations  at  an  estimated  cost  of  $120,000. 
This  equipment  will  be  assigned  to  high  priority/high 
risk  ports  of  entry. 


774 

d.  Automobile  Inspection  Ramps.  Several  requirements 
have  been  identified  for  ramps  at  ports  of  entry 
where  either  there  are  none  now  or  where  more  are 
required.  Inspection  ramps  allow  for  effective  and 
expeditious  examination  of  the  underside  of  auto- 
mobiles. 

e.  CADPIN  Equipment.  Some  $4-1/2  million  in  CADPIN 
equipment  has  been  identified  in  support  of  the 
Name  Query  System.  A  test  conducted  at  the  Miami 
Airport  has  demonstrated  the  feasibility  and  desira- 
bility of  expanding  the  data  base  and  use  of  CADPIN 
to  perform  name  searches  at  airports  regarding 
arriving  passengers.  Some  300  terminals  will  be 
needed  at  approximately  35-50  locations. 

The  specific  airports  where  these  terminals  will 
be  placed  have  not  yet  been  identified.  Additionally, 
40  terminals  are  required,  predominantly  at  northern 
border  crossings,  to  provide  the  same  capability  at 
ports  of  entry  other  than  airports.  Their  estimated 
cost  is  $600,000. 

f-  Gating  for  Unsupervised  Border  Roads.  Approximately 
$400,000  is  needed  to  place  gates  on  roads  along 
both  the  northern  and  southern  borders  where  Customs 
services  are  not  provided.  Presently,  posted  signs 
inform  travelers  to  report  to  the  closest  designated 
Customs  office.  However,  this  procedure  is  not  ef- 
fective. The  ports  requiring  this  gating  have  been 
identified  along  the  northern  border.  However,  analy- 
sis of  the  southern  border  is  not  yet  complete. 

9-  Laboratory  Equi pment .  A  requirement  for  $200,000 

in  supportive  laboratory  equipment  has  been  identified. 
.  This  equipment  is  needed  to  update  and  improve  present 
analytical  capabilities  and  to  support  the  additional 
Chemists  for  which  a  requirement  has  been  identified. 

5.  Miscellaneous  Requirements 

Import  Specialists  Training  and  Travel .  In  support  of  a  pro- 
gram  currently  being  implemented  to  increase  the  effectiveness 
of  Import  Specialists,  some  $1,171,000  are  required  for  travel 
to  importers'  premises,  trade  fairs,  seminars,  etc.;  and 
$575,000  are  required  for  training  in  accounting  and  records 
review. 

A  summary  of  the  resources  needed  to  remedy  the  operational  deficiencies 
described  above  is  shown  on  the  following  chart.  Following  the  summary 
chart  are  detailed  port-by-port  descriptions  of  the  resources  required 
to  perform  Customs  mission. 
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REGION  I 


PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Portland 


Bangor 


Bn'dgewater 


Calais 


Eastport 


Manpower 

Import  Specialist  (1) 

Other  Full-time  (1) 

Part-time  (8) 
Facilities 

Upgrading 
Equipment 

Upgrading 

Manpower 

Inspectors  (2) 

Facilities 
Vehicle  ramp 

Manpower 

Inspector  (1) 

Part-time  (1) 
Facilities 

New  station  and  upgrading 

Manpower 

Inspectors  (14) 

Part-time  (2) 
Facilities 

Upgrading;  provide  secondary  area 

New  border  station  (GSA  responsibility) 
Equipment 

Upgrading 

Manpower 

Inspector  (1) 

Part-time  (1) 
Facilities 

Upgrading 


$  16,500 
13,500 
54,000 

4,600 

2,100 

30,000 

700 


15,000 
6,750 


66.000 


210,000 
13,500 


4,700 
indeterminate 


2,000 


15,000 
6.750 


2,000 
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PORT 


Ft.  Fairfield 


Ft.  Kent 


Houlton 


Jackman 


Limestone 


DEFICIENCY 


REMARKS 


DESCRIPTION 


Manpower 

Inspectors  (3) 

Other  Full-time  (1) 

Part-time  (1) 
Facilities 

New  Station  and  Residence 
Equipment 

Upgrading 

Manpower 

Inspectors  (4) 

Part-time  (2) 
Facilities 

New  border  station  (GSA  responsibility) 
Equipment 

Upgrading 

Manpower 

Inspectors  (9) 

Other  Full-time  (1) 

Part-time  (2) 
Facilities 

New  border  station  (GSA  responsibility) 
Equipment 

Upgrading 

Manpower 

Inspectors  (9) 

Part-time  (1) 
Facilities 

Upgrading 
Equipment 

Upgrading 

Manpower 

Inspector  (1) 
Part-time  (1) 


COST 


$  45.000 
13,500 
6,750 

100,000 

5,800 

60.000 
13,500 

indeterminate 

1,200 

135.000 
13,500 
13,500 

indeterminate 

3,200 

135,000 
6,750 

2,000 

2,200 


15,000 
6,750 
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DEFICIENCY 

REMARKS 

PORT 

3 
O 

a. 

2: 

— 1 

g 

a. 
0 

Ui 

DESCRIPTION 

COST 

Madawaska 

X 

X 

Manpower 

Inspectors  (10) 
Part-time  (1) 

Equipment 
Upgrading 

$  150,000 
6,750 

2,200 

Van  Buren 

X 

X 

X 

Manpower 

Inspectors  (5) 

Part-time  (2) 
Facilities 

Residences 
Equipment 

Upgrading 

75.000 
13,500 

60,000 

1,000 

Vanceboro 

X 

X 

Manpower 

Inspectors  (5) 
Part-time  (1) 

Equipment 
Upgrading 

75,000 
6,750 

700 

St.  Albans 

X 

X 

Manpower 

Import  Specialist  (1) 
Other  Full-time  (1) 

Equipment 
Upgrading 

16,500 
13,500 

5,100 

Montreal 
(Airport) 

X 

Manpower 
♦Inspectors  (54) 

*  Required  for  preclearance 
operations. 

1,242,000 

Alburg 

X 

X 

Manpower 

Inspectors  (3) 
Part-time  (2) 

Facilities 
Upgrading 

45.000 
13,500 

300 

779 


PORT 


Beecher  Falls 

Burlington 
Derby  Line 


Highgate  Springs 


DEFICIENCY 


Island  Pond 


North  Troy 


REMARKS 


DESCRIPTION 


Manpower 

Inspectors  (2) 

Part-time  (3) 
Equipment 

Upgrading 

Equipment 
Upgrading 

Manpower 

Inspectors  (11) 

Other  Full-time  (1) 

Part-time  (8) 
Facilities 

Upgrading  station 
Equipment 

Upgrading  and  replacement 

Vehicle 

Manpower 

Inspectors  (12) 

Other  Full-time  (1) 

Part-time  (9) 
Facilities 

Secondary  area  upgrading 
Equipment 

Upgrading 

Manpower 

Inspectors  (2) 

Part-time  (2) 
Equipment 

Upgrading 

Manpower 

Inspectors  (8) 

Part-time  (2) 
Facilities 

New  border  station  (GSA  responsibility) 
Equipment 

Upgrading 


COST 


$  30,000 
20,250 


900 


200 


165,000 
13,500 
54,000 

35,000 

4,500 
3,000 


180,000 
13,500 
60,750 

2,800 

1,100 


30,000 
13.500 

1,700 


120,000 
13,500 


indeterminate 
700 


780 


PORT 


Richford 


Boston 


Providence 


Bridgeport 


New  Haven 


DEFICIEHCY 


f  I  £ 


REMARKS 


DESCRIPTION 


X  i 


COST 


Manpower 

Inspectors  (4)  $  60,000 

Other  Full-time  (1)  13.500 

Part-time  (2)  13,500 

Facilities 
Upgrading  (including  secondary  area)       14,300 

Equipment 
Upgrading  1,200 

Manpower 

Inspectors  (23)  345,000 

Facilities 

Upgrading  3,400 

Equipment 

Upgrading  123,800 

Portable  calculators  7,500 

Manpower 

Inspector  (1)  15,000 

Facilities 

Upgrading  1,700 

Equipment 

Upgrading  1,200 

Manpower 

Import  Specialist  (1)  16,500 

Facilities 
Upgrading  seizure  room  2,000 

Air  conditioning  1,500 

Equipment 
Upgrading  and  replacement  2,200 

I 

Manpower 

Inspector  (1)  15,000 

Other  Full-time  (1)  13,500 


781 


Ogdensburg 


Alexandria  Bay 


Champlain/Rouses 
Point 


Manpower 

Inspectors  (6) 

Other  Full-time  (2) 

Part-time  (2) 
Facilities 

Secondary  area  upgrading 
Equipment 

Vehicle 

Radios 

Furniture  Upgrading 

Equipment  upgrading 

Portable  calculators 

Manpower 

Inspectors  (12) 

Part-time  (10) 
Facilities 

Inspection  ramp 

Upgrading  secondary  area  and  security, 
seizure,  and  storage  room 
Equipment 

Furniture  upgrading 

Vehicle 

Radios 

Portable  calculators 

Manpower 

Inspectors  (18) 

Import  Specialists  (5) 

Other  Full-time  (2) 

Part-time  (13) 
Facilities 

New  station 

Upgrade  secondary  areas 

Upgrade  primary  lanes  and  canopies 

Upgrade  warehouse  security 


90,000 
27,000 
13,500 

9,500 

3,000 
5,600 
5,200 
6,350 
1,000 


180,000 
67,500 

700 

9,750 

2,300 
3,000 
1,500 
2,000 


270,000 
82,500 
27,000 
87,750 

50,000 

58,500 

40,000 

300 


782 


PORT 


Champlain/Rouses 
Point  (Cont.) 


Chateaugay 


Fort  Covington 


Massena 


DEFICIENCY 


REMARKS 


DESCRIPTION 


Equipment 
Vehicles 
Vehicle  ramp 
Radios 

Electronic  detector 
Furniture 
Equipment  upgrade 
Portable  calculators 

Manpower 

Inspectors  (5) 
Facilities 

Upgrading  (including  secondary  area) 
Equipment 

Radio 

Manpower 

Inspectors  (3) 

Part-time  (1) 
Facilities 

Upgrading  (including  secondary  area) 
Equipment 

Furniture 

Manpower 

Inspectors  (6) 

Part-time  (1) 
Facilities 

Warehouse  and  garage 

Upgrading  secondary  area 
Equipment 

Vehicle  ramp 

Upgrade  fur'niture 

Radios 


COST 


$  6,000 
700 
4,500 
1,000 
5,250 
300 
2,000 


75,000 

13,300 

1,500 


45,000 
6,750 


10,500 
200 


90,000 
6,750 

65,000 
9,500 

700 
1,000 
2,000 
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PORT 


Trout  River 


BuffaTo-Niagafa 
Falls 


DEFICIENCY 


Toronto 
(Airport) 


Rochester 


REMARKS 


DESCRIPTION 


Manpower 

Inspectors  (9) 

Other  Full-time  (l  ) 

Part-time  (2) 
Facilities 

New  Station 

Upgrade  facilities  including  secondary 

area 


Equipment 
Upgrading 


Manpower 

Inspectors  (32) 

Import  Specialists  (7) 

Other  Full-time  (26) 

Part-time  (17) 
Facilities 

New  secondary  inspection  buildings 

Modifications  to  inspection  canopies 

(pollution  control) 

Upgrading 
Equipment 

Upgrading 

Portable  calculators 


Manpower 
♦Inspectors  (70) 

*  Required  for  preclearance 
operations. 


Manpower 

Inspectors  (3) 


COST 


$135,000 
13,500 
13,500 

90.000 

12,400 

1,500 


480,000 
115,500 
351 ,000 
114,750 

12,000 

70,000 
21 ,000 

31,300 
5,000 


1,610,000 


45,000 


93-674  O  -  73  -  50 


784 


3RT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Syracuse 


Manpower 

Inspectors  (3) 


$  45,000 


785 

REGION  II 


PORT 


New  York  Seaport 


J.  F.  K.  Airport 


Newark 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Manpower 


Import  Specialists  (88) 
Other  Full-time  (84) 
Part-time  (30) 
Equipment 


Inspection  racks 
Baggage  carts 
Upgrade  CADPIN 
Portable  calculators 

Manpower 


♦Inspectors  (94) 
Import  Specialists  (33) 
Other  Full-time  (40) 
Part-tine  (29) 

*  Includes  40  additional  Inspector 
positions  required  at  Bermuda  for 
preclearance  operations 


Facilities 


$1,452,000 

1,134.000 

202.500 

12,000 
75,000 
28,000 
25.000 


"1,730.000 
544,400 
540,000 
195,750 


Rent  to  consolidate  facilities 
Equipment 
CADPIN  upgrading 
Upgrade  other  equipment 
Portable  calculators 

Manpower 

Inspectors  (33) 

Import  Specialists  (4) 

Other  Full-time  (33) 
Facilities 

Moving  and  rent 

Building  restoration 
Equipment 

CADPIN  upgrading 

Communications 

Portable  calculators 


300,000 

56,000 
23,000 
25,000 


495,000 

66.000 

445,500 

12,500 
25,000 

14,000 

2,500 

15,000 
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PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Philadelphia 
Chester 

Wilmington,  Del. 
Baltimore 


Washington,  D.  C. 


Norfolk 


♦Charleston,  W.VA 


Ri  chmond- 
Petersburg 


Equipment 
Portable  calculators 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 

Manpower 

Inspectors  (2) 

Import  Specialists  (4) 

Other  Full-time  (5) 
Equipment 

Upgrading 

Detector  dog 

Inspection  ramp 

Portable  calculators 

Manpower 

Inspectors  (2) 

Other  Full-time  (3) 
Facilities 

Move  to  new  facilities 
Equipment 

Upgrading 

Portable  calculators 

Manpower 

Inspector  (1). 
Equipment 

Portable  calculators 

Manpower 

Inspectors  (3) 
Facilities 

Leased  space 
Equipment 

Miscellaneous  office  equipment 

Manpower 
Other  Full-time  (2) 

♦New  port  to  open  July  1,  1973. 


5,000 


15.000 


15,000 


30,000 
66,000 
67,500 

1,000 
3,000 
1,500 
5,000 


30,000 
40,500 

4,900 

3,500 
1,000 


15,000 
3,000 

45,000 

40,000 

5,000 

27,000 
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REGION  IV 


PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Wilmington,  N.  C. 

Morehead  City 
Charlotte 

Durham 
Winston-Salem 

Charleston 


Greenville- 
Spartanburg 


Savannah 


Manpower 


Inspectors  (2) 
Other  Full-time  (3) 
Equipment 
Upgrading 
Portable  calculators 

Manpower 
Other  Full-time  (1) 


Manpower 

Inspector  (1) 

Other  Full-time  (1) 
Equipment 


Radios 

Manpower 
Other  Full-time  (1) 


Manpower 

Inspector  (1) 
Other  Full-time  (1) 


Manpower 

Inspectors  (2) 

Import  Specialists  (2) 

Other  Full-time  (4) 
Equipment 

Upgrading 

Portable  calculators 


Manpower 

Other  Full-time  (1) 


Manpower 

Inspectors  (5) 

Import  Specialists  (4) 

Other  Full-time  (4) 


30,000 
40,500 

4,300 
1,000 


13,500 


15,000 
13,500 

3.200 


13,500 


15,000 
13,500 


30,000 
33,000 
54,000 

7,200 
1,500 


13,500 


75,000 
66,000 
54,000 
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DEFICIENCY 

REMARKS 

cc 

1/1 

i_ 

PORT 

3: 

DESCRIPTION 

COST 

,_, 

<: 

<c 

a 

£ 

Savannah  (con.) 

Equipment 
Upgrading 
Portable  calculators 

$  2.500 
1,000 

Atlanta 

X 

X 

Manpower 

Inspectors  (4) 
Other  Full-time  (2) 

Equipment 
Upgrading 

60,000 
27,000 

1.500 

Tampa 

X 

X 

Manpower 

Inspectors  (4) 

Import  Specialist  (1) 

Other  Full-time  (8) 
Equipment 

Upgrading 

Portable  calculators 

60,000 

16,500 

108,000 

4,800 
2,000 

Jacksonville 

X 

X 

Manpower 

Inspectors  (3) 

Other  Full-time  (4) 
Equipment 

Upgrading 

Portable  calculators 

45,000 
54,000 

3,900 
1,000 

Port  Canaveral 

X 

Equipment 
Upgrading 

400 

Miami 

X 

X 

Manpower 

Inspectors  (28) 
Import  Specialists  (5) 
Other  Full-time  (13) 

Equipment 
Upgrading  radios  and  office 
machines 
Portable  calculators 

420,000 

82,500 

175,500 

42,400 
10,000 
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PORT 


Operated  with 
Trust  Funds 


DEFICIENCY 


Nassau,  Bahamas 

Port  Everglades 

West  PSlm  Beach     X 
*  San  Juan 


*  Fajardo 

*  Mayaguez 

*  Ponce 


*  Charlotte 
Ama1ie,*St.  Thomas 


REMARKS 


DESCRIPTION 


Manpower 
♦Inspectors  (27) 

*  Required  for  preclearance 
operations. 


Manpower 


Inspector  (1) 
Other  Fun -time  (1) 

Manpower 
Other  Fun-time  (2) 

Manpower 


Inspectors  (12) 
Import  Speciansts  (6) 
Other  Fun -time  (9  ) 
Equipment 


Upgrading  radio  telephone 
Portable  calculators 

Manpower 
Other  Full-time  (1) 

Manpower 


Inspector  (1] 
Manpower 


Inspector  (1) 


Manpower 

Inspectors  (3) 
Equipment 

Portable  calculators 


COST 


$621 ,000 


15,000 
13,500 


27,000 


180,000 
99,000 
121,500 

10,000 
5,000 


13,500 
15,000 
15,000 

45,000 
1.000 
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PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Christlansted 


Manpower 


Inspectors  (2) 
Import  Specialist  (1] 


$  30,000 
16.500 
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REGION  V 


PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Mobile 


Birmingham 


New  Orleans 


Baton  Rouge 
Chattanooga 
Little  Rock 
Memphis 


Manpower 


Other  Full-time  (1) 
Facilities 


Upgrading 
Equipment 


Upgrading 

Portable  calculators 

Manpower 


Inspector  (1) 
Other  Full-time  (1) 

Manpower 


Inspectors  (2) 
Import  Specialists  (6) 
Other  Full-time  (13) 
Facilities 


Upgrade  office  facilities 
Equipment 


Upgrade  office  equipment 
Portable  calculators 

Manpower 


Inspector  (1 ) 
Manpower 


Inspector  ( 1 ) 

Manpower 
Other  Full-time  (1) 

Manpower 

Inspectors  (2) 
Other  Full-time  (2) 


$  13,500 

2.000 

1,400 
1,000 


15,000 
13,500 


30,000 

99,000 

175,500 

25,400 

18,200 
6,000 


15,000 
15,000 
13,500 


30,000 
27,000 
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PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Nashville 


Vicksburg 


Manpower 

Inspector  (1) 
Other  Full-time  (1) 

Manpower 

Inspector  (1) 
Other  Full-time  (1) 


$  15,000 
13,500 


15,000 
13,500 


PORT 


Port  Arthur 


Lake  Charles 
Galveston 

Corpus   Christ! 

Freeport 

Port  Lavaca-Point 
Comfort 


793 

REGION  VI 


DEFICIENCY 


REMARKS 


DESCRIPTION 


Manpower 

Inspector  (1 ) 

Other  Full-time  (1) 
Facilities 

Secure  storage 
Equipment 

Detector  dogs 

Portable  calculators 

Faci  Titles 
Secure  storage 

Manpower 

Inspectors   (3) 
Other  Full-time  (2) 

Equipment 
Portable  calculators 

Manpower 

Inspectors   (2) 

Other  Full-time   (1) 
Faci  1  i  ties 

Secure  storage 
Equi  pment 

Detector  dogs 

Manpower 
Other  Full-time  (1) 

Manpower 

Inspector  (1) 
Facilities 

Office  space 

Manpower 

Inspectors   (10) 
Import  Specialists   (9) 
Other  Full-time  ?3  ) 


COST 


$  15,000 
13,500 

1.250 

6,000 
500 


1,250 

45,000 
27,000 

500 

30  ,000 
1 3 ,500 

2,000 

6,000 

13,500 

15,000 
2,500 


1 50 ,000 
148,500 
^Ti.500 
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PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Houston  (con.) 


Dallas 


Fort  Worth 


Oklahoma  City 


Tulsa 


Facilities 

Inspection  ramos 

Office  space 
Equipment 

Vehicles 

Radios 

Office  equipment 

Detector  dogs 

Portable  calculators 

Manpower 

Inspectors   (13) 

Import  Specialists   (2) 

Other  Full-time  (4  )    . 
Facilities 

Secure  storage 
Equipment 

Detector  dogs 

Portable  calculators 

Facilities 

Secure  storage 

Consolidate  facilities 
Equipment 

Office  equi pment 

Manpower 

Inspectors   (2) 
Faci li ties 

Secure  storage 

Manpower 

Inspectors   (2) 
Facilities 

Secure  storage 


40,000 
15,000 

14,400 

7,500 

20 ,000 

1 2  ,000 

5,000 


195,000 
33.000 
54,000 

1,500 

3,000 
1,000 


1,400 
35 ,000 

10,000 

30,000 
1,500 

30 ,000 
1,500 
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PORT 


Laredo 


Brownsville 


DEFICIENCY 


Del  Rio 


REMARKS 


DESCRIPTION 


Manpower 

Inspectors   (37) 

Import  Specialists   (4) 

Other  Full-time   (12) 
Facilities 

New  facility  required 
Equipment 

Inspection  ramp 

Detector  dogs 

Vehicles 

Portable  calculators 

Manpower 

Inspectors   (4) 

Other  Full-time   (7) 
Faci  1  i  ti  es 

Pollution  control   at  Gateway  Bridge 

New  facility  at  B&M  Bridge  (GSA  resp.) 
Equipment 

Inspection  ramp 

Detector  dogs 

Tire  changers 

Portable  calculators 

Vehicles 

Manpower 

Inspector  (1) 

Other  Full-time  (1  ) 
Facilities 

Upgrade  inspection  areas 

Pollution  control  system 
Equipment 

Incinerator 

Tire  changers 

Inspection  ramp 

Detector  dogs 

Vehicle 


COST 


$555,000 

66 .000 

162,000 

Indeterminate 

16,000 
6.000 
6,000 
5.000 


60 ,000 
94.500 

150,000 
Indeterminate 

16,000 
6,000 
3,000 
2,000 
6.000 

15.000 
13.500 

1 70 ,000 
1 50 ,000 

10,000 
3,000 
8.000 
6.000 
3.000 


796 


PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Eagle  Pass 


Hidalgo 


Progresso 


Manpower 

Other  Full-time  (4) 
Facilities 


'54.000 


Upgrade  station 

25,000 

Enlarge  import  lot 

150,000 

Pollution  control   system 

200,000 

Equipment 

Incinerator 

10,000 

Tire  changer 

1.500 

Detector  dogs 

6,000 

Vehicle 

3.000 

Manpower 

Inspectors   (4) 

60,000 

Import  Specialists   (2) 

33,000 

Other  Full-time  (4  ) 

54.000 

Faci 1 i  ti  es 

Pollution  control  system 

150,000 

Upgrade  inspection  areas 

130.000 

Secure  storage 

2,500 

Equipment 

Incinerator 

10,000 

Tire  changers   (2) 

3,000 

Inspection  ramp 

8,000 

Detector  dogs 

6,000 

Vehicle 

3,000 

Vehicle  ramp  (Los  Ebanos) 

1.000 

Manpower 

Inspectors   (7) 

105.000 

Other  Full-time   (1) 

13.500 

Facilities 

Import  dock  and  office  space  rental 

18.000 

Equipment 

Tire  changer 

1,500 

Inspection    ramp 

8,000 

Detector  dogs 

6,000 
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PORT 


Rio  Grande  City 


Roma 


DEFICIENCY 


San  Antonio 


El  Paso 


REMARKS 


DESCRIPTION 


Manpower 


Inspectors  (7) 
Equipment 


Detector  dogs 
Tire  changer 

Manpower 


Inspectors   (2) 
Other  Full-time  (2) 
Facilities 


canopies. 


Upgrade  inspection  areas  ■ 
booths ,  etc. 
New  station  (Falcon  Hts.) 
New  import  lot  (Falcon  Hts.) 
New  dock  and  scales  (Falcon  Hts.) 
Equipment 


Incinerator 
Tire  changer 
Inspection  ramos  (2) 
Detector  dogs 

Manpower 


Inspectors   (2) 
Other  Full-time  (1) 
Equipment 


Motor  scooters 
Detector  dogs 
Portable  calculators 

Manpower 


Inspectors   (35) 
Import  Specialist   (1) 
Other  Full-time   04  ) 
Facilities 


New  office  building 
Pollution  control   system 
Upgrade  inspection  booths 
New  station  and  residence  (Boquillas) 
House  trailers   (Boquillas) 
New  station  and  residence   (Heath  Cross- 
ing) 


COST 


$105,000 

6,000 
1,500 


30 ,000 
27,000 

200,000 

100,000 
1 00 ,000 
150,000 

1 0 ,000 
1.500 

16,000 
6,000 


30,000 
13,500 

3,600 

3,000 

500 


525 ,000 

16,500 

189,000 

215,000 
150,000 

80,000 
100,000 

20,000 
100,000 
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DESCRIPTION 

COST 

o 

:= 

«£ 

o 

■^ 

"- 

LU 

El  Paso  (con.) 

Facilities  (con.) 

House  trailer  (Heath  Crossing) 

Relocation  of  office  (Marathon) 
Equipment 

Tire  changers 

Inspection  ramp 

Detector  dogs 

Detector  dogs  (Boquillas) 

Vehicles 

Portable  calculators 

$  10.000 
80.000 

3.000 
24.000 
12.000 
6.000 
6.000 
2,000 

♦Anapara.  N.  M. 

X 

X 

X 

Manpower 

Inspectors  (8) 

Other  Full-time  (4) 
Facilities 

New  border  station  (GSA  responsibility) 
Equipment 

Miscellaneous 

120,000 
54,000 

indeterminate 

100,000 

Columbus,  N.  M. 

X 

X 

X 

Manpower 

Inspectors  (7) 

Other  Full-time  (1) 
Facilities 

Upgrade  secondary  inspection  area  and 
booth 

New  station  (Antelope  Wells) 
Equipment 

Tire  changers 

Inspection  ramp 

Detector  dogs 

Vehicle 

Communications  (Antelope  Wells) 

Vehicle  ramp  (Antelope  Wells) 

105,000 
13,500 

6.000 

100.000 

3,000 
16,000 

6.000 

3,000 
25,000 

1.000 

Denver 

X 

X 

X 

Manpower 

Inspectors  (3) 

Other  Full-time  (4) 
Facilities 

Upgrade  building 
Equipment 

Detector  dogs 

Portable  calculators 

45.000 
54,000 

15,000 

6,000 
500 

♦Proposed  new  port. 

\ 
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DEFICIEMCY 


Fabens 


Presidio 


DESCRIPTION' 


Manpower 

Inspectors    (10) 

Other  Full-time   (2  ) 
Faci  li  ties 

Upgrade  secondary  area  and  booths 

Upgrade  secondary  area  and  booth 

(Fort  Hancock) 

Equipment 
Ti  re  changers   (2) 
Inspection    rartin 
Inspection    ramp  (Fort  Hancock) 
Vehicle 

Manpower 

Inspectors   (5) 

Other  Full-time   (?) 
Facilities 

New  facility  requirement   (GSA 

responsibility) 

Residences 
Equipment 

Tire  changer 

Inspection  ramp 

Detector  dogs 

Vehicle 


COST 


$150,000 
27,000 

25,000 
6,000 


3,000 
8,000 
8,000 
3,000 


75,000 
27,000 

Indeterminate 

100,000 

1  ,500 
8,000 
6,000 
3,000 


93-674  O  -  73  -  51 


802 


PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Tecate 


Los  Angeles 


Facilities 


Upgrade  station  and  inspection 

facilities 
New  residences 
New  commercial  truck  facility 

(GSA  responsibility) 

Manpower 

Inspectors  (94) 

Import  Specialists  (53) 

Other  Full-time  (55) 
Facilities 


$  42,200 
70,000 
indeterminate 


$1,410,000 
874,500 
742,500 


Upgrading  offices,  security  storage, 
passenger  and  baggage  inspection  areas 
Equipment 
X-ray  machine 

Upgrade  miscellaneous  equipment 
Portable  calculators 


99,000 


40,000 
24,000 
10,000 


REGION  VIII 


PORT 


DEFICIENCY 


DESCRIPTION 


COST 


San  Francisco 


Salt  Lake  City 


Honolulu 


Hilo 


Manpower 

Import  Specialists  (7) 

Other  Full-time   (39) 
Facilities 

Upgrade  passenger  arrival  area 
Equipment 

Office  machines 

Miscellaneous  equipment 

Portable  calculators 

Manpower 

Inspector  (1) 
Part-time  (13) 

Manpower 

Inspectors  (41) 

Import  Specialists  (3) 

Other  Full-time  (19) 
Facilities 

Secure  cargo  areas 
Equipment 

Radios,  electric  carts,  misc. 

Portable  calculators 

Facilities 


Upgrade  training  room 
Equipment 
Communications 
Office  equipment 


$  115,500 
526,500 

20,000 

7,800 
5,000 
8,000 


15,000 
87,750 


660.000 

49,500 

256,500 

indeterminate 

10,000 
5,000 


indeterminate 


29,500 
indeterminate 
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PORT 


DEFICIENCY 


DESCRIPTION 


COST 


Tecate 


Los  Angeles 


Facilities 
Upgrade  station  and  inspection 

facilities 
New  residences 

New  commercial  truck  facility 
(GSA  responsibility) 

Manpower 

Inspectors  (94) 

Import  Specialists  (53) 

Other  Full-time  (55) 
Facilities 


$  42,200 
70,000 
indeterminate 


$1,410,000 
874,500 
742,500 


Upgrading  offices,  security  storage, 
passenger  and  baggage  inspection  areas 
Equipment 
X-ray  machine 

Upgrade  miscellaneous  equipment 
Portable  calculators 


99,000 


40,000 
24,000 
10,000 


REGION  VIII 


PORT 


DEFICIFNCY 


DESCRIPTION 


COST 


San  Francisco 


Salt  Lake  City 


Honolulu 


Hi  To 


Manpower 

Import  Specialists  (7) 

Other  Full-time  (39) 
Facilities 

Upgrade  passenger  arrival  area 
Equipment 

Office  machines 

Miscellaneous  equipment 

Portable  calculators 

Manpower 


Inspector  (1 ) 
Part-time  (13) 

Manpower 


Inspectors  (4^) 
Import  Specialists  (3) 
Other  Full-time  (19) 
Facilities 


Secure  cargo  areas 
Equipment 


Radios,  electric  carts,  misc. 
Portable  calculators 

Facilities 


Upgrade  training  room 
Equipment 


Commum  cations 
Office  equipment 


$  115,500 
526,500 

20,000 

7,800 
5,000 
8,000 


15.000 
87,750 


660,000 

49,500 

256,500 

indeterminate 

10,000 
5,000 


indeterminate 


29,500 
i  ndetermi  nate 
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COST 
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^ 
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Portland 

X 

X 

X 

Manpower 

Inspectors    (4) 

Import    Specialist    (3) 

Other    Ful 1-time    (3) 
Facilities 

Conference   and    training    space 
Equipment 

Portable    calculators 

$      60,000 
49,500 
40,500 

5,700 

1  ,000 

Astoria 

X 

Manpower 

Inspector    (1 ) 

15,000 

Coos    Bay 

X 

Manpower 

Inspector    (1  ) 

15,000 

Longview 

X 

X 

Manpower 

Import    Specialist    (1  ) 
Faci 1 i  ties 

Space    consolidation 

16,500 
indetermi  nat 

Newport 

X 

Manpower 

Other    Full-time    (1 ) 

13,500 

Seattle 

X 

X 

Manpower 

Inspectors    (15) 

Import    Specialists    (10) 

Other    Full-time    (5    ) 
Equipment 

Portable    calculators 

225,000 

165,000 

67,500 

5,000 
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PORT 


DEFICIENCY 


DESCRIPTION 


COST 


Blaine 


Boundary 


Danvi 1 1 e 


Ferry 


Manpower 

Inspectors    (25) 

Import    Specialists    (8) 
Facilities 

New   facilities    approved    (GSA 

responsibility) 

Border    station    and    residence    at 

Point  Roberts 
Equi  pment 

Auto    ramps 

Emergency  generator 

Portable  calculators 

Vehicle 


Manpower 

Inspector  ( 1  ) 
Facilities 

New  residences 

New  border  station 
Equi pment 

Office  furni ture 


Facilities 

Border  station  and  new  residence 


Faci 1 i  ti  es 

Border  station  and  residence 

Equi  pment 

Emergenc y  generators 
Equipment  for  new  station 


$375,000 
132,000 


i  ndetermi  nate 
100,000 


16.000 
4,000 
2,000 
3,000 


15,000 

75,000 
100,000 

4,500 


100,000 


100,000 


H,000 
4,500 
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DEFICIENCY 


DESCRIPTION 


COST 


ynden 


Jtal ine    Fal  1  s 


ighthawk 


-ovi 1 1  e 


Facilities 

Upgrade    residence 
Equi  pment 

Emergency   generators 


Manpower 

Inspector    (1  ) 
F  a  c  i  1  i  t  i  e  s 

New   border   station    (GSA 

responsibility) 


Facilities 


New   residence    and    upgrade    of 
existing  residences 


Manpower 

Inspector (1 ) 
Equi  pment 

Emergency  generators 


Manpower 

Inspector  (1  ) 
Facilities 

Upgrade  residences 
Equi  pment 

Auto  ramp 

Emergency  generators 


$  50.000 
12,000 


15,000 
indeterminate 


100,000 


15 

,000 

8 

,000 

15 

,000 

50 

,000 

8 
12 

,000 
,000 
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DESCRIPTION 

COST 

^ 
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o 

UJ 

Sumas 

X 

X 

X 

Manpower 

Inspectors    (2) 
Faci 1 i  ties 

New   border   station    (GSA 

responsibility) 
Equi  pment 

Auto    ramp 

$    30,000 

i  ndeterminate 
8,000 

Tacoma 

X 

Manpower 

Import   Specialist    (1  ) 

16,500 

Anchorage 

X 

X 

Manpower 

Inspectors    (3) 

Other    Fun-time    {  3  ) 
Equipment 

Portable   calculators 

45,000 
40,500 

2,000 

Al  can 

X 

X 

X 

Manpower 

Part-time    (4) 
Faci 1 i  ties 

New   residences    (GSA 

responsibility) 
Equipment 

Auto    ramp 

27,000 
indeterminate 

8,000 

Juneau 

X 

Manpower 

Inspectors    (2) 
Part-time    (1) 

30,000 
6,750 
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PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Ketchi  kan 


Skagway 


Great    Falls 


Butte 


Manpower 

Inspector    ( 1  ) 

Part-time    (2) 
Faci  Titles 

New    facility    at    Hyder 
Equi  pment 

Replace   office    furnishings 

burned  in  fire 


Manpower 

Inspector    (1  ) 

Part-time    (1) 
Faci 1 i  ties 

New    station 

New   station    at    Haines 
(GSA  responsibility) 

Manpower 

Inspector  ( 1  ) 
Other  Full-time  (1  ) 

Facilities 

Addi  tiona 1  space 
New  storm  entrances 

Equi  pment 

Office  equipment 
Emergency  generators 
Portable  calculators 


Manpower 

Part-time  (1  ) 
F  a  c  i  1  i  t  i  e  s 

Residences  at  Chief  Mountain 

Directional  signs 
Equi  pment 

Office  equipment 


$  15,000 
13,500 

100,000 
9,500 


15,000 
6,750 


i  ndetermi  nate 
indeterminate 


lb, 000 
13,500 

^,800 
18,000 

2,400 

20,000 

500 


6,750 


100,000 
1  ,000 


3,500 
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DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Del  Bonita 


Eastport 


Morgan 


Manpower 

Inspector  (1) 
Facilities 

Storm  entrances 
Equipinent 

Emergency  generators 


Manpower 

Inspector  (1) 

Other  Full-time  (1) 
Facilities 

New  residences 

Storm  entrances 
Equipment 

AutOTiramp 

Emergency  generators 


Manpower 

Inspector  (1) 
Facilities 

Storm  entrance 
Equipment 

Emergency  generators 


$15,000 
4,500 
12,000 


15,000 
13,500 


75,000 
9,000 


8,000 
16,000 


15,000 
4,500 
12,000 
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DESCRIPTION 


COST 


Opheim 


Piegan 


Porthill 


Raymond 


Manpower 

Inspect or  ( 1 ) 
Facilities 

Storm  entrances 
Equi  pment 

Emergency  generators 


Manpower 

Inspector  (1  ) 

Part-time  (1) 
F  a  c  i  1  i  t  i  e  s 

New  residences 
Equi  pment 

Auto  ramp 


Facilities 

Storm  entrances 
Equi  pment 

Emergency  generators 

Auto  ramp 


Manpower 

Inspector  (1 ) 
Facilities 

Storm  ent ranees 
Equi  pment 

Emergency  generators 

Auto  ramp 


$  15,000 

9,000 

12,000 

15,000 
6,750 

70,000 

8,000 

9,000 

8,000 
8,000 

15,000 

13,500 

12,000 
8,000 
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DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Roosvi 1 1 e 


Scobey 


Sweetgrass 


Manpower 

Inspector  (1  ) 

$  15,000 

Faci 1 1  ties 

New  residences 

100,000 

Office  trailer  (equipped) 

20.000 

Equi  pment 

Emergency  generator 

4,000 

Auto  ramp 

8,000 

Manpower 

Inspector  (1  ) 

15,000 

Faci 1 i ties 

New  border  station 

100,000 

Equi  pment 

Office  equipment 

2,500 

Manpower 

Inspectors  (3) 

45,000 

Other  Full-time  (3) 

40  ,500 

Part-time  (1) 

6.750 

Faci 1 i  ties 

New  building 

indeterminate 

Enclosed  secondary  area 

i  ndetermi  nate 

Storm  entrances 

18,000 

Equi  pment 

Furni  ture 

500 

Emergency  generators 

16.000 

Auto  ramp 

8,000 

Vehicle 

3,000 
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COST 
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Trail    Creek 

X 

X 

Faci 1 i  ties 

New    border    station    and    residence 
Equipment 

Miscellaneous    equipment 

$100,000 
4,600 

Turner 

X 

X 

X 

Manpower 

Inspector    (1 ) 
Faci 1 i ties 

Storm   entrance 
Equi  pment 

Emergency   generators 

15,000 

4,500 

12,000 

White tail 

X 

X 

X 

Manpower 

Inspector    (1 ) 
Faci 1 i  ties 

Storm    entrances 
Equi  pment 

Emergency   generators 

15,000 

9,500 

12,000 

Whitlash 

X 

X 

X 

Manoower 

Inspector    (1 ) 
Facilities 

New   border   station    and    residence 
Equipment 

Miscellaneous    equipment 

15,000 

150,000    • 

4,500 

Winnipeg 

X 

Manpower 
*Inspectors   (6) 

*  Required  for  preclearance 
operations. 

*138,000 

813 


PORT 


DEFICIENCY 


DESCRIPTION 


COST 


Manpower 
♦Inspectors  (25) 

*  Required  for  preclearance 
operations. 


►$575,000 


PORT 
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REGION   IX 


DEFICIENCY 


DESCRIPTION 


COST 


Pembina 


Ambrose 

Antler 

Baudette 

Carbury 

Fortuna 

Hannah 

Hansboro 

Mai  da 

Neche 

Noonan 


Manpower 


Inspectors   (8) 

Import  Specialists   (3) 

Other  Full-time   (1) 

Equi  pment 


Upgrading 
Inspection   ramp 
Portable  calculators 
Vehicle 

Manpower 


nspector  (1) 


Manpower 


Inspector  (1) 

Manpower 

Inspectors   (2) 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 


Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 


$  120,000 
49,500 
13,500 


2,700 
8,000 
1,000 
3,000 


15.000 
15,000 
30,000 
15,000 
15,000 
15,000 
15,000 
15,000 
15,000 
15,000 
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PORT 


Northgate 
Pinecreek 
Portal 


Sarles 

Sherwood 

St.  John 

Walhalla 

Warroad 

Westhope 


DEFICIEnCY 


REMARKS 


DESCRIPTION 


Manpower 


Inspector  (1) 
Manpower 


Inspector  (1) 
Manpower 


Inspectors   (4) 

Import  Specialists   (1 ) 

Other  Full-time  (l) 

Equipment 


Vehicle 
Manpower 


Inspector  (1) 
Manpower 


Inspector  (1 ) 
Manpower 


Inspector  (1) 
Manpower 


Inspector  (1) 
Manpower 


Inspectors   (2) 

Manpower 

Inspector  (1) 


COST 

15,000 

15,000 

60,000 
16,500 
13,500 

3,000 
15,000 
15,000 
15,000 
15,000 
30 .000 
15,000 


93-674   O  -  73  -  52 
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DEFICIENCY 

RFMARKr, 

U1 

H; 

PORT 

g 

E 

DESCRIPTION 

COST 

■* 

<c 

o 

"" 

m 

Minneapolis 

X 

X 

X 

Manpower 

Inspectors  (2) 

Import  Specialists  (2) 
Facilities 

Upgrading 
Equipment 

Upgrading 

Portable  calculators 

30,000 
33,000 

5.000 

600 
500 

Duluth 

X   X 

X 

Manpower 

Import  Specialists  (3) 

49.500 

Facilities 

Upgrading 

2,450 

Equipment 

Upgrading 

3,700 

Inspection  ramp 

8,000 

Portable  calculators 

1,000 

Clearbrook 

X 

Manpower 

Other  Full-time  (1) 

13,500 

Grand  Portage 

X 

Equipment 
Upgrading 
Inspection  ramp 

2,300 
8,000 

International 

Falls-Ranier 

X 

X 

X 

Manpower 

Inspector  (1) 

Import  Specialist  (1 ) 
Facilities 

New  border  station  (GSA  responsibility) 

15,000 
16,500 

indeterminate 
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PORT 


International 
Falls-Ranier 
(Cont.) 

Mi  Iwaukee 


Green  Bay 
Chicago 


Peoria 
Cleveland 


DEFICIENCY 


X    I 


REMARf.': 


DESCRIPTION 


Upgrading 
Inspection  ramps 
Vehicle 

Manpower 


Equipment 


Inspector  (1^ 
Equipment 


Replace  equipment 
Portable  calculators 

Manpower 


Inspector  (1) 
Manpower 


Inspectors   (60) 

Import  Specialists    (14) 

Other  Full-time  (24) 

Facilities 


Upgrading 
Equipment 


Upgrading 

Portable  calculators 

Manpower 


Inspector  (1) 
Manpower 


Inspectors   (5) 
Other  Full-time  (5  ) 

Facilities 
Upgrading 

Equipment 


Upgrading 

Portable  calculators 


COST 


500 
8,500 
3,000 


15,000 


1,800 
500 


15,000 


900,000 
231  ,000 
324,000 


31,500 


13,300 
6,000 


15,000 


75,000 
67,500 


3,600 
3,000 
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PORT 


DEFICIEMCY 


REMARKS 


DESCRIPTION 


COST 


Ak  ron 

Ashtabula 

Cincinnati 


Columbus,  Ohio 
Erie 

Indianapolis 
Toledo 


Manpower 


Other  Full-time  (1) 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 

Import  Specialists   (3) 

Other  Full-time  (1) 

Facilities 

Upgrading 

Equipment 


Upgrading 

Equiptnent 

Upgrading 

Manpower 


Inspectors   (2) 

Facilities 
Relocation 

Manpower 

Inspector  (1) 


13,500 
15,000 


15,000 
49,500 

13,500 


800 
3,600 
2,500 

30,000 
2,500 

15,000 
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PORT 


DEFICIENCY 


REMARKS 


DESCRIPTION 


COST 


Akron 

Ashtabula 

Cincinnati 


Columbus,  Ohio 

Erie 

Indi  anapolis 

Toledo 


Manpower 


Other  Full-time  (1) 

Manpower 

Inspector  (1) 

Manpower 

Inspector  (1) 

Import  Specialists   (3) 

Other  Full-time  (1) 

Faci  li  ties 
Upgrading 

Equipment 
Upgrading 

Equipment 

Upgrading 

Manpower 


Inspectors   (2) 

Facilities 
Relocation 

Manpower 

Inspector  (1) 


13,500 
15,000 


1 5 ,000 
49,500 
13,500 


800 
3,600 
2,500 

30,000 
2,500 

15,000 
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PORT 


St.  Louis 


Kansas  City 


Detroit 


Muskegon 


DEFICIENCY 


REMARKS 


DESCRIPTION 


Manpower 

Inspector  (1) 
Equipment 

Upgrading 

Portable  calculators 

Manpower 

Inspectors  (2) 
Import  Specialist  (1 ) 
Other  Full-time  (1) 

Equipment 


COST 


Upgrading 
Manpower 


Inspectors  (50) 

750.000 

Import  Specialists  (33) 

S44,000 

Other  Full-time  (34) 

459,000 

Facilities 

Upgrading 

80,000 

New  station  and  truck  compound  at 

indeterminate 

Ambassador  Bridge  (GSA  responsibi 

ity) 

New  station  at  D  &  C  Tunnel  (GSA 

indeterminate 

responsibility) 

Equipment 

Upgrading 

14,800 

Inspection  ramps 

16,000 

Portable  calculators 

6,000 

Vehicles 

6,000 

Manpower 

Inspector  (1) 

15,000 

Other  Full-time  (1) 

13,500 

$  15,000 

1,200 
500 


30,000 
16.500 
13,500 

2.800 
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DEFICIENCY 


PORT 


Port  Huron 


Sault  Ste.  Marie 


REMARKS 


DESCRIPTION 


Manpower 

Inspectors   (6) 

Import  Specialists   (4) 

Other  Full-time  (5   ) 

Equipment 


Vehicle 

Portable  calculators 

Manpower 

Inspectors   (2) 

Import  Specialists   (4) 


Faci  li  ties 


Upgrade  inspection  areas 

Equipment 

Inspection  ramps 

Vehicle 

Portable  calculators 


COST 


90 ,000 
66 ,000 
67,500 


3,000 
2,000 


30 ,000 
66 ,000 


12,000 


8,000 

3,000 

500 
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OTHER  RESOURCE  DEFICIENCIES  NOT  ASSOCIATED  WITH  SPECIFIC  PORTS 

Manpower 

231  Regional  Headquarters  Support  Personnel  $3,118,500 

12  Chemist  Positions  for  Customs  Laboratories  264,000 

30  Customs  Law  Specialists  660,000 

20  Clerical  Support  Positions  for  Customs  Law  Specialists  230,000 

350  Clerical  Support  Positions  for  Import  Specialists  4,025,000 


TOTAL      $8,297,500 


Equipment 


Video  Equipment  $  120,000 

CADPIN  Terminals,  Lines,  Associated  Systems  Support  5,100,000 

(340  Terminals) 

Laboratory  Equipment  200,000 

Gating  for  Border  Roads  400,000 

TOTAL  $5,820,000 

Miscellaneous 

Travel  and  Training  for  Customs  Law  Specialists  $  100,000 

Travel  for  Import  Specialists  1,171,000 

Training  for  Import  Specialists  575,000 

TOTAL  $1,846,000 
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QUESTION  #2 


"Develop  a  comprehensive  affirmative  action  program  for  recruitment 
and  training  of  Customs  personnel,  including  language  training,  and 
special  training  in  the  screening  and  processing  of  persons  crossing 
our  borders." 

RECRUITMENT 

The  Bureau  of  Customs  has  developed  an  affirmative  action  program  for 
recruitment  of  Customs  personnel  for  utilization  in  the  screening  and 
processing  of  persons  crossing  our  borders.  The  program  provides  for 
the  following: 

1.  Determination  of  current  personnel  resources  as  to 
availability  in  terms  of  numbers,  locations,  qualifi- 
cations, mobility,  and  potential  length  of  future  ser- 
vice. 

2.  Estimate  of  probable  losses  from  current  personnel 
resources  through  "turnover"  studies,  analyzing  poten- 
tial losses  due  to  such  causes  as  retirement,  trans- 
fers, resignation,  and  death. 

3.  Estimate  of  probable  needs  for  replacement  of  anti- 
cipated personnel  losses,  as  well  as  for  covering  any 
projected  expansion  or  growth  in  programs  or  respon- 
sibilities. 

4.  Consultation  with  the  U.  S.  Civil  Service  Commission 
(CSC)  to  determine  potential  personnel  resources  avail- 
able through  CSC  examinations/registers  of  eligibles 
such  as  those  of  the  Federal  Service  Entrance  Examina- 
tion (FSEE),  Junior  Federal  Assistant  Examination  (JFA) , 
and  Treasury  Enforcement  Agent  Examination  (TEA). 

5.  Contact  with  other  Federal  agencies,  especially  those 
of  an  inspection/law  enforcement  nature,  to  determine 
possible  personnel  resources  having  the  qualifications 
for  and  an  interest  in  Customs  employment. 

6.  Contact  with  community  leaders  and  civic  and  veterans 
organizations,  particularly  those  of  a  minority  group 
nature,  to  determine  possible  personnel  resources 
having  the  qualifications  for  and  an  interest  in 
Customs  employment. 
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7.  Contact  with  educational  institutions  at  the  high  school 
and  college  level,  particularly  those  with  a  large  minor- 
ity group  enrollment,  to  determine  possible  personnel 
resources  having  the  qualifications  for,  and  an  interest 
in,  Customs  employment. 

8.  Preparation  of  specific,  detailed  plans  and  procedures  for 
recruitment  of  necessary  personnel  through  the  media  of  the 
CSC,  other  Federal  agencies,  community  leaders,  civic/ 
veterans  organizations,  educational  institutions,  and  direct 
appeals  to  the  public  by  paid  advertising  and  other  forms  of 
solicitation. 


TRAINING 

The  Bureau  of  Customs  has  developed  an  affirmative  action  program 
designed  to  increase  the  skills,  knowledge,  and  professionalism  of 
Customs  personnel  involved  in  the  screening  and  processing  of  persons 
crossing  our  borders.  The  program  plan  identifies  technical  training, 
special  training,  and  language  training,  as  areas  requiring  immediate 
affirmative  action  in  the  interest  of  strengthening  good  relations  be- 
tween Customs  and  the  traveling  public.  The  program  provides  for  the 
following: 

1.  Technical  Training 

a.  Identification  of  currently  employed  personnel  in 
need  of  technical  training. 

b.  Establishment  of  schedules  and  quotas  to  accomplish 
this  training  in  a  timely  manner. 

c.  Establishment  of  criteria  for  training  new  personnel 
in  a  timely  manner. 

2.  Special  Training 

a.  Development  of  a  program  to  increase  the  cultural 
awareness  of  Customs  personnel  and  to  familiarize 
them  with  the  special  problems  of  minority  groups. 

b.  Provision  of  special  training  to  all  Customs  per- 
sonnel involved  in  the  screening  and  processing 
of  persons  crossing  our  borders. 

3.  Language  Training 

a.  Provision  of  intensive  Spanish  language  training 

to  border  personnel  (Special  Agents  and  Inspectors) 
on  a  regular  basis. 

b.  Development  of  an  on-the-job  training  program  in 
Spanish  for  initial  and  continued  language  train- 
ing at  selected  ports  along  our  southern  border. 
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QUESTION  #3 

"Provide  the  committee  with  a  comprehensive  listing  of  the  actions  taken 
since  the  hearings  on  the  Fiscal  Year  1973  budget  to  correct  existing 
deficiencies  at  all  ports  of  entry." 


RECRUITMENT 


The  accomplishments  produced  through  the  medium  of  the 
affirmative  action  program  for  recruitment  have  been 
substantial  and  are  Customswide.  Such  accomplishments 
can  probably  be  best  illustrated  by  describing  the  recent 
events  relating  to  Customs  recruitment  activities  for  the 
San  Ysidro,  California  area.  These  events  included  the 
following: 

a.  As  part  of  the  on-going  affirmative  action  program, 
Customs  made  the  necessary  determinations  of  current 
personnel  resources,  estimates  of  probable  losses 
from  current  personnel  resources,  and  estimates  of 
probable  needs  for  replacement  of  anticipated  per- 
sonnel losses  or  for  projected  expansion  or  growth 
at  San  Ysidro. 

b.  Having  determined  the  immediate  requirements  for 
additional  Inspector  personnel  with  special  qualifi- 
cations at  San  Ysidro,  and  having  estimated  the  prob- 
able difficulty  to  be  encountered  and  time  to  be 
required  for  obtaining  such  personnel.  Customs  quickly 
detailed  20  Inspectors  from  other  locations  to  San 
Ysidro  for  the  interim  period.  Insofar  as  possible, 
those  detailed  possessed  the  desired  specialized 
qualifications  of  being  Spanish-American/Spanish- 
surnamed/bilingual/bi cultural . 

c.  Customs  contacted  and  consulted  with  the  Civil  Service 
Commission  (CSC)  offices  in  San  Francisco  and  Dallas  to 
determine  the  likely  prospects  and  problems  of  obtaining 
through  CSC  resources  specially  qualified  (bilingual/ 
bicultural)  eligible  candidates  for  35  Inspector  posi- 
tions at  San  Ysidro.  Arrangements  were  made  with  CSC 

to  have  eligible  candidates  selectively  certified, 
based  upon  possession  of  the  special  qualifications. 
Relative  to  these  arrangements.  Customs  and  CSC  pro- 
vided for  the  use  of  a  "dual"  interview  procedure, 
whereby  eligible  candidates  were  also  given  a  special 
interview  for  the  purpose  of  evaluating  their  bilingual/ 
bicultural  qualifications.  Further,  other  arrangements 
were  worked  out  with  CSC,  whereby  special  efforts  were 
made  to  locate  and  screen  Vietnam  era  veterans  with  the 
special  qualifications  for  referral  to  Customs. 
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d.  Within  Customs  an  internal  vacancy  announcement, 
which  required  the  bilingual/bicultural  special 
qualifications,  was  published  to  attract  as  many 
qualified  candidates  as  possible  from  throughout 
the  Customs  Service  for  the  San  Ysidro  positions, 
and  other  Customs  Regions  were  requested  to  co- 
operate fully  in  this  Customswide  search  for  can- 
didates. 

e.  Contact  was  made  with  the  Veterans  Administration 
Hospital,  San  Diego,  to  request  assistance  and 
referral  of  specially  qualified  candidates,  par- 
ticularly veterans,  for  San  Ysidro  positions. 

f.  Customs  contacted  and  consulted  with  a  number  of  the 
leaders  of  the  Spanish-American  community  in  the  San 
Ysidro  area  to  request  their  guidance  and  assistance 
in  recruiting  specially  qualified  candidates.  These 
leaders  included:  Mr.  Vic  Villalpando,  Director, 
Office  of  Mexican-American  Community  Affairs,  County 
of  San  Dei  go;  Mr.  Albert  Garcia,  President,  Board  of 
Directors,  South  Bay  Neighborhood  Corp.;  Mr.  Louis 
Natividad,  Director,  Chicano  Federation,  San  Diego 
County;  and  Mr.  Antonio  Aldana,  Jr.,  Chicano  Federa- 
tion of  San  Diego  County. 

g.  Customs  officials  gave  talks  about  Customs  employ- 
ment opportunities  at  local  schools  having  large 
bilingual/bicultural  enrollments. 

h.  Advertisements  for  the  San  Ysidro  Inspector  positions 
•were  placed  in  the  local  Spanish  language  newspapers. 

i.  In  spite  of  many  difficulties  and  problems  which  had 
to  be  overcome,  the  above-cited  actions  directed  to- 
ward the  filling  of  35  Inspector  positions  at  San 
Ysidro,  with  Spanish-surnamed/Spanish-American/ 
bilingual/bicultural  personnel  insofar  as  possible, 
have  resulted  in  the  selection  of  34  persons  to  date, 
of  whom  31  possess  the  special  qualifications  cited. 
A  selection  for  the  35th  and  final  position  is  cur- 
rently in  process  and  it  is  intended  that  the  final 
selectee  will  also  possess  the  special  qualifications 
named.  This  last  selection  is  to  replace  a  previous 
35th  selectee  who  subsequently  declined. 

Customs  recruitment  efforts,  such  as  those  in  the  San  Ysidro 
area,  have  enabled  the  Bureau  to  register  such  accomplishments 
as  the  recruitment  of  1,800  new  employees  in  FY  1972.  Due  to 
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special  emphasis  programs,  one-third  of  the  employees  hired 
were  minority  group  members  and  one- third  were  Vietnam  era 
veterans.  Similar  accomplishments  are  also  suggested  by 
such  facts  as: 

a.  Bureauwide  Spanish-surnamed  employment  has  risen 
from  273  in  1969  to  762  in  1972. 

b.  Spanish-surnamed  full-time  employment  in  San  Ysidro 
has  risen  from  17  as  of  December  25,  1971  to  39  as 
of  December  23,  1972. 

c.  Spanish-surnamed  full-time  employment  in  California 
has  risen  from  128  as  of  December  25,  1971  to  148 
as  of  December  23,  1972. 


TRAINING 


1.  Technical  Training 

a.  As  of  November  8,  1972,  all  Inspectors  in  need  of 
technical  training  with  two  years  or  less  experience 
(including  60  Inspectors  at  San  Ysidro)  were  identified. 

b.  Class  schedules  and  quotas  to  train  these  persons  by 
October  30,  1973,  were  established.  San  Ysidro  inspec- 
tors were  included  at  the  rate  of  ten  per  class. 

c.  A  policy  was  established  whereby  all  persons  hired  sub- 
sequent to  November  8,  1972,  will  be  trained  as  soon 

as  possible,  no  later  than  6  months  after  their  entrance 
on  duty. 

2.  Special  Training 

a.  A  6-hour  course  on  "Professionalism  and  Cultural  Awareness" 
was  conducted  at  the  Port  of  San  Ysidro. 

b.  The  decision  was  made  that  elements  of  this  seminar  will 
be  incorporated  into  the  on-going  technical  training 
program  at  Customs  National  Training  Center. 

3.  Language  Training 

a.  Language  aptitude  tests  were  administered  to  all  Inspectors 
at  San  Ysidro  preparatory  to  language  training  and  to  fa- 
cilitate selection  of  trainees  for  the  intensive  language 
training  program  at  the  Customs  Spanish  Language  School 
in  El  Paso,  Texas. 
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b.  Five  Inspectors  from  southern  border  ports  (three  from 
San  Ysidro)  were  selected  for  the  intensive  language 
training  program  at  El  Paso. 

c.  A  pilot  on-the-job  Spanish  language  training  program 
was  conducted  at  San  Ysidro,  consisting  of  three  two- 
week  classes  of  five  trainees  each  and  utilizing  the 
conventional  classroom  approach. 

d.  A  comprehensive  on-the-job  Spanish  language  training 
program  was  developed,  utilizing  the  Foreign  Service 
Institute's  programatic  course  which  combines  live 
instruction  with  programmed  instruction.  Installation 
of  this  program  is  planned  at  several  ports  in  the 
three  Customs  regions  which  have  responsibility  for 
southern  border  operations. 

e.  San  Ysidro  was  equipped  with  all  necessary  equipment 
to  begin  on-the-job  training.  A  Port  Language  Officer 
was  selected  to  coordinate  the  program. 

FACILITIES 

Numerous  actions  have  been  taken  to  improve  Customs  facilities  to  the 
extent  permitted  by  current  resource  levels: 

1.  A  new  station  has  been  constructed  at  Hamlin,  Maine.  A  radio 
mast  was  provided  and  new  furniture  was  purchased. 

2.  Security  has  been  tightened  at  the  State  Municipal  Pier  in 
Providence,  Rhode  Island,  by  restricting  parking  on  the 
pier,  and  by  installing  a  chain-link  fence  to  enclose  the 
entire  area. 

3.  New  facilities  are  now  under  construction  at  San  Ysidro, 
California,  which  will  provide  24  vehicle  traffic  lanes. 
These  new  facilities  and  additional  traffic  lanes  will 
decrease  the  backup  of  traffic  waiting  to  enter  the  United 
States.  This  is  another  step  towards  good  foreign  and 
public  relations. 

4.  Efforts  against  international  drug  smuggling  were  strengthened 
at  the  key  airport  of  arrival  in  the  nation  --  John  F.  Kennedy 
in  New  York.  A  specially  designed  and  constructed  plastic 
screen  was  installed  which  prevents  anyone  from  looking  into 
the  inspectional  areas  where  airline  passengers  are  being 
cleared.  Customs  knew  that  several  important  drug  smuggling 
cases  in  the  past  had  been  frustrated  by  the  ability  of 
smugglers  to  signal  information  to  associates  mingling  with 
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the  public  on  the  mezzanine  level.  This  allowed  the 
principals  to  disassociate  themselves  from  the  actual 
couriers  and  avoid  arrest.  In  addition  to  tightening 
security,  the  screens  also  provide  the  honest  traveler 
with  privacy  during  the  inspection  process. 

5.  Funds  have  been  obligated  for  a  limited  secondary  inspec- 
tion facility  at  International  Falls,  Minnesota,  that  will 
be  a  covered  unit  with  heating  and  lights.  Heating  units 
have  been  installed  at  the  Detroit-Windsor  tunnel  secondary 
inspection  operations. 

6.  Underground  water  storage  systems  are  being  installed  at  the 
Ports  of  Northgate  and  Sarles,  North  Dakota,  to  improve  the 
water  supply  quality.  We  have  installed  a  new  well  at 
Hansboro,  North  Dakota. 

7.  At  Laredo,  Texas,  Customs  remodeled  primary  inspection  booths; 
installed  a  tire  changer;  added  two  primary  inspection  booths; 
constructed  an  additional  secondary  inspection  canopy;  in- 
stalled a  pollution  control  system  (in  final  stages  of  develop- 
ment); installed  a  new  incinerator;  attained  space  for  seized 
vehicles  at  the  Customs  agent's  new  location;  and  remodeled 
space  at  a  station  building  formerly  occupied  by  Customs 
agents  to  provide  additional  secure  storage  and  facilities 

for  inspector  personnel. 

8.  At  Roma,  Texas,  we  installed  new  stainless  steel  tables;  ob- 
tained additional  office  space;  provided  a  vehicle  inspection 
ramp;  obtained  a  small  secure  storage  area;  and  partially 
completed  an  import  lot  and  dock. 

9.  At  Falcon  Heights,  Texas,  Customs  has  installed  a  vehicle 
inspection  ramp  and  provided  stainless  steel  tables. 

10.  At  Amistad  Dam,  Texas,  we  installed  a  two-vehicle  capacity 
secondary  inspection  canopy;  installed  stainless  steel  tables; 
installed  a  vehicle  ramp;  and  installed  signs  identifying  the 
station  as  a  U.  S.  Border  Station  and  other  signs  regarding 
traffic  control. 

11.  At  Del  Rio,  Texas,  Customs  installed  one  primary  inspection 
booth;  installed  a  secondary  inspection  booth;  relocated  to 

a  more  advantageous  position  one  additional  primary  inspection 
booth;  and  installed  a  vehicle  ramp  and  traffic  direction  signs, 

12.  At  Eagle  Pass,  Texas,  we  installed  a  secondary  inspection  booth 
and  installed  a  vehicle  ramp. 
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13.  At  Hidalgo,  Texas,  Customs  has  installed  a  vehicle  ramp; 
installed  stainless  steel  inspection  tables;  enlarged  an 
import  dock;  obtained  fencing  for  the  seized  vehicle 
storage  area  across  the  street  from  the  port  location; 
and  altered  the  station  building  to  provide  for  more 
space  for  Import  Specialist  teams. 

14.  At  Ysleta,  Texas,  Customs  installed  a  vehicle  inspection 
ramp  and  installed  an  inspection  booth  under  the  existing 
canopy,  thus  increasing  traffic  lanes  to  two  rather  than 
one. 

15.  At  Fort  Hancock,  Texas,  a  new  station  facility  has  just 
been  completed  and  we  installed  a  vehicle  inspection  ramp. 

16.  At  Fabens,  Texas,  we  installed  a  vehicle  inspection  ramp. 

17.  At  Presidio,  Texas,  Customs  installed  a  vehicle  inspection 
ramp. 

18.  At  El  Paso,  Texas,  we  installed  a  vehicle  inspection  ramp 
at  both  Cordova  and  Santa  Fe  Bridges. 

19.  Customs  has  reviewed  the  condition  of  facilities  at  its  ports 
of  entry  and  identified  those  needing  upgrading  or  replace- 
ment. GSA  has  been  notified  to  give  high  priority  to  con- 
struction and  improvement  projects  at  these  locations. 

a.  San  Diego,  California 

Complete  the  additional  items  requested  in  project 
presently  being  constructed. 

b.  D  &  C  Tunnel,  Detroit,  Michigan 

GSA  has  commenced  negotiations  for  new  facilities. 

c.  Ambassador  Bridge,  Detroit,  Michigan 

Sorely  inadequate  for  huge  volume  of  traffic  inspected. 

d.  Fort  Kent,  Maine 

Required  to  replace  dilapidated  facility. 

e.  Houlton,  Maine 

Required  in  connection  with  highway  relocation. 
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f,  Haines,  Alaska 


Required  to  replace  presently  leased  station  located 
42  miles  from  the  border  where  effective  enforcement 
is  not  possible. 

g.  Lynden,  Washington 

Required  to  replace  obsolete  facility, 
h.  Calais,  Maine 

Required  to  replace  obsolete  facility, 
i .  Sumas,  Washington 

Required  to  replace  obsolete  facility, 
j.  Alaska  Highway  Border  Station 

One  permanent  residence  required  to  replace  mobile  home, 
k.  Presidio,  Texas 

Required  in  connection  with  new  bridge  which  is  being 
planned  40  yards  up-river  from  present  bridge  and 
station. 

1.  Brownsville.  Texas  -  B  &  M  Bridge 

Required  in  connection  with  new  bridge  which  is  being 
planned. 

m.  Otay  Mesa.  California 

Required  in  connection  with  new  port  being  planned  east 
of  San  Diego. 

n.  Plaza  de  Tijuana,  California 

Required  in  connection  with  new  port  being  planned  west 
of  San  Diego. 

0.  San  Luis,  Arizona 

Required  to  replace  obsolete  facility. 

p.  Tecate,  California 

A  commercial  truck  facility  is  required,  since  the  number 
of  commercial  entries  at  this  border  crossing  is  increasing 
significantly. 


93-674  O  -  73  -  53 
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q.  International  Falls,  Minnesota 

Required  in  connection  with  a  new  bridge  now  in  the 
planning  stage. 

r.  North  Troy,  Vermont 

If  major  improvements  cannot  be  made  because  of  restricted 
area,  a  new  facility  will  be  required. 

EQUIPMENT 

Customs  has  added  and  replaced  essential  equipment  as  described  below: 

1.  Video  tape  recorders  have  been  installed  and  are  now  being 
used  at  San  Ysidro,  California,  to  record  inspection  incidents 
and  improve  supervisory  controls.  This  aid  has  been  used  very 
effectively  in  controlling  unfavorable  situations  at  the  border. 
These  video  tape  recorders  are  also  used  as  training  devices 

to  show  Customs  Inspectors  how  to  improve  their  handling  of 
unpleasant  situations. 

2.  Research  and  development  efforts  have  resulted  in  the  following 
hardware  deliveries  and  new  contract  awards: 

a.  A  prototype  marking  system  for  tracking  suspect  vehi- 
cles was  developed  and  made  ready  for  test  in  June  1972. 

b.  Twenty-five  radio  frequency  tracking  beacons  have  been 
delivered.  Final  acceptance  tests  are  underway. 

c.  Five  VHF  relays  for  our  seismic/acoustic  sensors  were 
developed  during  Fiscal  Year  1972.  They  are  presently 
installed  in  the  field  in  cooperation  with  a  foreign 
government. 

d.  Seven  sensor-equipped  aircraft  have  been  deployed  to 
the  field  for  Customs  use  in  interdicting  narcotics 
smuggling  by  aircraft.  One  aircraft  is  yet  to  be 
delivered  under  this  program. 

e.  A  VHF  radio  frequency  beacon,  specifically  designed  for 
Customs  use,  has  been  developed  and  a  prototype  is  now 
in  use  in  an  overseas  operation. 

f.  An  automatic  scanning  receiver  has  been  developed  and 
delivered  for  surveillance  of  the  VHF  communications 
channels  known  to  be  used  by  aircraft  engaged  in  smug- 
gling. This  unit  is  now  being  readied  for  production. 
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g.  A  special  purpose  transponder  for  identification 
and  tracking  of  aircraft  has  been  developed  under 
a  joint  effort  with  the  FAA.  Thirty-one  of  these 
units  have  been  procured  and  are  currently  being 
used  in  field  operations. 

h.  A  small  quantity  of  hand-held  direction  finding 
loops,  specifically  designed  for  use  with  the 
Customs  hand-held  transceivers,  have  been  delivered 
and  deployed  to  the  field. 

i.  A  feasibility  study  was  begun  in  June  1972,  on  the 
remote  detection  of  hard  narcotics. 

j.  A  development  effort  was  started  in  May  1972,  to 
build  a  first  generation  magneto-acoustic  detection 
system  which  will  be  used  to  locate  hidden  contra- 
band in  automobiles. 

3.  X-ray  machines  have  been  installed  at  two  more  airport  mail 
facilities. 

4.  Tracking  beacons  and  seismic/acoustic  sensors  were  installed 
at  three  locations.  Eight  sensors  placed  at  one  location 
have  resulted  in  the  seizure  of  some  3,900  pounds  of  marijuana 
and  10  vehicles  and  15  arrests. 

5.  Detector  dogs  have  been  effectively  used  in  international  mail 
rooms,  cargo  docks  and  terminals,  and  ports  of  entry.  Currently 
Customs  has  55  trained  dogs  and  34  trained  handlers.  The  train- 
ing of  dogs  and  handlers  has  been  broadened  to  include  heroin 
and  cocaine  detection.  Twenty-nine  dogs  have  been  trained 

in  these  additional  detection  capabilities. 

6.  There  are  now  approximately  160  CADPIN  (Customs  Automatic  Data 
Processing  Intelligence  Network)  terminals  in  operation,  mostly 
on  the  U.  S.  -  Mexican  border.  The  installation  on  the  U.  S.  - 
Canadian  border  began  on  October  15,  1972.  When  completed, 
the  CADPIN  system  will  more  than  double  its  existing  network 

of  terminals  to  a  total  of  365  units  in  operation. 

Implementation  of  CADPIN  II  began  in  November  1972.  CADPIN  II 
is  a  refinement  of  the  system  which  permits  greater  flexibility 
since  multiple  entries  can  be  made  under  a  single  control  num- 
ber. The  CADPIN  data  base  presently  contains  approximately 
180,000  suspect  and  vehicle  records. 
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7.  Several  types  of  technical  equipment  have  been  acquired: 

a.  Night  vision  devices. 

b.  A  high  resolution,  low  dose  inspectional  x-ray. 

c.  A  flexible  borescope. 

d.  Hydroacoustic  sensor. 

e.  Laboratory  equipment. 

f.  Personal f ones  (two-way  radios)  and  chargers. 

g.  Auxiliary  battery  packs  for  seismic/acoustic  sensors. 

8.  Equipment  identical  to  that  being  used  by  Customs  in  the 
investigative  area  has  been  provided  to  four  foreign  govern- 
ments together  with  assistance  in  its  operational  use.  This 
was  done  with  the  concurrence  of  the  Department  of  State. 
Subsequently,  one  of  these  governments  has  requested  further 
assistance  be  extended. 

IMPROVED  PROCEDURES 

By  reviewing  current  methods  of  operations  carefully.  Customs  and  the 
Treasury  Department  have  identified  the  following  ways  to  improve  our 
effectiveness  and  efficiency. 

1.  A  Treasury  Enforcement  Communications  System  (TECS)  has  been 
established.  The  Bureau  of  Customs  Law  Enforcement  Data 
Processing  Computer  Center  will  process  all  data  for  TECS. 
In  addition  to  the  current  applications  of  CADPIN,  the  fol- 
lowing capabilities  have  also  been  provided  to  the  other 
enforcement  agencies  in  the  Department  of  the  Treasury. 

a.  Access  to  the  FBI's  National  Crime  Information  Center 
(NCIC)  and  the  Computerized  Criminal  History  (CCH) 
file  for  record  entry  and  retrieval. 

b.  An  administrative  message  capability  between  the  parti- 
cipating agencies. 

c.  A  central  repository  for  records  of  common  interest  to 
the  participating  Treasury  enforcement  agencies  with 
record  entry  and  retrieval  capability. 

During  the  week  of  December  11,  1972,  through  December  16,  1972, 
training  for  TECS  was  given  to  the  inspection  and  control 
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coordinators  from  each  of  our  regions.  The  inspection  and 
control  coordinators,  in  conjunction  with  the  intelligence 
designees,  have  implemented  TECS  in  Miami,  Detroit,  Laredo 
and  San  Ysidro. 

In  Customs  Region  VI,  a  selective  inspection  system  has  been 
in  operation  on  the  Mexican  border  for  the  past  two  months. 
In  the  past.  Customs  Inspectors  have  referred  all  vehicles 
with  baggage  to  the  secondary  area  for  examination.  Under 
the  new  system,  the  Customs  Inspectors  will  make  the  deter- 
mination as  to  which  vehicles  are  referred  to  secondary 
regardless  of  baggage.  This  will  expedite  the  processing 
of  individuals  through  the  primary  Customs  inspectional 
procedure.  However,  this  system  will  not  detract  from  our 
intensified  enforcement  efforts  of  searching  for  contraband. 

Although  we  have  intensified  our  enforcement  efforts  to  pre- 
vent smuggling  of  narcotics,  we  have  also  instructed  our 
Customs  officers  to  exercise  the  highest  degree  of  courtesy 
and  tact  in  the  performance  of  their  duties. 

A  Bureau  of  Customs  circular  was  issued  on  October  6,  1972, 
providing  Customs  Inspectors  with  some  uniform  search  guide- 
lines and  cardinal  principles  for  proper  conduct  of  inten- 
sified searches  of  arriving  persons,  safeguarding  persons 
and  protecting  personal  dignities. 

These  instructions  clearly  state  that  a  strip  search  will 
be  conducted  only  as  a  result  of  real  suspicion.  In  those 
rare  instances  where  body  cavity  searches  are  conducted, 
they  shall  be  performed  by  a  licensed  physician  under 
clinical  conditions.  A  brief  explanation  will  be  given 
to  the  individual  as  to  the  reason  for  the  search  and  an 
apology  for  the  delay  if  no  violation  is  detected. 

All  personal  searches  shall  be  conducted  with  the  utmost 
tact  and  discretion.  It  is  extremely  important  that  per- 
sonal searches  be  conducted  in  a  professional  manner  and 
that  the  officer  conducting  the  search  refrain  from  any 
unnecessary  comments  or  facetious  remarks.  The  Customs 
officer  conducting  the  personal  search  will  submit  a  full 
written  report  on  the  reasons  for  the  search,  the  results 
of  the  search,  and  any  unusual  circumstance  arising  out 
of  the  search. 
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4.  A  new  name  indexing  scheme  was  developed  and  implemented 
which  allowed  CADPIN  master  files  to  exceed  100,000 
suspects  without  serious  effect  on  response  time.  Also, 
the  capacity  to  store  alias  and  associated  names  in  the 
master  files  was  increased  from  one  to  seven  names. 

In  addition  to  disseminating  intelligence  data  via  CADPIN, 
the  Office  of  Investigations  now  issues  Intelligence  Bul- 
letins. These  bulletins  describe  recent  smuggling  techniques 
and  are  distributed  to  Customs  field  personnel  to  alert  them 
to  these  trends  in  smuggling. 

5.  Manpower  shortages  exist  in  many  entry  control  units.  To 
help  alleviate  this  situation.  Import  Specialists  were 
detailed  in  to  gain  experience  and  perform  the  required 
duties.  In  San  Francisco,  two  special  task  forces  were 
created  from  mail  division  personnel  to  handle  750  liqui- 
dated damage  cases  and  to  place  20,000  pre-ADP  entries  into 
the  data  system. 

6.  Work>oads  of  Import  Specialists  have  been  redistributed  to 
mora  aqultable  proportions,  especially  at  New  York  and 
Chicago. 

7.  Customs  has  instituted  a  program  of  "blitz"  inspections  of 
high-risk  smuggling  areas  to  keep  the  dope  trafficker  off 
balance.  During  September  1972,  the  Bureau  initiated  two 
separate  48-hour  blitzes  at  the  Miami  and  Los  Angeles 
International  Airports.  These  blitzes  were  directed  at 
persons  and  baggage  arriving  from  South  America.  Recent 
seizures  of  cocaine  at  both  of  these  locations  from  air 
couriers  utilizing  body-carriers  or  false-bottom  lug- 
gage indicate  that  these  activities  were  valid. 
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I  am  pleased  to  report  that  these  affirmative  actions  have  already 
been  recognized  as  indicated  in  the  Chiila  Vista  Star  News  of  February 
1973  which  I  would  like  to  make  a  part  of  the  record.  I  don't  know 
that  you  have  had  an  opportunity  to  see  this.  However,  we  are  quite 
pleased  with  local  reaction  to  the  many  affirmative  things  that  Cus- 
toms undertook  in  the  San  Ysidro-San  Diego  area.  This  was  prompted 
by  the  hearings  held  by  this  committee.  I  think  the  successes  that  we 
believe  we  have  met  there  are  very  properly  and,  hopefully,  adequately 
portrayed  by  both  the  cartoon  and  the  text  of  the  editorial  in  the  local 
newspaper  of  Chula  Vista. 

Mr.  Steed.  We  will  make  it  a  part  of  the  record. 

Mr,  Agree.  Thank  you,  Mr.  Chairman. 

[The  information  referred  to  follows :] 
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PUBUSHEO  THURSDAYS  AND  SUNDAYS 

More  news  of  Chula  Vista  than  any  ne  wspaper  in  the  world 


55th  YEAR  — NO.  12 


Chulo  Vi$*a  California,  Sunday,  Feb.  11,  1973 


lO  Per  Copy  427-3000 


Unbottling 

To  the  U.S.  Bureau  of  Customs 
for  its  plans  to  end  the  Tijuana 
border  bottleneck  by  opening  six 
new  gates  in  May  and  vastly 
increasing  i  ts  personnel . 

The  new  plan,  increasing  the 
number  of  gates  from  18  (only  15 
now  operable  because  of 
construction)  to  24.  will  enable 
customs  agents  to  handle  more 
people  in  less  than  half  the  time  it 
now  takes 

The  number  of  inspectors  will 
rise  from  86  to  113  —  including,  we 
are  pleased  to  note,  many  more 
bilingual  iVIexican-American  and 
women  inspectors.  One  can  already 
see  more  brown  faces,  and  the  first 
females,  manning  border  stations. 
There  also  apparently  has  been  a 
sharp  drop  in  incidents  involving 
alleged  abuse  and  discourtesy  by 
border  inspectors,  particularly 
abuse  directed  at  minorities. 

Many  of  these  reforms  can  be 
credited  to  Mexican-American 
activists  who  exposed  the  abuses, 
and  to  the  prompt  manner  in  which 
Customs  officials  in  Washington 
reacted  after  border  maltreatment 
became  the  subject  of  congressional 
hearings. 

As  a  result,  the  busiest  border 
crossing  in  the  world,  entrance  to 
the  land  of  the  free,  no  longer  is  to 
many,  a  trial  by  ordeal. 


''''S^-^ff*^iXi>^;.U^ '.•'.  v-"-— - 


A/ew  customs  at  the  border 
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THE  PROGRAM  FOR  19  74 


Of  our  net  increase  of  $24.7  million  requested  for  1974,  more  than 
$8.2  million,  or  over  33  percent  is  attributed  to  such  relatively  uncon- 
trollable costs  as  within-grade  increases,  trainee-to-journeyman  promo- 
tions and  the  full  year  cost  of  new  positions  funded  for  only  a  part  of 
1973.  Program  increases  of  $16.5  million  are  being  requested  of  which 
$9  million  or  almost  55  percent  is  required  for  direct  workload  in- 
creases. The  remaining  $7.5  million  is  for  the  antifraud  program,  the 
detector  dog  program,  the  air-sea  intrusion  program,  the  automated 
merchandise  processing  system,  and  for  additional  X-ray  machines 
for  mail  examination. 

Increases  in  foreign  trade  and  travel  are  not  the  only  factors  contrib- 
uting to  the  problem  of  processing  normal  customs  workload.  In 
1972,  customs  had  to  devote  a  significant  amount  of  its  manpower 
to  the  surcharge  program.  Although  the  surcharge  has  now^  been 
discontinued,  it  has  left  us  with  large  backlogs  of  unliquidated  formal 
entries  and  unappraised  invoices  to  be  processed  by  a  reduced  staff. 
I  have  displayed  charts  on  the  liquidation  of  formal  entries  and  ap- 
praisement data  which  will  give  the  committee  some  visible  notion  as 
to  where  we  stand  at  the  present  time  in  terms  of  entries  filed,  entries 
liquidated,  and  our  backlog  in  this  regard.  We  expect  these  backlogs 
to  continue  at  a  high  level  through  1974, 

[The  information  follows :] 
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Another  unanticipated  workload  factor,  which  is  still  with  us  today, 
is  the  fluctuating  value  of  the  dollar  in  relation  to  foreign  currencies. 
Such  fluctuations  greatly  increase  the  difficulty  of  merchandise  ap- 
praisement. Increased  productivity  through  better  employee  utiliza- 
tion has  helped  to  meet  these  demands,  but  we  cannot  expect  produc- 
tivity gains  to  fully  offset  additional  claims  on  our  limited  resources. 

WORKLOAD 

Processing  Persons 

In  fiscal  year  1972,  almost  237  million  people  were  processed  through 
U.S.  customs;  an  increase  of  approximately  5  million  over  the  previous 
fiscal  year.  The  increase  in  the  nurnber  of  people  clearing  customs  dur- 
ing the  first  6  months  of  fiscal  year  1973  has  already  greatly  exceeded 
the  increase  of  5  million  for  all  of  last  year. 

To  prevent  long  backups  of  cars  crossing  our  land  borders;  to 
minimize  delays  in  processing  baggage ;  and  to  meet  the  growing  en- 
forcement demands  on  our  inspectional  personnel,  it  is  essential  that 
we  be  provided  with  significant  increases  in  our  resources  for  process- 
ing persons.  In  1974  we  are  requesting  $1,771,000  for  112  average 
positions. 

Processing  of  Cargo 

Imports  continue  to  rise  at  a  phenomenal  rate.  In  fiscal  1972,  in- 
voices of  forei^  merchandise  importations  increased  by  14.2  percent 
over  1971.  This  growth  has  continued  during  the  first  6  months  of 
fiscal  1973  and  now  exceeds  the  1972  rate  by  16  percent.  Customs  col- 
lections have  increased  commensurately  with  the  workload,  with  total 
collections  of  $4.2  billion  during  fiscal  1972.  This  is  an  increase  of  more 
than  $725  million  over  1971,  of  which  $477  million  is  attributable  to 
the  surcharge  program.  We  have  a  display  chart  on  revenue  collec- 
tion data — the  total  collections,  the  duties  collected,  and  the  cost  of 
operation  of  the  United  States  by  the  Customs  Service  in  projecting 
our  work  force  against  the  collections  and  duties  that  we  produce  as 
an  agency. 

[The  information  follows :] 
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Import  specialists  who  are  responsible  for  determining  amounts  of 
duty  and  admissibility  of  merchandise  on  commercial  shipments  con- 
tinue to  be  hampered  by  the  ever-increasing  workloads.  The  capacity 
of  our  import  specialists  to  go  beyond  routine  processing  is  being  re- 
duced by  the  sheer  volume  of  transactions  they  must  handle.  In  such 
situations  there  is  a  high  potential  for  loss  of  revenue.  Our  inspectors 
clearing  cargo  importations  are  already  spread  so  thin  that  it  is  impos- 
sible to  maintain  continual  inspector  checks  of  vessels  unloading  goods 
along  the  miles  of  waterfront  at  our  major  ports  of  entry. 

The  absence  of  additional  manpower  would  mean  serious  delays  in 
processing  cargo  documentation  and  a  decrease  in  enforcement-oriented 
examinations,  leaving  the  door  open  for  violations  of  all  types.  For 
1974  we  are  requesting  $4,318,000  for  394  operational  and  support 
personnel — 295  average  positions — in  this  category. 

Processing  mail 

In  fiscal  1972,  we  received  over  41  million  international  mail  pack- 
ages to  be  processed  for  duty  assessment  and  to  insure  that  they  con- 
tain no  illegal  drugs,  munitions,  or  other  contraband.  We  will  receive 
an  estimated  43  million  mail  packages  in  1973,  rising  to  45  million  by 
1974.  To  process  this  increased  volume  of  mail  packages,  we  are 
requestinof  $282,000  for  22  additional  average  positions. 

In  addition,  new  international  mail  handling  facilities  are  scheduled 
to  be  opened  by  the  Postal  Service  at  Secaucus,  N.J.,  and  Honolulu, 
Hawaii  in  fiscal  1974.  The  committee  has  already  approved  funds  for 
equipment  at  the  Secaucus  facility,  and  we  are  requesting  $260,000  in 
1974  for  the  equipment  for  the  Honolulu  f acilitv.  We  must  also  pay 
the  Postal  Service  for  our  share  of  the  rent  in  these  leased  facilities. 
In  1974  for  the  rent,  services  and  moves  we  are  requesting  $900,000 
for  the  Secaucus  facility  and  $105,000  for  the  Honolulu  facility. 

Investigations  and  laic  enforcement 

Customs  investigative  force  is  continuing  its  highly  successful  efforts 
against  the  smuggling  of  narcotics  and  other  violations  of  the  Customs 
laws.  In  1972  we  closed  over  40,000  investigative  cases.  We  estimate 
this  number  Avill  increase  to  54,000  in  1973  and  to  60.000  in  1974. 

While  Customs  special  agents  are  being  increasingly  taxed  by  the 
narcotics  problem,  they  are  also  called  upon  to  investigate  cases  related 
to  fraudulent  importations  of  merchandise,  drawback,  fair  market 
value,  antidumping,  pilferage,  and  all  types  of  smuggling.  For  inves- 
tigative workload  increases  of  all  types  we  are  requesting  $1,959,000 
for  75  average  positions. 

Security  and  audit 

During  the  past  10  years.  Customs  has  not  had  the  necessary  re- 
sources to  complete  more  than  60  percent  of  the  audits  that  we  were 
obligated  to  GAO  to  perform.  To  insure  the  highest  level  of  integrity 
in  our  operations  and  workforce,  additional  manpower  is  needed  to 
conduct  the  necessary  audits  and  investigations  which  are  the  basis 
for  appropriate  action.  For  1974  for  the  security  and  audit  function, 
we  are  requesting  $307,000  for  10  average  positions. 

Mr.  RoBTSON.  Commissioner,  do  vou  have  enough  additional  people 
for  this  particular  assignment?  Do  vou  have  an  estimate  as  to  what 
percentage  you  can  get  completed  of  vour  audit,  of  your  60  percent 
not  beiner  done  ? 
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Mr.  Agree.  Sixty  percent  not  beinjr  done?  We  are  completing  60 
percent.  I  am  not  sure,  Mr.  Robison,  that  we  would  be  able  to  achieve 
100  percent.  However,  we  would  be  further  along  that  road  than  we 
presently  are. 

Mr.  RoBisoN.  It  will  make  a  dent  in  it,  at  least  ? 

Mr.  Agree.  It  will  make  a  dent  in  it ;  yes.  Ten  average  positions  for 
the  investigation  of  complaints  regarding  our  personnel  would  be 
helpful.  As  our  work  force  expands,  obviously  we  receive  more  com- 
plaints, and  from  a  good  management  fctandpoint  and  for  the  protec- 
tion of  our  people,  we  obviously  need  to  be  able  to  take  action  immedi- 
ately. Some  of  those  10  average  positions  will  go  into  the  internal  audit 
operation  and  will  hopefully  improve  the  60-percent  figure  that  I  have 
quoted  to  the  committee. 

Mr.  Robison.  Considering  the  magnitude  of  the  task,  it  didn't  seem 
to  me,  as  I  sat  here  and  listened  to  you,  that  10  people  would  do  all  that 
much  more.  You  could  use  more  ? 

Mr.  Agree.  Yes,  sir.  There  will  be  12  people,  10  average  positions. 

ANTIFRAUD    PROGRAM 

In  1974  we  plan  to  increase  the  inspection  and  investigation  of  se- 
lected cargo  shipments  to  detect  fraud  and  other  violations  of  law. 
Apart  from  depriving  the  Government  of  its  rightful  revenue,  fraudu- 
lent practices  hit  hard  at  the  honest  American  producer  and  importer 
Avho  suffer  an  unfair  price  disadvantage. 

This  program  wilf  pay  for  itself  many  times  over  in  increased  rev- 
enues and  recoveries,  as  demonstrated  by  a  trial  run  of  the  program 
which  has  already  preserved  millions  of  dollars  for  the  Treasury. 
Also,  I  am  convinced  that  those  who  would  defraud  the  Government, 
will  have  second  thoughts  when  fraud  enforcement  is  intensified  and 
effective.  I  bring  that  thought  from  my  many  years  of  experience  at 
the  Interial  Revenue  Service. 

For  the  antifraud  program  in  1974  we  arc  requesting  $2,549,000  for 
112  average  positions. 

detector  dog  program 

The  detector  dog  program  is  an  integral  and  very  cost-effective 
portion  of  customs  enforcement  activities.  It  is  making  a  substantial 
contribution  to  the  detection  of  marihuana,  hashish,  and  even  hard 
narcotics  secreted  in  mail  packages,  cargo  shipments,  and  vehicles 
of  all  types.  In  addition,  the  publicity  connected  with  this  program  has 
created  a  significant  deterrent  effect  and  is  one  of  the  reasons  that  we 
advocate  the  shoAving  of  the  film  that  you  gentlemen  have  just  seen. 

For  1974  we  are  requesting  $926,000  for  95  additional  dogs  and  53 
average  positions  for  dog  handlers. 

air-sea  intrusion  program 

For  our  program  to  prevent  smuggling  via  private  aircraft,  we  are 
requesting  one  additional  aircraft  to  be  equipped  with  radar  and  sen- 
sor equipment.  We  are  also  requesting  one  additional  mo\ang  target 
indicator  (MTI)  radar  system  which  will  be  used  to  fill  specific  gaps 
in  radar  coverage  along  the  border. 
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To  complement  our  air  intrusion  operations,  we  also  plan  to  procure 
two  types  of  high-speed  patrol  boats  for  intercoastal  surveillance  and 
pursuit  in  cases  of  attempted  smuggling  by  sea.  We  use  our  boats  in 
conjunction  with  our  aircraft. 

CUSTOMS  AUTOMATED   MERCHANDISE  PROCESSING   SYSTEM    (AMPS) 

In  fiscal  year  1974,  the  automated  merchandise  processing  concept 
will  be  selectively  tested  and  refined  under  field  conditions  and  at  the 
headquarters  national  data  center.  The  additional  funds  for  fiscal  year 
1974  will  be  applied  first  to  the  rental  of  ADP  equipment  and  then 
to  peripheral  and  telecommunications  costs. 

X-RAY  SCREENING  OF   MAIL 

Since  first  installed  in  1971,  X-ray  screening  devices  have  been  the 
most  modern  and  efficient  method  of  processing  mail  for  enforcement 
purposes  available  to  Customs.  The  productivity  of  X-ray  machines 
far  outstrips  even  the  most  efficient  manual  operations  for  processing 
most  types  of  mail  parcels.  The  average  processing  load  is  1,000  parcels 
per  day.  I  might  compare  that  to  about  75  parcels  a  day  opened  physi- 
cally, manually. 

At  present,  we  have  only  five  X-ray  machines.  In  1974  we  are  re- 
questing three  additional  machines  which  will  produce  sizable  in- 
creases in  productivity  and  savings  in  manpower. 

BORDER  CONSTRUCTION  PROGRAM 

I  know  this  committee  has  shown  a  strong  interest  in  the  need  to 
bring  customs  border  facilities  up  to  acceptable  modern  standards.  In 
1974  we  plan  to  undertake  three  construction  projects.  With  the  com- 
pletion of  our  1973  and  1974  programs,  we  will  have  32  planned  proj- 
ects remaining. 

CONCLUSION 

At  this  time,  Mr.  Chairman,  I  would  like  to  place  in  the  record  the 
standard  table  which  outlines  the  essential  components  of  our  1974 
estimate.  The  additional  resources  requested  for  1974  will  enhance  cus- 
toms enforcement  and  revenue-producing  functions  substantially  and 
will  be  far  more  than  offset  by  the  additional  revenue  this  will  produce. 
I  respectfully  ask  the  committee's  favorable  consideration  of  our 
request. 

This  concludes  my  formal  presentation.  I  shall  be  glad  to  go  into 
any  detail  of  our  request  and  answer  any  questions  you  may  have. 

Thank  you. 

Mr.  Steed.  Mr.  Commissioner,  I  congratulate  you  on  making  a  very 
fine  statement.  You  have  very  dramatically  pointed  out  the  respon- 
sibilities, the  missions,  and  the  need  for  manpower  and  other  re- 
sources for  the  Bureau  of  Customs  and  the  vital  role  it  plays  in  the 
affairs  of  our  Government. 
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Knowing  that  this  presentation  had  the  approval  of  the  Office  of 
Management  and  Budget,  and  that  it  clearly  shows  your  need  for 
additional  manpower,  leaves  me  completely  unable  to  understand  why 
the  same  Office  of  Management  and  Budget  is  currently  trying  so  hard 
to  get  Reorganization  Plan  No.  2  approved  by  this  Congress,  since 
the  plan  would  have  the  effect  of  stripping  customs  of  at  least  500  of 
its  best  agents,  not  to  mention  the  equipment  and  other  resources.  I 
know  you  are  not  in  a  position  to  make  any  comment.  I  want  you  to 
know  that  I  think  this  is  one  of  the  most  despicable,  things  that  I  have 
ever  seen  in  my  25  years  in  Congress. 

I  intend  to  try  to  do  something  about  it.  I  hope  tomorrow  that  the 
House  will  accept  Resolution  382  which  kills  Reorganization  Plan 
No.  2.  I  want  to  stress  that,  in  so  doing,  we  have  taken  no  stand  at  all 
in  favor  of  narcotics.  This  committee  will  match  its  record  against  any 
other  organization,  in  the  Government  or  out,  in  its  war  on  narcotics. 
It  is  because  we  are  interested  in  the  control  of  the  narcotic  menace 
that  we  are  so  bitterly  opposed  to  the  plan.  I  think  it  is  going  to  have 
just  the  opposite  effect  of  helping  us  in  our  war  on  narcotics  especially 
since  it  will  apparently  clip  the  wings  of  Customs. 

I  can't  understand  how  anybody,  who  has  even  just  a  passing  ac- 
quaintance with  the  work  of  Customs,  can  believe  that  customs  can  be 
expected  to  do  a  creditable  job  of  protecting  the  country's  borders  and 
have  this  capability  stripped  away.  If  that  is  the  kind  of  judgment  we 
are  getting  from  0MB  for  the  money  we  have  been  investing,  it  has 
been  a  waste.  I  think  we  know  how  to  stop  that  kind  of  waste. 

I  am  assuming  that  this  budget  presentation  today  is  based  on  the 
situation  that  prevailed  when  you  were  required  to  make  it  up  ? 

Mr.  Agree.  That  is  correct,  sir. 

Mr.  Steed.  And  that  had  nothing  to  do  with  the  impact  of  Reor- 
ganization Plan  No.  2  ? 

Mr.  Agree.  That  is  correct,  sir,  as  Secretary  Morgan  indicated  in 
his  opening  statement. 

Mr.  Steed.  Tomorrow  when  the  House  votes  on  it,  if  it  becomes  law, 
the  impact  on  Customs  is  going  to  be  considerable.  Are  you  in  a  posi- 
tion to  give  us  any  idea  of  what  that  impact  might  be? 

IMPACT   OF   REORGANIZATION    ON    GUSTOMS 

Mr.  Agree.  We  were,  and  still  are,  Mr.  Chairman,  working  with 
0MB  in  OMB's  preparation  of  a  determination  letter  as  to  the  level 
of  resources,  of  manpower  and  ancillary  equipment  that  would  be 
transferred  to  the  new  Drug  Enforcement  Agency. 

Mr.  Steed.  In  the  past  when  we  have  had  reorganization  plans,  all 
those  details  were  inherent  in  the  plan.  The  fact  that  they  are  not 
even  available  yet  is  further  indication  of  what  a  monstrosity  this 
Reorganization  Plan  No,  2  really  is.  We  will  be  compelled,  if  it  be- 
comes effective,  to  ask  you  to  come  back  and  make  another  presentation. 
I  am  sure  that  some  of  the  material  here  will  have  to  be  adjusted  if  the 
plan  is  approved. 
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It  is  frustrating.  We  know  you  need  this  equipment.  We  know  you 
need  this  manpower.  We  know  you  are  using  it  wisely  and  in  the  best 
interests  of  this  country.  But  if  things  like  this  can  be  generated  to 
take  this  needed  manpower  and  equipment  away  from  you,  I  don't 
know  how  the  U.S.  Customs  Service  will  ever  be  manned  and  equipped 
in  a  proper  way  to  really  perform  a  top-notch  job  on  all  the  missions. 

Mr.  Morgan.  I  don't  want  to  leave  you  with  the  impression  we  don't 
have  any  facts.  We  have  some  facts  which  we  will  be  glad  to  report 
on  later  if  necessary. 

Mr.  RoBisoN.  I  would  like  to  join  you,  Mr.  Chairman,  though 
perhaps  in  not  quite  as  strong  language  as  you  used,  in  stating,  for 
the  record,  my  own  opposition  to  this  proposal,  which  has  been  a  de- 
veloping opposition.  At  the  beginning,  I  thought  it  made  some  sense 
and  might  produce  better  results  and  better  effectiveness  than  we  have 
had  in  the  past.  At  the  present  point  in  my  thinking  I  am  going  to 
join  the  chairman  in  opposition  to  the  plan. 

I  would  like  to  find  out  the  time  frame  problem  for  us,  facing  as 
we  do  an  early  markup  deadline  for  this  part  of  our  budget. 

Are  you  prepared  to  give  us  some  information,  in  detail  now,  as  to 
whether  we  go  down  route  A  or  route  B,  depending  on  the  action  of 
the  House  tomorrow  ? 

Mr.  Morgan.  Congressman,  I  think  it  would  be  helpful  if  Deputy 
Assistant  Secretary  Moody,  who  has  been  sitting  in  on  the  discussions 
with  0MB,  can  advise  you  on  what  the  0MB  has  advised  us  of. 

Mr.  RoBisoN.  I  understand  the  chairman's  desire,  and  I  think  it 
would  be  necessary,  if  the  House  fails  to  disapprove  tomorrow,  for 
you  to  come  back  and  give  us  specifics  in  detail.  I  understand  you  don't 
have  all  those  specifics  yet  available  to  you.  But  you  might  give  us  a 
brief  outline  of  what  you  do  have,  if  you  can  do  so  in  a  short  period 
of  time. 

IMPLEMENTATION  OF  REORGANIZATION 

Mr.  Moody.  First  of  all,  let  me  say  it  is  a  privilege  to  be  here.  I  have 
been  with  Treasury  something  over  2  months..  It  would  be  an  under- 
statement to  say  the  time  I  have  been  here  has  been  exciting,  given  the 
events  of  the  day.  For  the  last  week  and  a  half,  I  have  been  involved 
with  Commissioner  Acree  and  his  people  in  attempting  to  work  out  an 
implementation  of  at  least  part  1,  section  1  of  the  plan,  which  would 
accomplish  the  purpose  of  the  reorganization  and  at  the  same  time 
provide  us  with  an  ability  to  continue  the  ongoing  mission  of  Customs 
if  the  plan  is  implemented. 

I  would  like  to  make  it  clear  that  as  far  as  the  Treasurv  Depart- 
ment is  concerned,  as  the  President  is  behind  this  plan,  we  do  support 
the  plan.  We  have  from  the  very  beginning  been  very  cooperative  in 
providing  detailed  and  complete  information  to  the  Office  of  Manage- 
ment and  Budget.  As  I  say,  and  as  Commissioner  Acree  indicated,  we 
have  been  in  discussions  with  them  as  recently  as  yesterday  attempt- 
ing to  get  from  them  a  reading  as  to  what  the  impact  upon  Customs 
would  be.  We  have  asserted  our  position  with  regard  to  what  we  could 
live  with,  if  you  will — I  hate  to  use  those  terms — given  our  ability  to 
cooperate  and  the  impact  we  feel  we  can  go  along  with. 

We  met  yesterday  with  the  Office  of  Management  and  Budget.  They 
gave  us  a  stat<»ment.  I  would  have  to  say  here  I  want  it  clearly  under- 
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stood  that  this  is  really  an  indication  at  this  point  in  time  of  the  posi- 
tion that  0MB  might  take.  I  think  that  is  what  you  have  asked  for. 

PERSONNEL   TO   BE   TRANSFERRED 

With  regard  to  agent  personnel,  the  indication  from  OMB  at  this 
time  is  that  the  transfer  of  the  number  of  investigative  agents  in  the 
narcotics  field  to  DEA  would  be  somewhere  in  the  neighborhood  of 
589  investigators  plus  36  vacancies,  giving  a  total  of  625.  This  would 
include  29  customs  agents  overseas. 

If  I  make  any  mistakes,  I  would  appreciate  John  or  Mike  correct- 
ing me. 

With  regard  to  support  personnel,  which  would  include  secretarial, 
clerical,  and  other  nonprofessional  employees  in  the  Office  of  Investi- 
gations, the  indication  from  the  OMB  is  that  these  clerical,  secretarial, 
and  other  nonprofessional  personnel  in  the  Office  of  Investigations 
would  be  divided  in  proportion  to  the  ratio  of  625,  including  vacan- 
cies, to  the  total  number  of  customs  agents  in  the  investigative  field. 

With  regard  to  customs  patrol  officers,  the  indication  from  OMB 
is  that  Customs  would  retain  all  of  the  CPO's  at  the  present  time, 
pending  a  study  of  the  entire  border  security  problem. 

With  regard  to  administrative  support  personnel  outside  of  the 
Office  of  Investigations,  the  indication  from  OMB  is  that  they  would 
recommend  against  any  such  move  at  this  time,  given  the  very  thin 
administrative  support  available  within  Customs  at  this  time. 

COMMUNICATION   EQUIPMENT 

With  regard  to  the  telecommunications  system  within  Customs,  and 
in  light  of  the  time  limitations  that  we  are  operating  under  right  now, 
OMB  is  indicating  they  would  recommend  retention  of  the  Mexican 
border  sector  communications  system,  pending  a  study  of  compati- 
bility and  a  study  of  the  border  control  responsibilities. 

Mr.  RoBisoN.  Retention  by  Customs,  that  is? 

Mr.  Moody.  Yes,  sir.  They  have  indicated  that  in  this  area  some 
augmentation,  perhaps  budgetary  or  otherwise,  of  DEA's  capability 
might  be  necessary. 

With  regard  to  the  computer  systems  within  Customs,  the  indication 
at  this  time  is  that  Customs  would  retain  the  TEC's  system,  which  is 
the  Treasury  Enforcement  Communications  System  formerly  known 
as  CADPIN,  and  the  small  Silver  Springs  data  processing  center.  We 
are  quite  pleased  with  this  indication,  primarily  because,  as  you  know. 
Treasury  is  making  an  effort  to  implement  the  TEC's  system  within 
Treasury.  It  forms  the  guts,  so  to  speak,  of  our  interagency  communica- 
tion and  it  ties  in  with  the  NCIC  and  the  other  communication  systems. 

DISPOSITION    or   VEHICLES 

The  indication  by  OMB  as  to  vehicles  at  this  time  is  that  there 
would  be  a  pro  rata  division  of  automobiles  and  a  division  of  special 
purpose  vehicles  based  upon  usage. 

With  regard  to  the  boats  and  aircraft  presently  being  used  by  Cus- 
toms, the  indication  by  OMB  at  this  time  is  that  all  boats  would  be 
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retained  by  Customs,  pending  again  a  study  of  the  border  control 
situation. 

With  regard  to  aircraft,  the  indication  is  that  Customs  would  retain 
its  19  air  intrusion  aircraft,  pending  again  the  study  of  the  border 
control  situation. 

With  regard  to  the  other  types  of  aircraft  that  have  been  used  some- 
what in  narcotics  investigative  functions,  the  indication  by  0MB  is 
that  of  these  17  aircraft,  12  should  be  transferred  to  DEA  and  5 
retained  in  Customs,  based  upon  their  present  usage. 

DISPOSITION    OF   IxABORATORIES 

There  are  two  laboratories  involved  in  the  study  of  the  equipment 
that  should  or  should  not  be  transferred  to  DEA.  These  two  labora- 
tories, one  in  San  Antonio  and  one  in  San  Diego,  have  been  used  in 
the  narcotics  area.  They  provide  an  instant  capability  to  Customs  to 
determine  whether  or  not  a  substance  is  or  is  not  a  narcotic,  or  drug, 
or  marihuana,  or  of  hashish  nature.  The  San  Antonio  facility  provides 
Customs  with  its  capability  of  training  the  dogs  which  you  saw  in 
the  movie.  We  feel  that  this  laboratory  is  a  very  integral  part  of  that 
program. 

The  indication  by  0MB  at  this  time  is  that  both  of  these  facilities, 
given  their  narcotics  nature,  would  be  transferred  to  DEA. 

CUSTOMS    NARCXynOS   ENFORCEMENT   MISSION 

That  really  is  a  summation  of  the  information  that  we  have  at  this 
time.  We  have  attempted  to  strike  a  balance  here.  We  have  impressed, 
I  think,  upon  0MB  the  fact  that  Customs  will  have  a  role  to  play 
with  regard  to  narcotics  enforcement,  simply  because  it  has  the  pri- 
mary and  high-priority  task  of  interdiction  of  smuggled  goods  of  all 
types,  including  narcotics. 

Mr.  RoBisoN.  I  would  like  to  interrupt  long  enough  to  strongly  en- 
dorse that  position.  I  think  you  ought  to  press  that  point,  Mr.  Mor- 
gan, if  you  haven't  already,  from  the  Secretary  on  down.  I  think  it  is 
essential  that  Customs  maintain  the  capability  to  meet  that  primary 
responsibility. 

Mr.  Moody.  That  is  really  about  all  I  have  to  report  on  it  at  this 
time. 

Mr.  Steed.  After  what  happened  yesterday,  I  think  this  matter 
being  under  study  is  just  another  way  of  keeping  their  real  intentions 
under  wraps  until  after  the  decision  has  been  made.  If  this  reorga- 
nization plan  becomes  effective,  I  think  that  next  year  when  you  sit 
here  you  are  going  to  be  telling  us  about  the  loss  of  all  your  aircraft, 
your  equipment,  and  probably  your  dogs  too.  If  they  set  out  to  do  it, 
they  might  as  well  go  the  whole  hog.  I  will  say  this,  that  from  the 
standpoint  of  manpower  and  facilities,  all  the  transfers  that  are  to  be 
made  are  not  going  to  be  in  the  public  interest. 

CUSTOMS   PARTICIPATION    ABROAD 

For  instance,  one  of  the  outstanding  successes  over  the  years  has 
been  your  participation  in  the  Customs  Cooperation  Council  which 
provides  for  an  ongoing  exchange  of  information  and  ideas  in  coopera- 
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tion  with  other  large  exporting  and  importing  countries  of  the  world. 
Of  course,  the  Council  agenda  includes  narcotics  because  other  coun- 
tries don't  exclude  their  customs  agencies  from  the  field  of  drugs.  What 
are  you  going  to  do  if  the  plan  becomes  effective  when  you  go  to  these 
international  meetings?  When  narcotics  are  discussed  you  will  just 
have  to  get  up  and  walk  out. 

Mr.  Agree.  I  don't  mean  to  be  trite,  Mr.  Chairman,  but  this  again 
is  another  area  that  is  under  study,  as  to  what  our  continuing  role 
would  be  vis-a-vis  Customs'  relations  with  customs  of  other  nations 
in  the  narcotics  area. 

CUSTOMS   DOG   PROGRAM 

Mr.  Steed.  If  the  narcotics  situation  is  so  better  served  by  shifting 
all  drug  law  enforcement  over  to  the  prosecuting  agency  of  the  Gov- 
ernment, the  Department  of  Justice,  then  why  should  you  have  dogs  at 
all  ?  They  ought  to  have  the  dogs.  This  whole  thing  doesn't  make  any 
sense  to  me.  The  more  I  find  out  about  it,  the  more  convinced  I  am 
that  it  is  bad.  Mr.  Wise  and  the  others  who  have  been  involved  in 
that  dog  program  are  entitled  to  the  highest  praise. 

Mr.  Agree.  Thank  you,  Mr.  Chairman. 

Mr.  Steed.  I  think  they  have  developed  something  that  is  a  real 
breakthrough.  I  want  to  commend  the  Bureau  of  Customs,  you  and 
all  the  people  who  have  had  anything  to  do  with  that  program. 

Mr.  RoBisoN.  And  the  dogs. 

Mr.  Steed.  I  think  this  is,  not  only  effective,  but  also  time-saving. 
It  is  an  advantage  to  the  public.  It  gives  you  information  without 
your  having  to  delay  people  or  harm  their  property  or  do  many  other 
things  that  heretofore  were  not  possible. 

Mr.  Agree.  I  appreciate  that. 

Mr.  Steed.  I  want  to  encourage  that.  I  want  to  keep  it  in  the  hands 
of  the  people  who  have  shown  the  know-how  in  developing  it,  the 
Customs  Service. 

Mr.  Agree.  I  appreciate  the  chairman's  observation.  I  might  ob- 
serve that  one  lady  recently  commented,  in  light  of  current  events, 
that  she  thought  Customs  was  going  to  the  dogs.  Your  comments  cer- 
tainly offset  that,  Mr.  Chairman. 

transfer  or  ixs  function 

Mr.  Steed.  I  will  tell  you  who  is  going  to  the  dogs ;  it  is  smugglers 
if  this  program  continues  to  show  the  same  success  we  have  had  with 
it  up  to  now. 

If  they  are  going  to  take  500  men  away  from  you,  and  yet  permit 
you  to  come  up  here  today  and  ask  us  for  a  lot  more  people,  the  logic 
of  that  escapes  me.  What  is  the  latest  you  have  concerning  the  trans- 
fers from  the  Immigration  and  Naturalization  Service  ? 

Mr.  Agree.  That  part  of  the  plan,  Mr.  Chairman,  part  2  of  the  plan, 
did  involve  the  movement  to  Customs  of  additional  responsibility  for 
the  inspection  of  people,  if  you  will,  and  the  transfer  of  about  1,000- 
plus  immigration  inspectors  to  Customs.  However,  it  is  our  under- 
standing that  this  part  of  the  plan  is  somewhat  in  question  at  the 
present  time. 
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UNION    OPPOSITION    TO    REORGANIZATION 

Mr.  Steed.  There  was  a  deal  made  between  0MB  and  the  Immigra- 
tion and  Naturalization  Employees  Union  yesterday  that  if  the  union 
would  stop  its  opposition  to  the  plan  0MB  would  not  transfer  those 
people.  It  is  this  kind  of  rotten  tactic  that  has  gotten  me  as  mad  as 
I  am.  It  just  indicates  there  is  something  back  of  this  power  grab 
over  in  Justice  that  doesn't  meet  the  eye.  I  am  going  to  get  to  the 
bottom  of  it  if  that  plan  ever  becomes  effective.  I  will  tell  you  that. 

I  think  it  is  a  shame;  all  the  time  and  effort  that  this  committee 
and  others  have  spent  to  bring  Customs  to  the  point  where  they  can 
do  the  job,  then  we  have  something  like  this  come  along. 

I  agree  with  you.  I  don't  think  there  is  any  indication  that  the 
workload  of  Customs  is  going  to  level  off.  It  is  going  to  continue  to 
grow.  You  are  going  to  have  to  continue  to  scramble  for  all  the  re- 
sources you  can  get  to  meet  it.  In  addition,  you  are  getting  a  lot  of 
new  work  assigned  to  you.  We  are  now  in  the  midst  of  a  major  over- 
haul of  the  Trade  Agreements  Act  and  this  is  going  to  put  a  lot  of 
responsibilities  on  Customs.  It  will  certainly  not  be  in  the  public 
interest,  if  Congress  is  not  equipped  to  handle  these  new  duties. 

Mr.  Edwards.  Before  we  get  into  the  rest  of  the  statement  and  other 
quesions,  I  wonder  if  other  members  might  comment  or  ask  questions 
on  reorganization  and  get  that  out  of  the  way  ? 

Mr.  Steed.  Yes.  Does  anybody  have  any  comment  or  questions  they 
would  like  to  ask  on  that  subject  ?  If  the  reorganization  is  turned  down 
we  have  no  problem.  If  it  is  approved.  Customs  is  going  to  have  to  have 
some  time  to  review  the  situation  and  then  come  back  and  make  an 
entirely  new  presentation.  Besides  voicing  our  feelings  on  this  matter, 
there  is  not  much  else  we  can  accomplish  today. 

Mr.  Edwards.  I  would  like  to  ask  a  few  questions  on  it.  Perhaps  Mr. 
Roybal  might. 

Mr.  Roybal.  You  go  ahead.  I  will  follow  you. 

PRIMARY   inspection 

Mr.  Edwards.  I  understand  from  what  has  already  been  said  that 
there  is  nothing  concrete  on  this,  but  I  would  like  to  get  in  my  own 
mmd  what  the  general  thinking  is.  I  would  like  to  take  the  personnel 
that  are  in  San  Ysidro  as  an  example.  As  a  motorist  comes  from 
Mexico  into  this  country,  the  first  man  he  sees  is  the  fellow  at  the  gate 
with  a  little  machine  in  front  of  him.  Who  does  he  work  for  now  ? 

Mr.  Agree.  He  could  work  either  for  Customs  or  Immigration,  Mr. 
Edwards. 

Mr.  Edwards.  Who  would  he  probably  work  for  under  the  reorga- 
nization ? 

Mr.  Agree.  He  would  continue  to  have  that  kind  of  assignment. 

Mr.  Edwards.  He  would  not  be  affected  ? 

Mr.  Agree.  No. 

Mr.  Edwards.  He  pushes  a  couple  of  buttons  on  that  little  computer 
and  m  San  Diego  or  somewhere  there  is  a  computer  system  that 
tells  him  whether  that  automobile  is  suspect.  What  changes  would  be 
made  in  that  computer  assignment? 

Mr.  Agree.  Brent  ? 


853 

TEC   SYSTEM 

Mr.  Moody.  Mr.  Chairman  and  Mr.  Edwards,  this  is  the  former 
CADPIN  system  that  you  are  making  reference  to,  now  called  TECS. 
This  is  the  Treasury  Enforcement  Communications  System.  The  com- 
puter is  physically  based  in  San  Diego.  This  is  the  system  that  I  made 
reference  to.  DEA  has  requested  that  this  be  transferred  to  them  under 
the  reorganization  plan. 

Mr.  Edwards.  Although  it  serves  a  purpose  far  greater  than  just 
drugs ;  is  that  correct  ? 

Mr.  Moody.  That  is  correct,  sir.  We  have  implemented  that  system 
within  Treasury.  Customs  is  not  the  sole  user  of  that  system.  The  Bu- 
reau of  Alcohol,  Tobacco,  and  Firearms  is  currently  using  it.  We  are 
presently  preparing  to  install  a  console  in  Interpol,  which  is  at  this 
time  an  agency  of  Treasury.  We  hope  to  implement  it  even  further. 

Mr.  Agree.  I  might  amplify,  Mr.  Edwards,  in  July  of  1972,  Customs 
offered  its  data  base  and  facilities.  It  predated  the  reorganization  plan 
by  many,  many  months.  It  was  ultimately  implemented  in  December 
of  1972  to  be  a  shared  data  base  for  the  Treasury  enforcement  agencies, 
as  Mr.  Moody  has  described. 

TECS  INTERFACE  WITH  NCIC 

Up  to  that  point,  it  had  only  been  a  Treasury  data  base,  containing 
information  in  it  about  Treasury  suspects  and  the  like. 

In  December  of  1972,  using  the  jargon  of  the  technicians,  we  inter- 
faced it  with  the  FBI's  XCIC,  the  National  Crime  Information  Cen- 
ter, where  all  local  police  departments  submit  their  lists  of  stolen  ve- 
hicles, stolen  securities,  wanted  felony  fugitives,  and  the  like.  Customs 
now,  by  virtue  of  accessing  the  FBI  system,  serves  with  this  system  as 
literally  the  lookout  system  for  all  of  the  police  departments  of  the 
United  States  insofar  as  people  crossing  our  borders  are  concerned, 
or  entering  our  airports. 

In  the  several  months,  from  January  12,  1973,  to  May  25,  1973,  at 
only  a  limited  number  of  ports  of  entry  where  this  total  system  has 
been  installed,  we  have  on  a  name  quei-y  basis,  based  on  suspicion,  in- 
tuitiveness  of  inspectors,  made  83  NCIC  hits  resulting  in  78  arrests  of 
major  felony  fugitives.  One  arrest  was  for  first  degree  murder ;  others 
were  for  military  desertion,  stolen  weapons,  forgery,  parole  violations, 
armed  robbery,  stolen  credit  cards,  grand  larceny,  and  on  and  on. 

The  system,  we  believe,  is  the  best  in  the  world.  It  pro^ddes,  not  only 
Customs  and  the  other  enforcement  agencies,  but  the  entire  police 
community  of  the  country  a  service  that  heretofore  the  United  States 
has  not  had  available  to  it. 

For  the  reasons  that  I  am  stating,  we  are  arguing,  and  arguing 
vigorously,  that  this  system  remain  intact  and  continue  to  be  a  part 
of  the  Treasury  operation. 

Mr.  Edwards.  But  you  don't  know  at  this  point  where  it  will  end 
up,  is  that  correct  ? 

Mr.  AcREE.  This  is  still  under  review.  In  addition,  the  system  has 
an  administrative  message-switching  capability.  We  now  have  360 
terminals  around  the  perimeter  of  the  United  States.  Terminals  can 
speak  to  terminals  or  we  can  communicate  to  blocks  of  terminals  or. 
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indeed,  we  can  put  an  administrative  message  out  to  include  all 
terminals. 

The  current  system,  the  new  system,  the  TECS  system  as  it  has  been 
renamed,  integrated  with  the  FBI,  is  an  incredible  instrument. 

TEC  RESPONSE  TIME 

I  was  in  the  office  in  December  when  we  ran  our  first  test.  I  saw  it 
in  operation.  We  queried  the  system  from  Washington.  It  contacted 
San  Diego  to  check  our  data  base.  At  the  same  time  San  Diego  was 
querying  the  FBI  system  all  the  way  back  in  Washington.  Washington 
FBI  was  responding  to  San  Diego  with  San  Diego  responding  back 
to  us  in  Washington.  With  12,000  miles  of  circuitry,  the  response  time 
was  4  seconds.  It  is  an  incredible  bit  of  technology  that  we  now  have 
available  to  us. 

CUSTOMS  RESPONSIBILITIES  AT  THE  BORDER 

Mr.  Edwards.  If  your  immigration  man  at  the  gate  suspects  an  auto- 
mobile, he  has  the  driver  pull  in  behind  the  Customs  Office  there  and 
the  Customs  inspector  comes  out  and  looks  the  car  over.  Under  the 
proposal,  who  will  those  Customs  people  work  for? 

Mr.  AcREE.  They  would  continue  to  work  for  Customs,  Mr.  Edwards. 

Mr.  Edwards.  If  he  decides  he  is  going  to  look  for  narcotics  and 
calls  in  a  dog  and  his  trainer,  who  will  they  be  working  for  ? 

Mr.  Agree.  They  will  be  working  for  Customs. 

Mr.  Edwards.  At  what  point  under  the  proposal,  as  you  understand 
it,  would  the  former  Customs  people  or  the  new  drug  people  under  the 
Department  of  Justice  get  into  that  act  ? 

Mr.  Acree.  Once  an  inspector  found  a  substance  that  he  believed  to 
be  narcotics,  then  he  calls  in  a  representative  of  the  new  agency. 

Mr.  Edwards.  Who,  probably,  would  also  be  somewhere  in  the  area 
of  San  Ysidro? 

Mr.  Acree.  Yes,  sir. 

Mr.  Edwards.  Is  that  a  step  that  is  not  now  necessary?  In  other 
words,  if  you  find  drugs  now  in  an  automobile,  what  do  you  do  ? 

Mr.  Acree.  We  call  in  a  Customs  agent  and  our  inspector  partici- 
pates with  him  in  the  development  of  a  criminal  case  and  present  it 
to  the  U.S.  Attorney. 

Mr.  Edwards.  Up  to  that  point,  you  are  still  more  or  less  dealing  as 
you  have  always  done  ? 

Mr.  Agree.  Essentially,  yes. 

Mr.  Edwards.  At  that  point  you  would  be  calling  in  a  man  with  a 
Department  of  Justice  hat  on  rather  than  a  man  who  formerly  wore 
the  Customs  hat  ? 

Mr.  Agree.  Correct,  sir. 

Mr.  Edwards.  Any  investigation  that  went  forward  from  there 
would  be  under  the  Department  of  Justice  ? 

Mr.  Agree.  That  is  correct,  sir. 

Mr.  Edwards.  What  would  happen  to  your  pilots  who  fly  the  border 
area  along  Mexico  to  California,  and  so  forth  ?  Who  would  they  work 
for  in  the  future  ? 
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Mr.  Agree.  This  again  is  an  area  under  review.  The  pilots  now,  as 
you  have  indicated,  Mr.  Edwards,  work  for  Customs.  They  are  in- 
volved, not  only  in  looking  for  narcotics  smugglers,  but  will  look  for 
smugglers  of  any  type  or  the  movement  of  any  contraband  into  the 
United  States. 

Mr.  Edwards.  Probably,  if  you  lost  all  jurisdiction  over  drugs,  you 
would  still  have  to  patrol  those  borders,  wouldn't  you? 

;Mr.  Agree.  This  is  correct,  sir. 

JUSTICE  PARTICIPATION  IN  CUSTOMS  CASES 

Mr.  Edwards.  If  your  pilot  made  a  hit,  or  whatever  you  properly 
call  it,  of  an  airplane  that  came  into  some  undesignated  area  and 
landed  and  he  found  narcotics,  at  that  point  he  would  call  in  this  De- 
partment of  Justice  official  who  perhaps  may  have  formerly  been  a 
Bureau  of  Customs  official,  and  it  would  go  up  the  Department  of  Jus- 
tice ladder  again  rather  than  go  up  the  Customs  ladder? 

Mr.  Agree.  This  is  correct,  sir. 

Mr.  Edwards.  Presently,  at  what  point  does  the  Bureau  of  Customs 
turn  over  a  case  of  that  type  to  the  Department  of  Justice  ? 

Mr.  Agree.  It  would  vary  from  case  to  case,  Mr.  Edwards.  An  im- 
mediate seizure  where  the  evidence  is  immediately  before  you,  it  would 
be  a  matter  of  arresting  the  individual  and  taking  him  then  into  cus- 
today,  presenting  the  facts  to  an  assistant  U.S.  attorney  immediately, 
and  on  the  authorization  of  prosecution  then  the  individual  would  be 
involved  in  our  judicial  process. 

CONSPIRACY  cases 

In  the  conspiracy  kind  of  case,  these  are  usually  ex  post  facto.  Con- 
spiracies generally  have  evolved  from  a  series  of  seizures,  individual 
cases.  You  look  for  a  common  denominator  and  when  you  find  it,  a 
conspiracy  to  smuggle  case  is  then  developed.  I  might  point  out  that 
we  have  been  extremely  successful  in  recent  months  in  that  regard.  We 
brought  Aguste  Ricord  from  Paraguay  to  the  United  States  for  the 
first  time  for  trial.  Those  kinds  of  cases  are  not  made  immediately  on 
sight  or  on  spot,  but  come  about  as  a  result  of  hard,  arduous,  and  con- 
siderable investigative  efiort. 

Mr.  Edwards.  It  may  happen  occasionally  that,  we  will  say,  a  young 
Mexican  will  be  caught  with  marihuana  under  the  hood  of  his  car. 
Upon  interrogation  at  San  Ysidro,  you  may  find  that  he  is  going  to 
Los  Angeles  where  he  is  supposed  to  park  the  car  and  call  some  in- 
dividual and  say  the  car  is  here  and  get  lost,  and  somebody  eventually 
shows  up  and  takes  the  marihuana  out  of  the  car.  Is  that  presently 
done  all  by  Customs  officials?  Or  do  you  use  others  in  that  type  of 
investigation  ? 

Mr.  Agree.  It  is  done  primarily  by  Customs.  However,  in  given 
cases  and  situations,  in  fact  I  would  believe  at  this  point  in  most  cases, 
we  join  the  current  Bureau  of  Narcotics  and  Dangerous  Drugs  in  a 
joint  effort  in  that  kind  of  a  situation  to  which  you  speak. 

Mr.  Edwards.  How  would  that  change  under  the  new  plan  ? 

Mr.  Agree.  BNDD,  which  is  scheduled  to  go  out  of  being  or  at  least 
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be  brought  into  DEA,  the  Drug  Enforcement  Agency,  would  have  the 
sole  jurisdiction  and  responsibility  in  those  kinds  of  cases. 

Mr.  Edwards.  If  you  sent  that  young  man  forward  as  planned,  you 
would  have  just  about  done  all  that  you  would  do  as  a  Bureau  of  Cus- 
toms and  you  would  turn  it  over  to  the  Department  of  Justice  at  that 
point  ? 

Mr.  Agree.  As  I  said,  sir,  once  we  identify  the  substance  as  narcotics, 
then,  as  we  understand  our  role,  we  call  in  the  representative  of  the 
new  agency  and  they  would  take  it  from  there. 

CUSTOMS-BNDD    COOPERATION 

Mr.  Moody.  I  think  the  committee  should  be  aware  that  under  Com- 
missioner Acree's  able  leadership,  you  are  absolutely  correct,  there  is 
an  interworking  relationship  at  the  present  time  between  Customs  and 
the  BNDD.  They  have  worked  out  many  of  the  problems  that  previous- 
ly existed  in  this  area.  I  think  at  the  present  time  the  cooperation  is  at 
a  very,  very  high  level. 

Mr.  Agree.  Thank  you,  Mr.  Moody, 

Mr,  Edwards.  I  have  one  more  question,  Mr.  Chairman. 

Overseas  you  have  29  Customs  agents  in  various  countries.  I  have 
been  overseas  and  done  a  little  studying  on  all  of  this.  I  had  the  im- 
pression— I  can't  say  whether  it  is  well-founded,  but  it  was  my  im- 
pression— that  there  was  some  considerable  conflict  or  competition  or 
dispute  perhaps,  between  the  BNDD  people  overseas  and  the  Customs 
people  as  to  who  really  was  supposed  to  do  what,  how  far  Customs 
could  go  with  their  investigation  before  they  had  to  call  in  BNDD,  and 
this  sort  of  thing. 

I  had  the  impression  after  that  visit  that  perhaps  there  was  a  need 
to  do  some  marrying-up  overseas  between  these  two  agencies.  This  was 
about  a  year  and  a  half  ago.  Can  you  speak  to  the  present  cooperation 
between  Customs  and  BNDD  in  the  foreign  countries? 

Mr.  Agree.  I  can,  Mr.  Edwards.  The  observation  that  you  make,  I 
think,  went  back  2  years  or  more  ago.  It  wasn't  until  this  year  that  we 
put  Customs  personnel  overseas  specifically  to  gather  narcotics  intel- 
ligence. They  were  put  overseas  with  a  notion  that  they  Avould  spend 
their  time  dealing  with  their  customs  counterparts.  BNDD  has  his- 
torically dealt  with  the  police  authorities  of  foreign  countries.  Our 
people  were  suited  up,  if  you  will,  to  go  abroad  to  the  17  countries 
where  we  now  have  them  to  set  up  liaison  with  the  customs  organiza- 
tions, with  shippers,  with  exporters,  with  the  airlines,  and  so  forth,  to 
gather  information  and  intelligence. 

While  sending  it  back  to  the  United  States  to  Customs  to  react  to, 
a  notion  was  advanced — and  the  State  Department  has  played  a  very 
substantial  and  successful  role  in  this  regard— that  the  Ambassador, 
or  more  particularly  the  Deputy  Chief  of  Mission,  the  DCM,  in  each 
of  the  host  countries  would  serve  as  a  team  leader.  He  would  be  acting 
in  the  name  of  the  Ambassador,  the  team  leader,  if  you  will,  to  be  the 
coordinator  or  correlator  of  all  information  and  intelligence  gathered 
by,  not  only  Customs,  but  BNDD,  by  State  Department  sources,  and 
by  other  agencies  of  the  United  States  overseas. 

There  has  been  in  the  last  6  months  a  very  good  working  relationship 
between  the  several  agencies  of  the  United  States  involved  in  the  total 
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narcotics  team  ejffort  in  the  various  host  countries.  As  I  understand  it, 
the  cooperation  goes  far  beyond  that  which  had  existed  in  the  historical 
period  to  which  you  speak,  Mr.  Edwards. 

Mr.  Edwards.  How  would  that  change  under  the  reorganization 
plan? 

DEALING   WITH   FOREIGN   CUSTOMS   OFFICIALS 

Mr.  Agree.  All  of  the  29  customs  agents  currently  overseas  for  the 
specific  purpose  of  gathering  narcotics  intelligence  information  would 
be  transferred  to  the  new  drug  agency. 

Mr.  Edwards.  Without  asking  you  to  pass  judgment  on  what  the 
President  has  proposed,  I  would  like  to  know  the  effect  that  that  will 
have,  in  your  opinion,  in  dealing  with  customs  officials  of  foreign 
countries. 

As  I  recall,  one  of  the  things  we  were  looking  at  when  we  were  over 
there,  in  the  period  where,  as  I  recall,  Commissioner  Ambrose  was 
trying  so  desperately  to  convince  foreign  customs  officials  that  they  in 
fact  were  part  of  the  problem  which  we  were  having  and  that  it  would 
behoove  them  to  involve  themselves  in  this  business  of  customs,  was 
what  effect  would  the  change  have  in  dealing  with  foreign  customs 
officials. 

Mr.  AcREE.  Mr.  Edwards,  I  think  one  can't  generalize  a  response  to 
your  specific  question.  I  think  you  almost  would  have  to  go  down 
country  by  country,  and  the  relationships  between  the  police  author- 
ities and  the  customs  authorities  in  many  of  the  nations  of  the  world 
differ  greatly.  In  some  cases  there  is  very  close  coordination  and  com- 
munication, and  in  others  there  is  almost,  I  shouldn't  say  warfare,  a 
lack  of  relationship  that  virtually  borders  on  warfare.  I  would  have 
to  go  down  the  line  to  respond  in  a  proper  way  to  your  question. 

Mr.  Edwards.  Are  there  countries  where  there  would  be  difficulty  if 
you  had  someone  other  than  our  customs  officials  dealing  with  their 
customs  officials  ? 

Mr.  Acree.  I  would  have  to  say  yes,  sir,  that  there  are  some  coun- 
tries where  we  know  that  the  customs  authorities  will  deal  only  with 
customs  types,  where  we  know  specifically  they  have  said  they  will  not 
deal  with  police  types. 

PRESENT    NARCOTICS    SITUATION 

Mr.  Steed.  Could  you  give  an  opinion,  both  of  you  if  you  would,  of 
what  you  think  the  current  situation  is  in  our  total  national  effort  to 
handle  this  narcotics  problem  ?  Are  we  failing  ?  Are  we  in  chaos  ?  Do 
we  have  a  problem  that  we  are  not  holding  our  own  with  or  gaining 
on  ?  What  do  you  think  ? 

Mr.  Agree.  If  you  look  for  the  signals,  for  the  signs  that  would  give 
an  educated  response  to  your  question,  sir,  you  again  get  into  cate- 
gories of  drugs. 

I  think  the  principal  concern  that  we  have  had  in  recent  years  is 
heroin.  Every  signal  and  every  signpost  at  the  present  time  indicates 
that  the  United  States  is,  indeed,  winning  and  may  well  have  won 
the  war  against  heroin.  I  don't  think  this  is  solely  a  result  of  the 
efforts  of  the  United  States.  What  we  are  really  beginning  to  see  now 
is  a  coming  together  of  many  pieces  of  the  U.S.  effort.  We  are 
also  beginning  to  see  a  new  realization  on  the  part  of  other  coun- 
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tries  of  the  world  that  up  until  perhaps  li/^  or  2  years  ago 
regarded  narcotics  as  solely  a  U.S  phenomena.  We  are  beginning 
to  see  hard  narcotics  being  introduced  into  their  cultures,  into  the 
societies  of  their  own  countries. 

As  a  consequence,  they  are  tightening  up.  I  speak  specifically  of 
some  of  the  countries  of  Europe  who  historically  have  been  identified 
as  transit  countries  for  narcotics  moving  to  the  United  States. 

On  the  other  hand,  in  the  United  States  we  know  that  there  is  a 
scarcity  of  heroin.  We  know  that  the  purity  of  heroin  on  the  street 
today  is  very  low.  We  know  that  the  cost  of  heroin  is  very  high.  We 
know,  too,  that  if  heroin  is  not  available  for  misguided  people,  for 
children  and  for  teenagers  to  experiment  with,  that  additional  addicts 
will  not  be  made.  We  know,  too,  that  the  publicity  and  the  educational 
programs  that  have  been  involved  in  the  all-out  administration  effort 
against  narcotics  have  paid  dividends. 

Certainly  if  you  watched  any  of  the  football  games  or  basketball 
games  last  season  on  television,  there  were  many,  many  spot  announce- 
ments by  star  athletes  trying,  and  I  believe  successfully,  to  persuade 
children  and  young  adults  not  to  experiment  with  drugs.  I  think  a 
combination  of  many  things  has  come  into  place.  In  the  heroin  area  we 
are  seeing  a  definite  fall-off. 

USE    OF    COCAINE 

To  the  extent  that  I  am  informed,  we  do  see  an  increase  in  the  move- 
ment to  the  United  States  of  cocaine,  which  originates  in  South 
America.  This  is  reputed  to  be  the  drug  of  the  affluent  set.  Indeed,  it 
is  advertised  in  jewelry  stores  in  New  York,  the  cocaine  spoon  on  a 
gold  chain  to  be  worn  around  the  neck  of  the  ladies  with  their  evening 
dress,  and  the  like.  Whether  this  is  a  status  symbol  or  whether  this  is 
just  a  fad  thing  or  whether  it  really,  in  fact,  is  being  used  for  that 
purpose.  I  don't  know,  sir. 

I  do  know  that  our  seizures  of  cocaine  last  year  were  substantially 
higher  than  ever  before.  They  continue,  as  a  matter  of  fact,  to  be  very 
high. 

MARIHUANA    SMUGGLING 

Moving  to  another  substance,  we  know  that  marihuana  continues 
to  come  into  the  United  States  in  rather  substantial  quantities.  We  just 
recently  concluded  an  exercise,  a  joint  effort,  with  BNDD  authorities 
in  Arizona,  with  Mexican  Customs  authorities,  and  with  the  Mexican 
Attorney  General,  along  the  Arizona  border  resulting  in  incredible 
seizures  on  both  sides  of  the  border.  Particularly  in  Mexico,  vast 
quantities,  measured  in  tons — 29  tons  I  believe  was  the  amount — of 
marihuana  were  seized.  Nevertheless,  marihuana  is  available  in  the 
United  States.  We  know  some  is  grown  domestically.  We  know  also 
much  does  come  in  via  the  smuggling  route. 

SYNTHETIC    DRUGS  * 

So  far  as  the  drug  subculture  in  the  United  States  today  is  concerned, 
we  are  viewing  more  and  more  of  a  movement  away  from  hard  narcotics 
into  the  area  of  synthetic  drugs.  Like  the  hard  narcotic  heroin,  cocaine 
is  not  produced  in  the  United  States  and  must  be  smuggled  into  the 
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country.  The  other  drugs,  the  chemical  synthetic  drugs,  are  manu- 
factured here. 

We  have  read  in  the  papers  recently,  and  continue  to  read,  about 
the  experimentation  by  young  people  in  synthetic  narcotics — ampheta- 
mines, barbiturates  and  the  like,  Methaqualone  and  Quaalude. 

I  think  kids  are  off  of  LSD,  for  example.  Heroin  and  LSD  are  not 
the  dru^  of  interest  today.  I  think  it  has  kind  of  crested,  so  they 
are  moving  now  into  other  areas. 

We  also  hear  that  the  kids  today  are  more  interested  now  in  beer 
and  pop  wine — apple  wine,  strawberry  wine,  wine  allegedly  made  of 
virtually  every  other  kind  of  substance — than  they  are  interested  in 
narcotics.  Indeed,  this  may  be  the  case. 

There  are  those  who  would  believe  that  alcohol  is  getting  to  be  more 
of  a  problem  than  narcotics.  I  see  from  where  I  sit,  based  on  all  the 
information  and  intelligence  I  have,  an  ever-shifting  change  in  the 
scene  and  an  ever-shifting  change  in  the  narcotics  currently  in  mode 
and  style.  It  is  a  long  speech,  Mr.  Chairman,  in  response  to  your 
question. 

Mr.  Steed.  It  is  very  good.  Since  narcotics  have  to  be  smuggled  in 
because  they  are  not  produced  in  this  country,  of  course,  smuggling  be- 
comes a  primary  concern  to  anybody  who  is  involved,  as  you  are,  in 
what  happens  at  the  border.  Dangerous  synthetic  drugs,  of  course, 
are  already  here.  That  is  a  problem,  but  it  is  a  different  type. 

Looking  at  the  problem  of  smuggling  of  narcotics  where  you  are  so 
directly  involved,  do  you  have  a  feeling  that  you  are  on  a  winning 
team  or  a  losing  team  ? 

Mr.  Agree.  Mr.  Steed,  I  am  into  my  36th  year  in  the  Federal  service 
and  I  may  sound  egotistical  in  saying  it,  but  I  have  never  been  on 
anything  but  a  winning  team.  And  I  feel  that  way  today,  sir. 

Mr.  Steed.  I  do,  too.  I  am  glad  to  hear  you  say  so.  That  is  further 
reason  why  I  wonder  why  the  administration  wants  to  meddle  with 
a  winning  team.  We  will  recess  until  2  o'clock. 

AFTERNOON    SESSION 

The  committee  is  in  session  this  afternoon  for  further  consideration 
of  the  1974  budget  request  of  the  Bureau  of  Customs. 

NEW   CUSTOMS  FUNCTIONS 

Mr.  Commissioner,  I  believe  we  will  start  out  by  having  you  out- 
line the  new  functions  that  Customs  has  acquired  during  this  fiscal 
year.  You  made  reference  to  it  in  your  general  statement,  and,  of 
course,  the  increased  workload  is  obvious  I  believe  there  have  been 
some  other  new  responsibilities  you  have  had  to  assume. 

Mr.  Agree.  I  had  reference  specifically,  Mr.  Chairman,  to  our  hav- 
ing taken  on  the  surtax  operation  in  the  last  fiscal  year.  We  antici- 
pate, if  the  trade  legislation  proposed  by  the  administration  and 
presently  before  the  Congress  is  enacted,  that  we  will  have  new  duties 
in  terms  of  the  administration  of  quotas,  in  terms  of  immediate  admin- 
istration of  tariff  rates,  up  or  down,  and  the  like. 

PROBLEM    OF   FLUCTUATING   CURRENCY 

Mr.  Steed.  You  also  made  reference  to  some  problems  that  the 
devaluation  of  the  dollar  has  created. 
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Mr.  Agree.  Yes,  sir ;  I  did. 

Mr.  Steed.  Is  that  an  extensive  problem  ? 

Mr.  Agree.  It  is  a  problem,  Mr.  Chairman,  in  terms  of  determining 
the  value  of  merchandise  for  duty  purposes.  Because  of  the  fluctuating 
value  of  the  dollar  in  the  country  where  the  imports  originated,  the 
computation  of  the  duty  on  the  value  of  the  merchandise  is  a  time- 
consuming  process  beyond  that  which  it  would  be  if  the  monetary  unit 
were  stable. 

Mr.  Steed.  In  the  last  18  months,  how  many  times  has  this  factor 
caused  you  to  have  to  make  a  new  determination  on  a  given  item  ? 

Mr.  Rains.  Mr.  Chairman,  the  problem  is  one  which  arises  out  of  the 
way  in  which  our  value  laws  are  written.  Under  those  laws  the  value 
of  merchandise  is  determined  as  of  date  of  exportation.  When  goods 
are  purchased  for  importation  into  the  United  States  there  is  often  a 
long  leadtime.  Let's  say  that  an  importer  buys  goods  for  $1,000.  At 
the  time  of  the  contract  that  $1,000  is  worth  a  certain  number  of  French 
francs,  for  example.  The  goods  may  be  shipped  a  month  or  two  later, 
and  at  that  time  Customs  has  to  determine  what  the  value  of  the  goods 
is  when  the  relative  value  of  the  dollar  vis-a-vis  French  francs  has 
changed. 

With  almost  each  of  these  shipments  that  occurs  after  currency 
values  have  changed,  it  is  necessary  to  recalculate  the  value  of  the 
goods. 

I  couldn't  tell  you  how  many  times  Customs  has  to  do  this,  but  I 
can  say  it  is  many,  many  thousands  of  times. 

Mr.  Morgan.  That  also  occurs  in  the  antidumping  situations.  Many 
times,  if  there  is  a  fluctuation  in  currency,  you  are  talking  about  which 
period  you  are  measuring  to  determine  dumping,  and  devaluation  is 
increasing  the  likelihood  of  dumping,  which  further  complicates  it. 

Mr.  Steed.  Has  it  had  any  impact  on  the  antidumping  type  of 
problem  ? 

Mr.  Morgan.  I  would  say  to  date  not  a  measurable  impact  in  terms 
of  the  dumping  cases  filed. 

Would  you  agree  with  that  ? 

Mr.  Eains.  I  would  agree  with  that,  Mr.  Secretary.  I  would  say 
further,  it  is  not  as  simple  as  it  sounds,  not  that  it  sounds  simple.  That 
is  because  when  the  currencies  fluctuate  it  is  not  just  a  simple  matter 
of  calculating  the  amount  of  fluctuation,  but  we  sometimes  also  find 
that  the  exporter  will  absorb  some  of  the  difference.  We  have  to  make 
allowances  for  that  as  well.  What  we  have  is  pretty  much  a  case-by- 
case  investigative  process. 

RATIO  or  persons  to  gargo  workload 

Mr.  Steed.  You  made  reference  to  the  amount  of  revenues  that  Cus- 
toms generates  as  against  the  cost  of  operating  Customs,  which  of 
course  indicates  that  a  large  part  of  your  operation  is  in  the  field  of 
collecting  duty  on  imported  merchandise.  Could  you  give  us  an  esti- 
mate of  how  your  workload  is  divided  between  the  processing  people 
coming  into  the  country  and  the  processing  of  cargo?  Most  people 
think  of  Customs  as  just  the  officers  who  looks  into  handbags  and 
check  people.  You  and  I  know,  of  course,  that  inspection  of  cargo 
being  imported  is  a  tremendous  part  of  your  work,  but  the  public  gen- 
erally doesn't  see  that. 
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Mr.  DicKERSON.  I  think  you  are  absolutely  right,  Mr.  Chairman. 
Most  people  see  the  visible  part  of  Customs  that  is  the  inspectors  open- 
ing bags.  But  I  would  estimate  that  the  time  employed  in  processing 
passengers  is  about  25  percent  of  our  manpower  and  probably  75  per- 
cent of  our  manpower  is  involved  in  the  major  revenue  producing  area 
of  processing  commercial  importations. 

Mr.  Steed.  That  is  about  what  I  would  have  guessed  it  would  be. 
I  think  it  is  important  to  keep  that  division  in  mind,  because  to  have 
an  effective  Customs  Service  you  have  to  have  a  capability  to  deal 
with  both  aspects  of  your  workload. 

TRAVELING  PUBLIC 

What  surprises  me  year  after  year  is  the  increase  in  the  number  of 
people  traveling.  Have  you  made  any  study  concerning  what  the  next 
few  years  may  bring  about  in  terms  of  an  increasing  number  of  peo- 
ple coming  to  this  country  ? 

Mr.  Agree.  I  think  we  have,  Mr.  Chairman.  We  continue,  in  response 
to  an  earlier  question  this  morning,  to  project  a  continued  increase  in 
the  commercial  air  traffic  and  arrivals  in  the  United  States  by  people 
via  air  carriers. 

Mr.  Steed.  The  biggest  gain  in  people  moving  is  by  air  ? 

Mr.  Agree.  Percentagewise,  yes,  sir.  It  is  a  17-percent  increase  noted 
in  the  first  two  quarters  of  this  fiscal  year  as  opposed  to  the  compara- 
ble period  of  last  year.  And  the  projections  for  next  year  continue  to 
indicate  that  with  lower  air  fares,  more  people  traveling,  and  the  af- 
fluency  that  prevails  generally  throughout  the  world,  that  this  would 
continue. 

INSPECTIOlSr  fagilities 

Mr.  Steed.  What  impact  will  this  have  on  your  facilities  in  the 
major  airports  for  clearance  of  passengers?  Are  you  faced  with  the 
need  to  develop  more  capabilities? 

Mr.  Agree.  We  are  indeed,  sir. 

Mr,  Steed.  Are  you  making  studies  now  so  that  you  will  be  able  to 
make  specific  recommendations  concerning  the  need  for  improved 
facilities  ? 

Mr.  Agree.  We  have  it  under  continuous  study,  not  only  in  terms 
of  increasing  the  facility  and  capability  to  handle  passengers,  but  we 
are  also  involved  in  taking  a  look  at  what  it  is  that  we  can  do  in  a 
physical  way  to  expedite,  and  to  facilitate  the  movement  of  people 
through  the  facilities.  So  there  is  really  a  two-pronged  approach  to 
the  problem  that  you  mention,  sir. 

NEW   PORTS   OF   ENTRY 

Mr.  Steed.  "What  about  the  addition  of  new  ports  of  entry  ?  Is  that 
going  to  continue  to  go  up  ? 

Mr.  Agree.  We  continuously  receive  letters  from  chambers  of  com- 
merce, from  interested  Members  of  the  Congress,  and  other  sources, 
from  time  to  time  asking  that  certain  airports  and  certain  areas  be 
granted  landing  rights.  Landing  rights  mean  having  the  inspectional 
facilities  of  the  United  States,  immigration,  customs,  public  health, 
agriculture,  available  to  make  those  kinds  of  inspections  incidental  to 
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their  respective  authorities.  So  we  continue  to  get  requests  for  the 
opening  of  new  facilities,  yes,  sir. 

JOINT   BORDER   CONSTRUCTION    PROJECTS 

Mr.  Steed.  You  made  reference  to  the  fact  you  have  32  facilities  that 
need  attention  including  the  three  new  construction  projects  that  are  in 
the  budget  this  year.  Could  you  furnish  us  a  list  of  those  places  ? 

Mr.  Agree.  We  will  be  pleased  to,  Mr.  Chairman,  for  the  record. 

£The  information  follows :] 

Joint  customs-IN 8  border  construction  projects  to  he  accomplished 


Boundary,  Wash.  (2  projects) 

Danville,  Wash.  (2  projects) 

Laurier,  Wash. 

Ferry,  Wash. 

Metaline  Falls,  Wash. 

Oroville,  AVash. 

Point  Roberts,  Wash. 

Raymond,  Mont. 

Scobey,  Mont. 

Piegan,  Mont. 

Trail  Creek,  Mont.  (2  projects) 

Roosville,  Mont. 

Chief  Mountain,  Mont. 

Noonan,  N.  Dak. 


Sherwood,  N.  Dak. 
Westhope,  N.  Dak. 
Eastport,  Idaho 
Bridgewater,  Maine 
Easton,  Maine 
Tecate,  Calif. 
Anapra,  N.  Mex. 
Columbus,  N.  Mex. 
Crane  Lake,  Minn. 
Presidio,  Tex. 
Los  Ebanos,  Tex. 
Falcon  Dam,  Tex. 
Falcon  Heights,  Tex. 
Jamiesons  Line,  N.Y. 


(2  projects) 


Mr.  Edwards.  Will  th3  chairman  yield  ? 

Mr.  Steed.  Yes. 

Mr.  Edwards.  Are  there  32  new  constructions  or  remodeling?  Wliat 
is  involved  generally  ? 

Mr.  Agree.  I  can't  state  specifically,  but  I  think  it  is  a  combination 
of  both,  updating  of  some  and  new  construction  of  others. 

Mr.  Edwards.  Not  necessarily  all  new  buildings  ? 

Mr.  Agree.  No,  sir. 

Mr.  Steed.  Mr.  Addabbo  ? 

Mr.  Addabbo.  Air  Canada  is  doing  away  with  preclearance.  Right 
now  there  are  airports  at  ports  of  entry  into  the  United  States  at 
which  you  have  no  customs  facilities.  Would  you  be  required  to  build 
facilities  at  those  airports  or  must  the  airlines  go  to  the  nearest  airport 
with  such  facilities  ? 

Mr.  Agree.  You  mentioned  Air  Canada  specifically  ? 

Mr.  Addabbo.  Yes. 

Mr.  Agree.  All  flights  coming  out  of  Canada.  No,  sir ;  I  don't  know 
we  would  have  to  build  new  airports. 

Mr.  Addabbo.  Not  airports. 

Mr.  Agree.  New  facilities  or  enhanced  facilities  would  obviously 
have  to  be  prepared  at  some  locations. 

Mr.  Addabbo.  Is  that  on  the  list  of  32  ? 

Mr.  Agree.  No,  sir;  it  is  not. 


backlog  of  entries 


Mr.  Addabbo.  Could  you  give  us  a  little  more  information  about  the 
volume,  backlog  I  guess  you  would  call  it,  of  your  cases  that  involve 
imports  and  what  the  average  time  is  that  elapses  by  the  time  mer- 
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chandise  arrives,  has  been  evaluated,  the  duty  collected,  and  turned 
over  to  the  importer  ? 

Mr.  Agree.  I  can  speak  in  terms,  Mr.  Chairman,  of  the  backlog  of 
unliquidated  formal  entries.  As  I  indicated  earlier,  because  of  the 
surcharge  responsibilities,  primarily  last  year,  the  volume  of  unliqui- 
dated formal  entries  increased  to  $1.3  million.  This  means,  of  course, 
a  delay  in  the  hands  of  Customs  in  the  processing  of  entry  documents, 
which  keeps  the  importing  community,  and  brokers  in  a  state  of  uncer- 
tainty until  such  time  as  we  have  completed  the  liquidation  of  the 
entries  that  they  have  filed. 

Mr.  Steed.  Do  you  think  tliat  your  request  for  more  personnel  is 
going  to  put  you  in  a  position  w^here  you  can  improve  this  situation  ? 

Mr.  Agree.  I  think  it  is  going  to  put  us  in  the  position  of  improving 
it,  Mr.  Chainnan.  We  will  be  able  to  reduce  the  backlog  slightly  with 
the  new  positions  requested. 

CUSTOMS   SECURITY   OFFICERS 

Mr.  StSed.  You  also  make  reference  to  the  600  airport  guards  that 
are  being  phased  out,  and  your  desire  to  utilize  as  many  of  them  as  you 
can  in  filling  Customs  recruitments.  As  we  contemplate  this  proposed 
reorganization  you  stand  to  lose  one  group  of  employees  and  gain 
another.  Since  the  deal  between  OMB  and  the  INS  unions  would 
in  effect  repeal  section  2  of  the  Reorganization  Plan  you  would  not  get 
the  900  INS  agents  ^vhich  would  have  come  into  Customs.  Where  will 
you  be  if  you  give  up  500  or  600  agents  under  this  reorganization  plan 
and  you  have  no  input  of  additional  employees  as  compared  with  the 
number  of  slots  you  have  asked  for  in  tliis  budget?  What  is  your  esti- 
mate of  your  manpower  situation  if  that  happens? 

Mr.  Agree.  Not  as  precise,  Mr.  Chairman,  as  the  thrust  of  your  ques- 
tion would  suggest.  Unfortunately  we  will  not  know  until  we  learn 
in  a  final  way  precisely  what  it  is  that  we  will  have  to  give  up. 

Mr.  Steed.  If  the  INS  agents  were  transferred  into  Customs,  I  am 
assuming  that  a  workload  requiring  that  manpower  would  come  with 
them. 

Mr.  Agree.  That  is  right,  sir.  We  would  have  added  duties  and  re- 
sponsibilities we  don't  now  have. 

Mr.  Steed.  You  wouldn't  be  gaining  some  bodies  to  do  some  work 
you  are  already  doing  ? 

Mr.  Agree.  No,  sir,  we  would  not. 

Mr.  Steed.  Assuming  that  we  are  only  now  dealing  with  the  num- 
ber of  new  positions  you  are  asking  for  here,  minus  the  590  that  will 
be  transferred  out,  what  w'ill  that  do  to  your  manpower  situation  ?  As- 
suming we  grant  you  the  916  new  jobs  and  you  then  lose  590,  does  that 
mean  you  are  going  to  have  a  little  over  300  people  to  do  the  work  of 
916? 

Mr.  Agree.  The  people  who  would  be  transferred  would  be  those 
assigned  to  the  antinarcotics  functions.  Only  a  small  portion  of  the 
916  new  positions  are  for  the  narcotics  workload. 

agents  transferred  under  reorganization  plan 

Mr.  Steed.  Are  the  people  they  propose  to  transfer  working  only  in 
the  narcotics  area  and  nothing  else  ? 

93-674  O  -  73  -  55 
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Mr.  Agree.  The  people  that  are  being  proposed  for  transfer  to  the 
new  agencies  perform  other  duties  besides  narcotics.  The  0MB  cut 
was,  I  think,  last  arrived  at  55  percent. 

Mr.  Hurley,  It  would  be  slightly  over  50  percent.  The  589  figure  is 
based  on  roughly  50.1  percent  caseload  involvement  of  the  specific 
agents.  As  the  Commissioner  indicated,  in  specific  cases  the  man  might 
be  spending  more  or  less  of  his  individual  time  on  narcotic  cases. 

Mr.  Steed.  In  your  case  you  are  not  transfering  the  work  along  with 
the  bodies  then  ? 

Mr.  Agree.  Not  in  its  entirety,  no,  sir. 

Mr.  Steed.  So  this  would  have  the  effect  of  creating  an  additional 
manpower  need  for  you  ? 

Mr.  Agree.  Correct,  sir. 

Mr.  Steed.  If  the  transfer  comes  about  as  made  in  the  original  plan, 
would  that  have  any  sizable  impact  on  your  ability  to  pick  up  any  of 
these  600  air  guards  that  are  going  to  be  phased  out  during  the  next 
year? 

Mr.  Agree.  Particularly  to  the  extent  that  the  committee  were  to 
provide  funds  for  the  additional  personnel  in  the  aggregate  that  we 
have  requested. 

Mr.  Steed.  If  your  request  for  additional  personnel  as  it  now  stands 
before  the  committee  is  granted,  how  many  of  the  600  do  you  believe 
you  could  absorb  ? 

Mr.  Agree.  I  believe  that  we  could  absorb  virtually  all  of  them,  Mr. 
Chairman.  There  may  be  some  few  whose  backgrounds  and  qualifi- 
cations would  fall  a  little  bit  short  of  what  we  would  expect  that  they 
should  have  to  be  an  inspector,  to  be  an  import  specialist,  or  to  be 
an  agent.  However,  I  think  it  is  a  fair  statement  that  we  could  absorb 
virtually  all. 

Any  difference  of  opinion,  Mr.  Hurley  ? 

Mr.  Hurley.  No.  I  think  particularly  in  light  of  the  fact  we  are 
expecting  more  than  a  normal  number  of  retirements  this  fiscal  year 
due  to  the  advantageous  retirement  situation  as  you  know,  Mr.  Chair- 
man. 

Mr.  Steed.  Have  you  done  any  preliminary  work  on  determining 
whether  you  can  absorb  these  600  people  ? 

Mr.  Agree.  We  have.  And  since  this  program  was  blueprinted  to  be 
phased  out,  we  have  moved  into  other  Customs  duties  about  300  of  the 
then  900-man  force. 

Mr,  Steed.  You  have  already  done  quite  a  bit  on  that  ? 

Mr,  Agree.  Yes,  sir. 

transfer  of  funds  under  reorganization  plan 

Mr.  Steed.  If  Reorganization  Plan  No.  2  becomes  effective,  do  you 
transfer  money  with  the  agents  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  Steed.  If  the  agents  from  INS  come  to  you,  does  money  come 
with  them  also  ? 

Mr.  Agree.  It  was  to  have  come,  yes,  sir. 
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SENIORITY  or  TRANSFERRED  EMPLOYEES 

Mr.  Steed.  What  does  this  do  to  your  seniority  system  and  promo- 
tion rights  and  all  of  that?  Are  they  just  integrated  into  your  regular 
work  force  ? 

Mr.  Agree.  It  was  contemplated  that  we  would  make  an  effort,  Mr. 
Chairman,  to  integrate  them  into  the  total  Customs  work  force. 

Mr.  Steed.  Do  they  retain  the  same  seniority  rights  in  Customs  they 
have  in  INS  if  the  transfer  is  made  ?  Do  the  employees  involved  face 
any  advantages  or  disadvantages  as  individuals  if  this  transfer  is 
made? 

Mr.  Agree.  They  w'ould  retain  their  same  seniority  rights  so  far  as 
eligibility  for  retirement  or  the  other  benefits  that  would  derive  by 
virtue  of  their  employment  with  INS. 

Mr.  Steed.  Since  Customs  has  traditionally  had  a  very  flexible, 
interchangeable  work  force,  there  is  no  assurance  that  the  INS  agents 
would  continue,  over  a  sustained  period  of  time,  doing  what  they  are 
now  doing  in  INS  if  they  became  part  of  Customs.  Is  that  right? 

Mr.  Agree.  That  is  right.  And  to  move  into  other  activities  of  Cus- 
toms where  their  career  laddar  would  be  enhanced,  where  their  pro- 
motability  would  be  advanced,  obviously  they  would  have  to  undergo 
training  courses,  would  have  to  undergo  the  same  kind  of  competi- 
tiveness as  existing  Customs  personnel  for  promotions  and  movement 
into  higher  or  key  positions  in  the  organization. 

preclearance  updating 

Mr.  Steed.  One  other  thing  I  would  like  for  you  to  do  if  you  could. 
Could  you  give  us  a  brief  update  on  the  current  status  of  the  pre- 
clearance situation  ? 

Mr.  Agree.  Yes,  sir. 

I  might  at  the  outset  comment  on  the  trip  that  we  took,  that  is  we. 
the  Customs  people,  with  yourself,  Mr.  Chairman,  and  members  of 
the  committee  to  the  three  locations  we  were  studying,  Canada,  Ber- 
-muda,  and  Nassau. 

Being  new^  to  Customs  myself  and  new  to  this  issue,  I  found  it  most 
informative,  and  hopefully  I  am  able  to  have  a  better  understanding  of 
the  issues  involved. 

preclearance    in   CANADA 

As  to  the  specific  status  of  preclearance,  first  in  Canada. 

Air  Canada  was  advised  subsequent  to  our  trip  that  Customs  was 
agreeable  to  a  continuation  of  preclearance  and  that  it  would  be  neces- 
sary to  detail  inspectional  personnel  to  Canada  on  an  interim  basis  to 
staff  their  new^  terminal  at  Toronto,  terminal  Toronto  2.  Air  Canada 
replied  negatively  and  stated  they  preferred  to  have  their  flights  post- 
cleared,  that  is  inspected  in  the  United  States.  And  all  Air  Canada 
flights  have  been  postcleared  in  the  United  States  now  since  April  29, 
1973. 

Further,  the  Government  of  Canada  has  notified  the  United  States 
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that  all  precleared  flig^hts  of  American  carriers  must  be  postinspected 
in  the  United  States  effective  July  30, 1978.  However,  the  Government 
of  Canada  has  informed  us  that  this  matter  is  subject  to  negotiation 
during  the  bilateral  air  route  discussions  which  are  currently  in  prog- 
ress between  the  Government  of  Canada  and  the  Government  of  the 
United  States. 

Additionally  the  United  States  has  advised  the  Government  of 
Canada  that  to  insure  adequate  facilities  in  the  United  States  and  to 
minimize  passenger  inconvenience,  a  minimum  of  6  months  would  be 
required  for  termination  of  preclearance  by  the  American  carriers 
flying  from  Canada. 

I  am  unaware  at  this  point  whether  or  not  this  suggestion,  advice  by 
the  United  States  to  the  Government  of  Canada,  is  agreeable  with  the 
Canadian  authorities. 

PRECLEARANCE   IN   BERMUDA 

Moving  to  Bermuda,  a  memorandum  of  understanding  has  been 
transmitted  to  the  Government  of  Bermuda  by  our  State  Department 
which  set  forth  proposals  considered  to  be  essential  to  the  continuation 
of  Customs  preclearance  in  that  country. 

Formal  negotiations  to  discuss  the  memorandum  of  understanding 
and  to  discuss  facility  modifications  with  officials  of  Bermuda  are 
scheduled  and  will  be  held  on  June  5.  A  request  to  increase  the  oper- 
ating ceilings  for  Customs  personnel  stationed  in  Bermuda  to  a  total 
of  30  positions  has  been  sent  to  both  the  0MB  and  the  State  De- 
partment. 

Mr.  RoBisoN.  What  is  the  total  you  have  there  now  ? 

Mr.  AcREE.  In  Bermuda  we  have  three  permanent  and  five  part- 
time  assignments. 

This  manpower  will  permit  Customs  to  provide  full  service  between 
the  hours  of  8  a.m.  to  12  midnight.  Present  hours  of  service  are  10 
a.m.  to  6  p.m. 

PRECLEARANCE   IN    NASSAU 

In  the  Bahamas,  representatives  from  Customs  have  visited  Nassau 
to  determine  facility  and  manpower  needs.  A  plan  to  modify  the  ex- 
isting facilities  in  Nassau  to  properly  accommodate  the  preclearance 
operation  has  been  developed  and  detailed  drawings  will  be  com- 
pleted by  June  1. 

The  State  Department  has  advised  us  that  the  Government  of  the 
Bahamas  will  be  provided  a  memorandum  of  understanding  by  the 
State  Department  similar  to  the  one  that  was  sent  to  the  Govern- 
ment of  Bermuda.  Formal  negotiations  with  officials  of  the  Bahamian 
Government  have  been  scheduled  for  Jime  11  or  June  12,  1973.  In  ad- 
dition the  State  Department  has  suggested  to  the  Bahamian  Govern- 
ment that  it  would  be  desirable  to  meet  informally  during  the  preced- 
ing week,  next  week,  to  discuss  facility  modifications. 

That  is  a  very  quick  update  of  tlie  situation  in  each  of  the  countries, 
Mr.  Chairman,  that  we  visited. 

NEW   YORK   WORLD    TRADE   CENTER 

Mr.  Steed.  Fine.  During  that  trip  we  also  got  a  chance  to  look  at  the 
new  facilities  being  constructed  at  New  York  City  in  the  World  Trade 
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Center.  What  is  the  current  status  of  that  ?  Are  you  going  to  move  in  on 
schedule? 

Mr.  Agree.  Regarding  the  current  status  of  our  movement  into  the 
World  Trade  Center,  floors  1,  2,  and  3  will  be  moved  into  and  occupied 
by  Customs  on  June  11.  This  is  scheduled  and  is  to  be  finally  a  fact. 

Mr.  Steed.  Could  you  give  us  a  brief  outline  of  all  of  the  advantages 
this  new  facility  will  bring  you  ? 

Mr.  Agree.  Yes,  Mr.  Chairman.  I  have  had  an  opportunity  since 
I  have  been  with  Customs  to  visit  the  facilities  we  presently  occupy 
in  three  locations  in  New  York.  To  put  it  mildly  I  would  characterize 
them  as  a  disaster. 

One  of  the  buildings  has  had  no  renovation,  no  upkeep,  no  improve- 
ments obviously  for  many,  many  years.  This  is  the  mail  facility  on 
Varick  Street. 

This  will  put  the  Customs  personnel  in  New  York,  our  largest 
operation,  under  one  roof  in  new,  modern,  air-conditioned,  up-to-date 
facilities.  It  puts  us  in  immediate  adjacency  to  the  world  import  com- 
munity, the  brokers,  the  importers,  the  exporters,  the  international 
bankers,  and  the  like  that  are  essentially  now  housed  in  the  Twin 
Towers  as  part  of  the  New  York  World  Trade  complex.  The  Customs 
building,  as  you  know,  joins  the  Twin  Tower  complex  and  we  will 
be  able  to  accommodate  more  conveniently  the  public  with  whom  we 
deal,  brokers,  bankers,  importers,  and  exporters.  They  will  soon  not 
have  to  travel  extensive  distances  across  the  city  of  New  York  in  the 
high  traffic  periods  to  bring  mail,  entries,  and  other  documents  per- 
taining to  imports,  exports,  entries,  et  cetera,  to  Customs,  but  will 
be  immediately  adjacent  to  the  area  that  we  occupy  there. 

So  I  think  all  of  these  things  definitely  and  decidedly  are,  not  only 
an  advantage  to  Customs,  but  certainly  to  the  individuals  that  are 
obliged  to  deal  and  do  business  with  us  on  a  regular  basis. 

Mr.  RoBisoN.  Will  the  Chairman  yield  ? 

Mr.  Steed.  Yes. 

RENT    FOR    WORLD    TRADE    CENTER    BUILDING 

Mr.  RoBisoN.  In  the  summary  of  increases  requested  for  fiscal  year 
1974,  Commissioner,  we  find  the  item  for  rent  at  the  World's  Trade 
Center  in  the  amount  of  $4,135,000  which  is  about  one-quarter  of  your 
overall  increase.  Is  this  item  offset  to  any  dollar  extent  by  giving  up 
the  quarters  you  have  occupied  in  other  areas  in  New  York  City? 

Mr.  Agree.  No,  it  is  not,  sir.  Those  are  rent-free  quarters  in  the 
sense 


Mr.  RoBisoN.  They  are  Federal  buildings? 

Mr.  Agree.  Yes. 

Mr.  RoBisoN.  So  this  is  a  new  item  ? 

Mr.  Agree.  This  is  a  new  item,  yes. 

Mr.  RoBisoN.  Just  to  remind  us,  and  to  make  the  record  clear,  is  this 
rent  a  fixed  item  from  now  on,  that  figure  $4,135,000,  or  is  this  an 
adjustable  figure? 

Mr.  Agree.  It  is  a  rental  agreement  contract  reached  by  GSA  in  our 
behal f  with  the  New  York  and  New  Jersey  Port  Authority. 

Mr.  RoBisoN.  But  is  the  rent  fixed  at  this  amount  for  some  period  of 
time? 
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Mr.  Agree.  This  was  negotiated  as  I  understand  for  a  period  of  20 
years.  We  have  part  of  it  this  year,  and  the  figure  that  is  set  out  here  is 
only  the  increase  that  is  recorded  the  next  year. 

Mr.  RoBisoN.  One  further  question  in  connection  with  this.  If  Re- 
organization Plan  No.  2  goes  into  effect,  does  that  in  any  way,  in  your 
judgment,  change  the  need  for  Customs  for  the  facilities  included  and 
planned  to  be  occupied  by  it  in  the  World  Trade  Center  ? 

Mr.  Agree.  Not  in  a  total  sense ;  no,  sir.  We  will  have  a  percentage  of 
our  agency  personnel  transferred  to  the  new  drug  enforcement  agency 
that  otherwise  would  be  housed  in  the  new  facility  at  the  New  York 
World  Trade  Center  we  have  been  speaking  to. 

As  Mr.  Wilson  points  out,  however,  we  are  responsible  for  the  whole 
building.  Certainly  the  number  in  New  York  that  transfer  would  not 
exceed  100,  and  would  probably  be  less  than  this. 

Mr.  RoBisoN.  It  would  not  make  that  much  difference  in  your  re- 
quirement for  space? 

Mr.  Agree.  No  material  difference ;  no,  sir. 

Mr.  Steed.  Will  this  new  facility  take  care  of  your  foreseeable  needs 
for  growth  in  the  future  ? 

Mr.  Agree.  Yes,  sir.  We  have  expansion  space  in  the  building,  and  I 
would  certainly  visualize  it  should  take  care  of  our  growth  needs  for 
many  years  to  come,  Mr.  Chairman. 

Mr.  Steed.  Do  you  think  that  improved  service  to  the  public  plus 
efficiencies  that  flow  from  a  central  operation  will  make  a  substantial 
offset  in  the  rent  you  are  paying  there  ? 

Mr.  Agree.  Hopefully  it  will  be,  indeed,  an  offset,  Mr.  Chairman. 

OTHER    ASSETS    TRANSFERRED    BY    REORGANIZATION 

Mr.  Steed.  Returning  to  Reorganization  Plan  No.  2,  in  addition  to 
people,  as  I  read  it,  you  also  would  be  giving  up,  among  other  things, 
automobiles  and  other  vehicles.  What  is  that  going  to  do  to  you  if  that 
happens? 

Mr.  Agree.  We  are  seeking  to  resolve  the  transfer  of  automobiles  in 
light  of  the  discussion  along  the  lines  that  we  had  earlier  this  morning, 
Mr.  Chairman.  To  the  end  that  these  are  automobiles  used  by  investi- 
gative personnel  for  narcotics  investigations  or  used  by  our  personnel 
who  transfer  to  the  new  agency,  then  the  automobiles  will  go  with 
them  under  the  understanding 

Mr.  Steed.  You  are  going  to  give  them  the  Avorst  ones  you  liave,  I 
hope. 

Mr.  Agree.  Is  that  on  the  record  ? 

Mr.  Steed.  That  is  on  the  record. 

JURISDIGTION    over    SEIZED    VEHIGLES 

What  about  a  situation  like  this?  You  catch  a  smuggler  with  nar- 
cotics in  a  vehicle  and  you  catch  him  under  circumstances  that  normal- 
ly would  cause  you  to  confiscate  that  vehicle.  If  the  Reorganization 
Plan  is  approved,  does  the  new  drug  law  enforcement  agency  get  the 
car? 

Mr.  Agree.  This  again  is  a  matter  that  is  under  negotiation.  The 
Justice  Department  representatives  believe  that  under  the  circum- 
stances that  the  Chairman  has  described  that  the  seizure  then  should 
be  made  by  the  Justice  Department. 
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Mr.  Steed.  It  seems  that  you  are  going  to  get  the  short  end  of  all  of 
the  decisions.  Would  that  apply  also  to  airplanes  ? 

Mr.  Agree.  That  would  apply  also  to  airplanes. 

Mr.  Steed.  Suppose  you  get  a  smuggler  that,  not  only  has  narcotics, 
but  diamonds  and  other  contraband  on  board.  Then  who  gets  it? 

Mr.  Agree.  Whoever  can  shout  the  loudest,  Mr.  Chairman. 

Mr.  Steed.  How  are  you  going  to  explain  to  the  dog  who  he  is  work- 
ing for  ? 

Mr.  Agreje.  We  understand  that  we  have  the  only  man  yet  able  to 
speak  with  dogs,  our  principal  dog  trainer  at  San  Antonio,  and  per- 
haps Mr.  Chairman  he  would  be  able  to  make  that  kind  of  an  explana- 
tion. I  don't  mean  to  be  frivolous.  We  kid  him  about  this. 

Mr.  Steed.  If  they  transfer  your  laboratories,  how  are  you  going  to 
maintain  this  capability  ?  There  is  other  contraband  you  test  in  labora- 
tories besides  narcotics. 

LABORATORIES 

Mr.  Agree.  The  two  laboratories  specifically  referred  to  as  potenti- 
ally up  for  transfer  to  the  Justice  Department  are  essentially  narco- 
tics laboratories,  one  located  in  San  Diego,  one  in  San  Antonio.  They 
essentially  have  been  used  by  our  inspectors  to  determine  whether  the 
substances  that  our  inspectors  find  on  passengere  or  in  the  vehicles 
coming  over  the  land  borders  of  the  United  States  and  Mexico  are 
narcotics  or  not.  The  laboratory  in  San  Antonio  has  been  involved  in 
maintaining  the  field  test  kits  that  our  inspectors  use  from  time  to  time 
to  make  field  tests  of  substances  to  determine  if  they  are  narcotics. 

Also  in  the  dog  program  the  narcotics  used  in  the  training  of  the 
dogs  have  been  provided  by  the  laboratory  in  San  Antonio. 

So  we  have  advanced  the  reasons  that  I  am  citing  to  you  as  justifica- 
tion for  believing  that  those  two  laboratories  ought  to  stay  with  Cus- 
toms. Here  again,  however,  this  is  an  area  where  0MB  will  make  the 
judgment. 

REPIiACEMENT  OF  RESOURCES  TRANSFERRED 

Mr.  Steed.  We  were  told  this  morning  by  the  Assistant  Secretary, 
who  has  been  in  these  discussions,  that  certain  matters  have  been 
decided  in  regard  to  properties  and  equipment  and  physical  things 
that  may  be  transferred  from  Customs  into  this  new  organization. 

Assuming  that  the  Plan  goes  through  and  these  transfers  are  made, 
can  you  assure  me,  Mr.  Morgan  and  Mr.  Acree,  that  you  will  not  be 
back  here  before  this  subcommittee  next  year  asking  for  funds  to  re- 
place these  very  same  items  ? 

Mr.  Morgan.  Obviously  not.  We  have  gotten  repeated  assurances 
from  0MB,  I  suppose  certainly  in  fairness  to  0MB,  that  they  will 
not  do  anything  to  cripple  the  customs  operation.  I  think  it  is 
abundantly  clear  that  people  will  differ  on  what  constitutes  crippling. 

Mr.  Steed.  If  they  are  not  going  to  be  crippling  you,  they  are  not 
going  to  be  transferring  out  anything  you  may  need.  If  you  can  afford 
to  give  it  up,  you  wouldn't  want  to  come  back  and  ask  for  money  to 
replace  it  next  year,  would  you  ? 

Mr.  Morgan.  That  is  correct. 

Mr.  Steed.  "What  are  you  going  to  do  if  it  happens  to  be  the  kinds 
of  things  that  you  need  very  badly  ?  Mr.  Acree,  you  are  a  very  dedi- 
cated man.  You  are  running  a  good  show.  You  have  a  fine  agency.  I 
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can't  imagine  you  remaining  as  head  of  it  if  you  knew  that  it  was  fall- 
ing down  in  its  responsibilities. 

Mr.  Agree.  I  think  that  is  a  very  considerate  observation,  Mr.  Chair- 
man. 

Mr.  Steed.  Won't  you  feel  compelled  to  try  to  acquire  manpower  and 
other  resources  to  try  to  keep  this  agency  at  the  current  level  of 
efficiency. 

Mr.  Agree.  I  shall,  indeed.  Given  the  mission  and  responsibilities 
that  the  U.S.  Customs  Service  has,  Mr.  Chairman,  I  indeed  would  be 
remiss  in  my  responsibilities  as  the  chief  administrator  if  I  did  not  seek 
the  kinds  of  resources  that  I  believe  my  associates  need  to  fulfill  and 
carry  out  that  mission  and  responsibility. 

Mr.  Steed.  If  it  is  embarrassing  for  you  to  answer  this  question, 
clon't  answer  it  because  I  am  going  to  answer  it  for-  you.  The  truth 
is  you  don't  believe  you  can  give  up  these  assets  and  continue  to  do  the 
job  you  are  doing  now. 

Mr.  Robison. 

Mr.  Robison.  There  are  several  items  we  ought  to  go  back  over.  I 
would  like  to  begin  by  congratulating  you  also.  Commissioner  Acree, 
for  the  fine  job  I  think,  and  we  all  feel,  you  have  done  in  the  short 
time  you  have  been  carrying  the  responsibility  you  now  have.  You 
have  made  a  favorable  impression  on  every  meniber  of  this  subcom- 
mittee. I  mean  that  most  sincerely.  We  are  very  grateful  we  have  you 
where  you  are. 

Mr.  Agree.  Thank  you,  sir. 

Mr.  Robison.  Not  where  you  are  right  now,  but  in  your  position. 

Mr.  Agree.  I  don't  mind  being  here. 

GUSTOMS-BNDD    GOOPERATION 

Mr.  RoBisoN.  Earlier  today,  before  the  noon  recess,  Mr.  Moody 
spoke  a  bit  about  how  cooperation  had  improved  between  BNDD  and 
the  Bureau  of  Customs  under  your  leadership.  You  didn't  say  any- 
thing at  the  time,  but  maybe  that  was  because  of  your  humility  in  this 
regard.  Let  me  ask  you  if  you  think  cooperation  has  improved,  since 
you  came  into  the  job  you  now  have,  vis-a-vis  BNDD  and  the  Bureau 
of  Customs  in  the  narcotic  field. 

Mr.  Agree.  Mr.  Robison,  I  have  been  in  and  involved  in,  directly 
and  indirectly,  law  enforcement  for  over  -30  years  in  the  Federal  serv- 
ice. I  think  I  have  some  small  reputation  in  that  regard.  I  think  I  know 
what  is  involved  in  a  professional  way  to  go  about  handling  the  law 
enforcement  program. 

Shortly  after  I  came  aboard  at  Customs,  Secretary  Shultz  was 
appointed  Secretary  of  the  Treasury.  Incidental  to  his  appointment 
he  was  asked  to  talk  with  me,  and  Attorney  General  Kleindienst 
was  asked  to  talk  to  Jack  Ingersoll,  Director  of  the  BNDD  to  see 
of  we  couldn't  put  our  representative  heads  together  and  evolve 
some  plan,  some  working  relationship  that  would  tone  down  the 
jurisdictional  differences  that  had  prevailed  for  some  several  years 
in  the  past. 

I  took  this  on,  very  frankly,  as  a  challenge.  I  think  I  can  sum  it  up 
by  saying  that  after  a  series  of  continuing  meetings  with  Mr.  Ingoi-soll, 
whom  I  i-egard  as  a  professional,  and  members  of  his  staff  and  after 
visiting  their  regional  managers  meetings  and  visiting  their  overseas 
managers  conferences,  speaking  at  the  graduation  exercises  of  the 
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graduating  classes,  and  having  Mr.  Ingersoll  over  to  visit  and  talk 
with  our  people,  I  can  tell  you  flatly  and  positively  that  for  at  least 
the  last  7,  8  or  conceivably  9  months  we  have  not  had  a  difference,  a 
flap,  if  you  will,  worthy  of  that  name.  We  have  continued  the  kind 
of  relationship  that  I  think  really  needs  to  be  carried  out  between 
two  professional  law  enforcement  organizations. 

OPERATION    CACTUS 

I  mentioned  earlier  this  morning  Operation  Cactus.  That  was  the 
operation  on  the  Arizona  border  for  which  we  sat  down  here  in  Wash- 
ington with  BNDD  personnel,  worked  out  an  action  plan,  moved 
down  to  the  Arizona  border,  involved  the  customs  director  of  Mexico, 
the  attorney  general  of  Mexico,  Customs  personnel,  BNDD  personnel, 
and  local  law  enforcement  authorities  in  a  very  successful  operation, 
the  details  of  which  I  outlined  this  morning. 

Fantastic  seizures  of  narcotics  resulted  in  really  activating  and 
committing  the  Mexican  forces  on  their  side  of  the  border. 

I  think  in  any  given  situation  where  men  of  reasonable  minds  seek 
out  or  look  for  an  area  of  agreement  or  interest  or  commonality  of 
purpose,  indeed,  it  can  be  found.  I  would  like  to  think  that  we  were 
able  to  do  that. 

Mr.  EoBisoN.  That  is  the  kind  of  response  that  we  have  been 
hoping  to  hear  on  this  subcommittee  for  a  good  many  years  to  a  prob- 
lem that  we  have  been  aware  of  through  all  those  years  since  BNDD 
came  into  existence,  a  problem  that  has  plagued  us  even  as  it  has 
plagued  the  two  agencies. 

Reorganization  Plan  No.  2  may  have  had  its  genesis  from  many 
sources,  but  I  think  one  of  the  major  sources  was  this  problem  of  com- 
petition and  lack  of  cooi'dination  and  cooperation.  If  your  judgment 
is  that  that  situation  is  a  good  deal  better  than  it  was,  although  I 
haven't  heard  "Sir.  IngersoU's  side  of  the  argument,  then  it  seems  to  me 
there  is  another  reason  for  us  to  look  with  a  sort  of  jaundiced  eye  on  the 
need  for  the  reorganization  at  the  moment. 

COOPERATIOX    AT   FIELD    LEVEL 

When  you  and  Mr.  Ingersoll,  for  instance,  write  high-level  memos  of 
one  kind  or  another  as  to  the  need  to  cooperate  and  coordinate  and  to 
stop  competing  with  one  another  as  between  your  two  agencies,  that  is 
one  thing.  But  to  enforce  that,  or  to  get  that  sort  of  a  spirit  down  to  the 
level  of  field  operations  is  something  else  again. 

Do  you  feel  equally  convinced  and  optimistic  about  the  fact  that 
this  improvement  lias  gotten  down  to  the  level  of  field  operations  as 
well  ? 

Mr.  Agree.  So  far  as  Customs  is  concerned.  Mr.  Robison,  it  has.  I 
would  be  most  disappointed  if  one  of  our  personnel  were  to  react  in  any 
form  or  fashion  differently  than  I  have  described  to  you.  Indeed,  I  can 
tell  you  he  won't  last  very  long  in  the  Customs  Service. 

NARCOTICS    SEIZURES 

Mr.  RoBisox.  Running  through  the  justifications,  I  notice,  as  you 
suggested  this  morning,  that  seizure  statistics  of  narcotics  and  danger- 
ous drugs  for  1972  show  large  increases  in  every  categoiy  with  the  ex- 
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ception  of  heroin  seizures,  which  did  not,  as  you  say  in  the  justifica- 
tions, match  the  phenomenal  amount  seized  in  1971. 

When  we  turn  over  to  a  summary  of  Customs  enforcement  workload 
on  page  9  of  the  justifications,  that  becomes  apparent  because  here,  with 
the  tabulation  being  made  in  the  thousands  of  grams,  the  heroin  seiz- 
ures, which  were  21,000  grams  in  1970,  escalated  to  425,000  grams  in 
1971  and  for  1972  were  estimated  at  288,000  grams. 

Mr,  Agree.  Right,  sir. 

REDUCTION   IN   HEROIN    SEIZURES 

Mr.  RoBisoN.  Do  you  want  to  spend  a  couple  more  moments  ex- 
plaining why  there  is  this  reduction  '^ 

Mr.  Agree.  I  think  it  evolves  from  several  things,  and  not  any  one 
thing.  It  evolves  from  the  fact  we  have  had  an  aggressive  program  with 
reference  to  the  growing  of  the  opium  poppy  in  Turkey,  where  histori- 
cally much  of  the  heroin  originated  that  has  reached  tlie  United  States. 
After  the  opium  poppy  was  grown  in  Turkey,  it  was  converted  then 
into  morphine  base.  The  morphine  base  then  transited  several  of  the 
European  and  Mideastern  countries,  and  historically  had  ended  up  in 
southern  France  where  it  was  consolidated  with  other  chemicals,  acetic 
anhydride  primarily,  and  converted  into  heroin.  Thereafter  it  was 
shipped  to  the  United  States.  Initially,  it  came  essentially  into  our 
two  major  east  coast  ports.  New  York  and  Miami. 

The  total  administration  program  was  directed  at  the  entire  appara- 
tus, at  the  growing  of  the  opium  poppy.  The  T'^nited  States  having 
subsidized,  as  I  am  sure  you  are  aware,  the  Turkish  farmer,  has 
attempted  to  cause  him  to  shift  to  other  products  to  be  grown. 

I  mentioned  earlier,  too,  the  efforts  of  the  United  States,  both 
through  Customs  and  BNDD,  to  involve  the  Customs  and  law-enforce- 
ment authorities  in  the  transit  countries.  This  has  also  played  a  sub- 
stantial role.  The  French  have  been  particularly  active  in  the  seizure 
of  the  heroin  laboratories,  as  I  said,  historically  located  in  southern 
France.  More  was  seized  last  year  than  historically  had  been  seized 
in  the  prior  10  years. 

We  have  done  a  better  job  of  interdicting  narcotics  at  the  borders. 
I  think  the  educational  awareness  program  that  has  been  part  of  our 
domestic  program  has  caused  individuals  not  to  want  to  experiment 
in  heroin.  The  demand  has  not  been  here  for  that  product. 

I  think,  too,  that  the  Internal  Revenue  Service  program,  which  is 
pRvt  of  the  total  Treasury  effort  against  narcotics,  and  is  aimed  at 
the  principal  narcotics  traffickers  who  have  kept  themselves  histori- 
cally insulated  from  the  trafficker,  but  were  bankrolling  or  financing 
the  operations,  has  been  important.  I  don't  have  the  Internal  Revenue 
statistics  at  the  tip  of  mv  tongue,  but  they  are  very  substantial.  They 
have  taken  litei'ally  millions  of  dollars  out  of  the  narcotics  trafficking 
trade. 

As  I  said  earlier,  I  think  a  combination  of  everything  essentially 
has  begun  to  fall  into  place,  to  assert  itself  with,  I  believe,  dramatic 
results  insofar  as  heroin  is  concerned.  This,  I  believe,  accounts  for  the 
substantial  fall  off  in  the  amount  of  heroin  seizures  that  Customs  made 
in  1972. 

Mr.  RoBTsoN.  And  there  is  momentum  in  that  program,  midtifaceted 
as  it  is,  which  is  continuing  to  show  improving  results;  correct? 

Mr.  Agree.  I  would  have  to  believe  so,  sir. 


.  873 

INTERNATIONAL    NARCOTICS    CONTROL    PROGRAM 

Mr.  RoBisoN.  In  connection  with  the  International  Narcotics  Con- 
trol program,  Avhich  is  mentioned  on  page  4  of  your  longer  prepared 
statement,  Customs  played  a  leading  role  here,  did  it  not,  in  the 
Cabinet  Committee  on  International  Narcotics  Control? 

Mr.  Agree.  We  played  a  very  substantial  role,  I  don't  know  that 
I  would  want  to  sav  it  was  leading. 

Mr.  RoBisoN.  What  Avas  Customs'  mission  in  this  program  ? 

Mr.  Agree.  Customs'  mission  was  several  fold.  Number  one  was  to 
involve  ourselves  in  customs-to-customs  contact  with  foreign  customs 
operations. 

Mr.  RoBisoN.  You  mentioned,  this  morning,  in  the  context  of  dis- 
cussing our  memberehip  in  the  Customs  Cooperation  Council  that  we 
had  a  similar  involvement  also  through  the  CCINC. 

Mr.  Agree.  It  also  involved  sending  people  to  foreign  countries  to 
conduct  onsite  training.  It  involved  our  bringing  midmanagement  and 
high-level  management  of  foreign  customs  organizations  to  the  United 
States  for  training  programs  here.  In  fact,  we  presently  have  repre- 
sentatives from  five  Latin  American  countries  in  the  United  States 
for  a  several  weeks  training  program. 

Mr.  RoBisox.  Would  that  fit  into  the  growing  concern  about  cocaine 
and  its  derivatives? 

Mr.  Agree.  Precisely,  sir. 

Mr.  RoBisox.  In  your  prepared  statement  you  tell  us,  "During  this 
first  year  of  increased  efforts  to  improve  the  narcotics  smuggling  sit- 
uation abroad," — and  I  presume  vou  mean  to  improve  the  control 
thereof? 

Mr.  Agree.  Yes. 

Mr.  RoBisoN.  Continuing,  that  "There  had  been  an  increase  abroad 
of  seizures  of  heroin  and  morphine  base.''  That  is  reflected  in  the 
situation  you  describe? 

Mr.  Agree.  Yes. 

Mr.  RoBTsox.  If  Reorganization  Plan  No.  2  went  through,  the  best 
you  know,  would  Customs  be  out  of  this  continuing  program?  Or 
would  it  be  even  enabled  to  continue  in  it? 

]Mr.  Agree.  In  some  fashion  I  would  suspect,  sir,  through  our  mem- 
bership in  the  Customs  Cooperation  Council.  The  exax^t  and  complete 
involvement  is  still  under  review  at  this  point,  Mr,  Robison. 

CUSTOMS    INTELLIGENCE    AGENTS    ABROAD 

Mr.  RoBisox'.  With  regard  to  the  collection  of  intelligence  abroad, 
this  longer  statement  tells  us  that  Customs  now  has  agents  stationed 
in  20  countries.  I  think  the  impression  was  left  in  the  record  this 
morning  that  you  had  them  in  29  countries  because  you  have  29  agents. 

Mr.  Agree.  We  have  29  agents,  sir. 

]Mr.  RoBisox.  Rut  thev  are  in  20  different  countries? 

IVIr.  Agree.  We  have  Embassy  approval  in  17  countries  at  present, 
and  approval  has  not  yet  been  received  in  8  of  the  countries, 

Mr.  RoBisox'.  Is  it  possible  to  supply,  for  the  record,  the  countries  in 
which  they  are  located? 

Mr.  Agree,  Yes, 

[The  information  requested  follows :] 
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Countries  where  narcotics  intelligence  agents  are  stationed 

Country                                         Number  Country  Number 

1.  Argentina 1  11.  Mexico 4 

2.  Canada 2  12.  Panama 1 

3.  Colombia    1  13.  Paraguay    1 

4.  Ecuador 1  14.  Pliilippines 1 

5-  France 4  15.  Thailand 2 

6.  Germany 3    16.  Spain 2 

7.  Hong  Kong 1    17.  Vietnam 1 

8.  Italy 2  

9.  Japan 1  Total 29 

10.  Lebanon    1 

NARCOTIC   ACTION    PLANS 

Mr,  RoBisoN.  There  is  also  a  reference  here  to  the  fact  that  there 
are  some  59  countries  in  which  there  are  "narcotics  action  plans." 
What  would  that  term  mean  ? 

Mr.  AcREE.  That  would  mean  an  action  plan  in  terms  of  increased 
emphasis  on  narcotics  interdiction. 

Mr.  RoBisoN.  What  role,  if  any,  does  Customs  play  in  trying  to 
encourage  the  development  and  adoption  of  so-called  narcotics  action 
plans  around  the  world  in  other  nations  ? 

Mr.  Agree.  We  have  been  using  all  manner  and  means,  suggestions, 
visitations  by  our  executives,  visitations  by  our  training  teams  for  on- 
site  training,  and  the  like. 

Mr.  RoBisoN.  Has  AID;  that  is,  the  Agency  for  International 
Development,  paid  some  of  the  costs  of  this  international  narcotics 
control  program  ? 

Mr.  Agree.  They  have,  sir. 

Mr.  RoBisoN.  Whatever  Customs  does  in  connection  tlierewith  is  on 
a  reimbursable  basis  ? 

Mr.  Agree.  Yes,  sir,  it  is. 

Mr.  RoBisoN.  You  might  provide,  for  the  record,  some  supplemen- 
tary information  on  whatever  your  reimbursement  has  been  in  tliat 
regard. 

Mr.  Agree.  All  right,  sir. 

[The  information  requested  follows :] 

Estimated  reimbursements  for  CCINC  training  are  $981,539  in  fiscal  1973  and 
$3,616,000  in  fiscal  1974. 

CUSTOMS  COOPERATION  COUNCIL 

Mr.  RoBisoN.  Let  us  turn  to  the  Customs  Cooperation  Council.  You 
might  begin  by  trying  to  differentiate  between  that  program  and  the 
International  Narcotics  Control  Program  we  were  just  talking  about. 

Mr.  Agree.  The  Customs  Cooperation  Council  was  created  shortly 
after  World  War  II  by  a  confederation  of  European  states.  It  was 
done  for  the  primary  purpose  of  facilitating  the  movement  of  trade 
and  commerce  between  those  nations  of  Europe  that  had  been  so  af- 
fected by  World  War  II. 

Tlie  Customs  Cooperation  Council  subsequent  to  that  lias  continued 
to  grow  to  the  present  time.  It  is  now  comprised  of  TO  member  na- 
tions. For  some  several  years  it  lias  l:)een  headquartered  in  Brussels, 
Belgium.  It  has  a  permanent  staff  of  about  100  employees.  The  United 
States  for  several  years  sent  an  observer  to  the  Customs  Cooperation 
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Council.  It  wasn't  until  approximately  3  years  ago  that  the  United 
States  became  a  bona  fide  member  of  the  CCC.  This  was  approved  by 
the  Congress. 

Customs  Cooperation  Council  does  not  involve  itself  in  trade  policy. 
It  is  more  oriented  toward  customs  procedures,  the  simplification  and 
harmonization  of  procedures  incidental  to  the  movement  of  cargo, 
merchandise,  imports  and  exports  between  the  member  nations. 

Mr.  RoBisoN.  Reorganization  Phm  No.  2  woukl  in  no  way  affect 
Customs'  continuing  authorization  to  go  on  with  this  sort  of  a  pro- 
gram, would  it  ? 

Mr.  Agree.  It  does  not  anticipate  nor  envision  that.  However,  inci- 
dental to  our  membership  in  the  Customs  Cooperation  Council,  a  train- 
ing obligation  devolved  to  us  which  does  also  get  into  narcotics.  We 
train  foreign  customs  types  on  a  customs-to-customs  relationship  basis, 
both  by  virtue  of  our  membership  in  CCC  as  well  as  our  responsibilities 
coming  out  of  our  participation  in  the  Cabinet  Committee  on  Inter- 
national Narcotics  Control. 

Mr.  RoBisox.  That  program  might  be  up  in  the  air,  like  a  lot  of  other 
things,  if  the  Reorganization  Plan  No.  '2  goes  through  t 

Mr.  Agree.  Yes,  sir ;  the  training  out  of  it. 

ODALE    PROGRAM 

Mr.  RoBisoN.  Turn  to  the  so-called  ODALE  program.  Tell  us  what 
that  is. 

Mr.  Agree.  The  ODALE  program  was  established  a  year  ago  in 
January.  It  has  as  its  basic  responsibility  and  purpose,  as  I  under- 
stand if,  the  targeting  of  the  street  level  pusher  domestically. 

We  have  contributed  substantial  Customs  resources  on  detail  to 
ODALE.  Other  agencies  of  Government  have  contributed  personnel 
resources.  It  is  essentially  a  Justice  Department  operation.  It  has  at 
the  head  of  the  various  o):»erations  an  attorney  or  attorneys  from  the 
Justice  Department.  Under  him  and  working  immediately  and  di- 
rectly for  him  are  those  personnel  that  have  been  detailed  from  the 
several  investigative  agencies,  BNDD,  Customs,  Internal  Revenue, 
and  so  forth.  Again,  the  principal  target  of  ODALE  is  the  street  level 
pusher. 

Mr.  RoBisoN.  Was  Customs  called  upon  to  provide  manpower  to  this 
effort,  because,  the  people  you  provided — the  special  agents  and  patrol 
officers,  and  so  forth — liad'some  special  expertise  in  certain  areas  where 
the  street  level  pusher  was  involved,  let  us  say,  around  ports  of  entry, 
and  so  forth  I 

Mr.  Agree.  They  were,  sir.  Tlie  patrol  officers,  who  were  not  investi- 
gative types,  were  detailed  because  of  a  need  for  minority  representa- 
tion on  tliese  task  force  or  strike  force  groups  that  I  mentioned. 

The  patrol  officers  which  we  have  detailed  there  are  blacks  or  Puerto 
Ricans,  Cubans,  and  so  forth. 

manpower  for  politigal  conventions 

Mr.  RoBisoN.  You  tell  us,  in  your  prepared  statement,  just  as  a  point 
of  some  interest,  that  you  were  called  upon  last  summer  also  to  provide 
some  manpower  at  the  Democratic  and  Republican  nominating  con- 
ventions. Wliy  ? 
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Mr.  AcREE.  Historically  the  law  enforcement  agencies,  not  only  Cus- 
toms but  Internal  Revenue,  the  Alcohol,  Tobacco  and  Firearms,  and 
so  forth,  have  been  called  u])on,  to  assist  the  Secret  Service  in  provid- 
ing protection  that  they  thought  was  necessary  for  the  candidates  as 
well  as  for  the  conventions  of  the  major  political  parties.  This  is  not 
unusual  or  untoward,  Mr.  Robison,  in  that  regard. 

Mr.  RoBisoN,  You  were  just  providing  additional  law  enforcement 
type,  personnel  ? 

Mr.  AcREE.  To  back  up  the  Secret.  Service. 

PRIVATE  AIRCRAFT  AND  SMALL  BOATS 

Mr.  Robison.  There  is  a  small  item  of  nonreimbursed  overtime 
charges  of  $135,000  for  private  aircraft  and  small  boats.  That  indi- 
cates you  do,  now^  and  then  at  least,  charter  or  rent  private  aircraft 
and  small  boats  ? 

Mr.  Agree.  No  ;  this  is  not  for  our  rental  of  aircraft,  Mr.  Robison. 
We  are  not  permitted  by  statute  to  charge  more  than  $25  for  overtime 
inspect ional  services  to  general  aviation  or  to  cliarter  aircraft  that 
are  arriving  at  locations  where  they  want  customs  clearance.  This 
would  represent  the  difference  between  the  $25  that  we  are  allowed 
to  charge  them  by  statute,  and  that  which  we  have  to  pay  the  inspectors 
out  of  our  appropriated  funds. 

CANADIAN    PtlBLIC    REACTION    TO    TERMINATING    PRECLEARANCE 

Mr.  Robison.  Thank  you  for  clarifying  that  point. 

Going  to  preclearance  for  a  moment,  what  has  the  attitude  of  the 
Canadian  public  been  to  the  Canadian  Government's  action  to  termi- 
nate, at  least  tentatively,  the  preclearance  procedures  in  their  country? 
Do  you  know  ? 

Mr.  Agree.  No,  sir,  I  do  not.  Maybe  Mr.  Dickerson,  who  is  our  As- 
sistant Commissioner  of  Operations,  may  ha^-e  some  insight  in  that 
regard ;  I  do  not. 

Mr.  Dickerson.  Mr.  Robison,  I  really  don't  know.  I  understand 
that  there  was  some  newspaper  coverage  ]>ro  and  con  for  preclearance 
at  tlie  time.  Certainly  there  was  some  public  reaction  against  the  ter- 
mination of  preclearance  by  Air  Canada. 

Mr.  Robison.  Is  there  money  in  this  budget  sufficient  to  provide  an 
adequat<^,  service  to  the  Canadian  ports  where  preclearance  procedures 
have  been  carried  on  in  the  past  if  the  Canadian  Government  changes 
its  mind  and  decides  to  go  forward  with  tliis  program? 

Mr.  Dickerson.  There  are  no  specific  requests  in  this  budget  for  ad- 
ditional preclearance  manpower. 

Mr.  Robison.  So,  if  the  Governments  involved  were  to  work  out 
the  situation  and  preclearance  procedures  were  to  continue  at  the 
same  Canadian  ports — or  some  of  them  at  least — presumably,  if  you 
were  going  to  do  an  adequate  job.  and  we  could  see  when  we  were  there 
that  you  did  not  have  sufficient  pereonnel  to  do  an  adequate  job,  you 
would  have  to  come  in  and  ask  us  for  some  additional  funds  to  pro- 
vide those  personnel ,  would  you  ? 

Mr.  Agree.  We  would,  sir.' 
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PRECLEARANCE   NEGOTIATIONS 

Mr.  RoBisoN.  The  time  situation  there  is  very  difficult  to  predict. 
When  might  there  be  this  decision  on  the  Canadian  Government's 
part? 

Mr.  DiCKERSON.  It  would  only  be  speculative.  As  the  Commissioner 
said  in  his  statement,  negotiations  are  going  on  with  Canada  now.  I  just 
don't  know  when  we  could  expect  a  definitive  answer. 

Mr.  AcREE.  I  couldn't  really  give  you  a  good  i-eading  on  this  because 
negotiations  are  under  way  with  the  State  Department  representing 
the  United  States.  I  am  not  up  to  date  as  to  all  the  nuances,  and  so 
forth. 

Mr.  Morgan.  I  think  our  problem  is  their  bilateral  air  route  negotia- 
tions and,  the  extent  to  which  this  would  be  an  includable  item,  it  is 
very  difficult  for  us  to  judge. 

Mr.  RoBisoN.  In  the  meantime,  is  preclearance  being  used  in  Canada, 
at  the  Canadian  ports? 

Mr.  Agree.  Preclearance  for  Air  Canada  has  ended.  We  are  post- 
clearing  all  Air  Canada  flights  at  their  terminus  in  the  United  States. 
Preclearance  is  continuing  in  Canada  for  all  American  carriers. 

Mr.  RoBisoN.  "Wliat  are  you  trying  to  do,  then,  to  alleviate  the  prob- 
lems being  experienced  primarily  by  Allegheny  Airlines,  let  us  say,  as 
one  of  the  major  short-run  carriers  between  the  United  States  and 
Canada  in  light  of  the  Canadian  Government's  action? 

Mr.  Agree.  We  have  an  action  plan  that  we  are  hopefully  develop- 
ing with  each  of  the  American  carriers  that  fly  flights  out  of  Canada. 

Mr.  DiGKERSON.  We  haven't  really  been  able  to  do  too  much,  because 
we  don't  really  know  what  will  happen  in  Canada.  We  are  pursuing 
this  matter  with  the  airlines  and  airports  to  the  best  of  our  ability, 
but  the  lack  of  a  decision  makes  it  extremely  difficult. 

Mr.  RoBisoN.  So  we  are  coasting  along,  both  governments,  and  the 
Bureau  of  Customs,  and  the  airlines  as  well,  waiting  for  the  matter  to 
be  resolved  in  some  fashion  ? 

Mr.  Agree.  That  is  about  the  size  of  it. 

ADDITIONAL  PRECLEARANGE  MANPOWER 

Mr.  RoBisoN.  Going  back  to  Nassau  and  Beraiuda,  are  there  funds 
in  the  budget  before  us  to  provide  the  additional  personnel  you  spoke 
of  there?  Let  us  say  Bermuda,  from  3  to  30?  Or  Avould  that  be  a 
suDplemental  item  ? 

Mr.  Agree.  That  would  be  a  supplemental  item. 

Mr.  RoBisox.  And  the  same  thing  for  Nassau,  if  and  when  an  agree- 
ment is  reached  there  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  Steed.  The  gentleman  from  New  York. 

CUSTOMS   overtime 

Mr.  Addabbo.  Thank  you,  Mr.  Chairman. 

My  colleague  from  New  York  asked  a  question  about  overtime  funds. 
What  is  the  rule  regulating  overtime  funds,  in  other  words,  payment 
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by  the  airlines?  At  What  point  are  they  required  to  pay  overtime 
funds? 

Mr.  Agree.  The  payment  of  overtime  is  really  regulated  or  imposed 
on  us  by  statute,  Mr.  Addabbo,  in  1911.  It  was  enacted  by  the  Con- 
gress in  1911. 

As  to  the  administration  of  the  overtime  within  the  meaning  of  the 
statute,  this  is  Customs'  responsibility.  We  maintain  a  work  force 
during  the  normal  work  hours.  We  stagger  the  work  force  to  provide 
a  maximum  of  personnel  at  peak  periods. 

Notwithstanding  the  work  force  that  we  have  and  other  administra- 
tive arrangements  that  we  can  make  with  that  work  force,  there  do 
occur  from  time  to  time,  in  fact  substantially  from  time  to  time,  periods 
of  overtime  that  have  to  be  paid  for  by  the  carriers.  It  is  to  that  point 
that  you  are  speaking.  This  also  involves  all  Sunday  and  holiday  work. 
Sundays,  holidays,  and  days  like  that  are  paid  overtime. 

Mr.  Addabbo.  Do  those  funds  go  into  the  general  fund  or  are  they 
credited  to  your  budget  ? 

Mr.  Wilson.  It  is  reimbursed  to  our  appropriations  by  the  carriers 
and  then  paid  out  in  turn  to  the  employees  performing  the  overtime 
services. 

Mr.  Addabbo.  Do  you  have  any  record  about  what  an  average  em- 
ployee would  make  in  a  year?  There  are  some  stories  we  get  where  an 
employee  has  earned  in  excess  of  $10,000  or  $20,000  a  year  just  in 
overtime. 

Mr.  Agree.  That  is  correct,  sir. 

Mr.  Addabbo.  There  are  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  Addabbo.  In  those  cases,  has  the  Bureau  looked  into  the  question 
of  whether  this  is  a  penalty,  whether  a  man  is  being  overworked  and 
whether  a  change  in  schedule  should  be  arranged  ?  Or  are  these  hard- 
ship tours  where  you  can't  get  additional  personnel  ? 

Mr.  Agree.  Yes,  we  have,  sir.  We  have  hired  WAE's,  that  is,  Wlien- 
Actually-Employed  personnel,  and  attempted  to  manage  and  assign 
our  work  force  to  the  end  that  our  people  are  not  overworked.  Indeed, 
we  are  about  to  exi:)erience  another  phenomenon,  or  indeed  we  are  in 
the  process  of  experiencing  it  now.  That  is,  the  younger  inspector 
types,  not  really  concerned  about  piling  up  vast  payments  in  overtime, 
are  literally  declining  to  work  overtime  in  the  sense  that  they  put  a 
higher  premium  on  tlieir  leisure  time  than  the  people  who  grew  up  in 
days  of  more  economic  stress  than  the  young  people  coming  up  today. 
As  a  consequence,  it  is  becoming  obvious  that  the  kind  of  employee 
who  is  willing  to  work  long  hours  of  overtime  will  not  be  with  us 
forever  if  this  attitude  prevails. 

Mr.  Addabbo.  Do  the  foreign  carriers  also  pay  the  overtime  penalty  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  Addabbo.  Since  Air  Canada  has  done  away  with  preclearance, 
a  situation  wliicli  has  resulted  in  certain  backlogs,  they  come  into 
BOAC  facilities,  don't  they  ? 

Mr.  Agree.  Yes,  in  New  York  at  JFK. 

Mr.  Addabbo.  Are  they  being  charged  overtime  in  the  event  of 
clianging  working  patterns  at  JFK  ? 

Mr.  Agree.  I  would  say,  yes.  sir,  with  every  certainty  that  they  are. 
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AIR   SURVEILLANCE 

Mr.  Addabbo.  Last  year  you  discussed  at  some  length  when  we  were 
in  executive  session — and  I  don't  know  whether  it  can  go  on  the  record 
now,  but  if  you  feel  it  shouldn't,  leave  it  out  of  the  record  and  supply 
the  committee  a  memorandum — on  a  question  of  increased  private  air 
traffic  surveillance  from  Canada  and  Mexico  to  Florida.  I  know  you 
had  been  working  on  new  radar  systems  and  different  surveillance 
methods.  Can  you  supply  a  progress  report  on  the  record? 

Mr.  Agree.  I  can  tell  you  in  general  terms,  Mr.  Addabbo,  that  we 
have  made  some  very  impressive  progress  in  this  regard.  I  can  give 
you  a  general  summary  for  the  record. 

[The  information  follows :] 

AiB  Interdiction  Program  Progress  Report — January  1972-May  1973 

During  the  past  year,  there  has  been  significant  activity  in  the  air  interdiction 
program.  This  program,  instituted  in  in  the  spring  of  1971,  is  intended  to  stop 
tlie  flow  of  narcotics  into  tlie  United  States  via  light  aircraft  and  small  boat 
traffic. 

In  order  to  accomplish  this  task,  a  quantity  of  aircraft  have  been  procured 
from  the  Department  of  Defense.  Special  sensor  equipment  has  been  developed 
and  installed  on  board  these  aircraft  for  use  in  detection  and  tracking  smuggler 
aircraft  and  boats  under  adverse  conditions  vphere  visual  tracking  would  be 
impossible. 

In  addition  to  the  aircraft  acquired,  the  Bureau  has  acquired  special  ground 
sensing  equipment  for  use  in  interdicting  narcotic  traflSc  as  well  as  marking  and 
tagging  beacon  transmitters  for  tracking  illegal  air  and  surface  transport. 

Also,  there  has  been  a  joint  effort  with  Department  of  Defense  and  Federal 
Avaiation  Administration  radar  facilities  to  track  smuggling  aircraft  crossing 
the  border  into  the  United  States.  Sites  have  been  established  to  serve  as  bases  of 
operation  for  the  technical  equipment  and  crews  in  the  narcotics  interdiction 
program. 

In  spite  of  the  early  difficulties  faced  in  developing  the  new  sophisticated 
equipment  needed,  and  the  familiarization  of  customs  personnel  with  the 
systems  operations,  the  seizures  and  apprehensions  have  been  significant  since 
1971.  Between  .lanuary  1972  and  May  1973  total  cases  reported  were  75  and 
seizures  totalled  85,357  pounds  of  narcotics  and  dangerous  drugs,  147  vehicles,  33 
aircraft  as  well  as  numerous  boats,  guns  and  illeg^al  contraband.  In  addition,  454 
arrests  were  made. 

STEWART  AIR  FORCE  BASE 

Mr.  Addabbo.  In  New  York  there  has  been  a  plan  to  open  a  new 
fourth  jet  port  at  Stewart  Air  Force  Base.  Has  your  office  been  ap- 
proached as  to  any  facility  requests  as  far  as  Stewart  Air  Force  Base 
is  concerned  ? 

]\fr.  DiCKERSox.  Yes.  sir,  we  have  been  involved  with  the  managers 
of  Stewart  Air  Force  Base  and  are  in  fact  working  with  them  now  to 
develop  some  contingency  plan  for  use  of  that  airport.  I  think  the  pri- 
mary use  that  they  have  mentioned  now  would  be  overflights  in  bad 
weather  from  the  other  major  airj^orts  there. 

Mr.  Addabbo.  Are  there  any  funds  in  this  budget  for  that  ? 

Mr.  DiCKERsox.  No,  sir.  I  don't  believe  s]:)ecifically  for  that  purpose. 

Mr.  Addabbo.  Thank  you,  Mr.  Chairman.  I  have  no  further  ques- 
tions. There  are  only  a  few  problems  at  JFK. 

Mr.  Edwards.  I  have  just  a  few,  Mr,  Chairman. 
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DAYS   OF    MOURNING 

On  pao;e  3  of  your  statement  you  talk  about  the  days  of  mourning 
for  Presidents  Truman  and  Johnson  and  the  cost  to  the  Customs 
Bureau  of  over  $260,000.  Would  you  elaborate  on  that? 

Mr.  Agree.  Yes,  sir.  These  would  be  in  the  category  of  nonwork 
days.  All  of  our  personnel  who  were  on  duty  on  those  days  were  paid 
at  the  premium  rate,  at  the  overtime  rate. 

Mr.  Edwards.  On  the  theory  that  it  is  a  national  day  of  mourning  ? 

Mr.  Agree,  Yes,  sir. 

Mr.  Edwards.  It  is  not  that  you  were  on  duty  at  the  funeral  ? 

Mr.  Agree.  Xo,  sir.  It  had  nothing  to  do  with  that  at  all.  We  were 
at  our  posts  around  the  country  performing  our  regidar  mission  on  a 
nonwork  day  compared  to  a  Sunday  as  an  example. 

Mr.  Edwards.  Is  this  established  practice  thi-oughout  the  Govern- 
ment ? 

Mr.  Agree.  Yes,  sir,  it  is. 

CUSTOMS    FOREIGN    ASSISTANCE 

Mr.  Edwards.  You  refer  on  page  4  to  your  mission  in  ovjerseas 
advisory  assistance.  What  are  some  of  the  examples  of  specific  coun- 
tries where  you  have  been  involved  in  advisory  work?  Can  you  point 
to  any  results  from  it  ?  I  assume  that  this  is  something  other  than  being 
a  part  of  the  Customs? 

Mr.  Agree.  Yes,  it  is.  It  is  really  onsight  assistance  that  we  render. 
It  has  both  the  impact  that  I  mentioned  earlier,  of  stopping  narcotics 
at  a  point  before  it  arrives  at  the  borders  of  the  I'^nited  States,  and  in 
addition,  it  enhances  the  capability  of  the  customs  functions  of  other 
nations,  particularly  those  to  wdiich  the  United  States  is  making  some 
support  payments.  It  increases  their  revenue  production  capability 
and  has  that  collateral  and  peripheral  benefit  as  well. 

Mr.  Edwards.  Are  these  in  addition  to  your  29  oAerseas  Customs 
personnel  ? 

Mr.  Agree.  Yes. 

Mr.  DiCKERSON.  In  Laos  we  have  an  operational  team  that  works 
with  the  Laotian  Customs  on  their  border  control  functions.  In  Viet- 
nam we  have  a  team  that  works  both  on  suppression  of  narcotics  and 
lielping  to  enhance  the  operations  of  their  customs  service.  We  also 
have  advisory  teams  in  Afghanistan  and  in  Ethiopia,  primarily  to 
help  improve  their  customs  operations. 

Mr.  Edw^ards.  Tliese  are  people  who  are  based  in  this  country  now  ? 

Mr.  Agree.  People  who  are  based  in  this  country  and  assigned  over 
there  for  a  specific  period  of  time  and  for  a  specific  mission  and 
purpose. 

trade  quotas 

Mr.  Edwards.  Does  the  lifting  or  easing  of  trade  quotas  affect  your 
work  ? 

Mr.  Agree.  It  affects  our  work  insofar  as  the  regulation  of  those 
quotas  is  concerned.  We  have  to  keep  exact  and  specific  count  of  the 
quantities  of  any  given  commodity  which  is  controlled  by  a  quota. 

Mr.  Edwards.  This  is  your  direct  responsibility  ? 
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Mr.  AcREE.  It  is  our  direct  responsibility,  sir,  if  the  quota  is  lifted  or 
raised.  For  example,  we  had  quite  an  experience  in  the  recent  past  in 
dry  skimmed  milk.  The  President  lifted  the  quota  on  that  commodity. 
Several  countries  immediately  sent  shiploads  to  the  United  States. 
Several  unfortunately  didn't  get  here  before  the  quota  had  been  ex- 
hausted and  we  had  \o  turn  several  ships  around  and  send  the  milk 
back  to  the  point  of  origin  or  else  have  the  contents  of  the  ship  ware- 
housed in  the  port  area  awaiting  the  lifting  of  the  quota  on  another 
occasion. 

Mr.  Edwards.  So  you  have  become  the  bad  boy  in  a  case  like  that. 
You  have  to  look  him  in  the  eye  and  tell  him  the  truth. 

Mr.  AcREE.  Right,  sir. 

TRADE  BILL 

Mr.  Edwards.  Then  are  you  consulted  when  a  trade  bill  is  put  to- 
gether, such  as  the  one  the  President  just  sent  over  recently? 

Mr.  Agree.  Let  me  make  this  difference.  The  Treasury  Department 
serves  as  the  policy  arm  in  that  sense.  Customs  serve  as  the  implement- 
er,  if  you  will,  of  the  policies  that  are  ultimately  enunciated. 

We  do  have  an  opportunity  to  review  and  comment  on  the  provi- 
sions of  the  trade  bill  as  it  would  appear  to  aifect  us  prospectively. 
Maybe  Mr.  Morgan  would  want  to  footnote  my  comment. 

Mr.  Morgan.  Yes.  Certainly  to  the  extent  the  trade  bill  proposes 
some  procedural  changes  in  terms  of  the  administration  of  the  Anti- 
dumping Act  and  countervailing  duties,  in  which  Customs  is  directly 
involved,  that  would  be  our  participation. 

Mr.  Edwards.  But  your  main  concern  would  be  how  many  men  it 
would  require  to  carry  out  additional  duties  and  this  sort  of  thing, 
rather  than  making  recommendations  as  to  what  ought  to  be  in  the 
trade  bill  ? 

Mr.  Morgan.  Primarily  that  would  be  correct.  Or  to  go  one  step 
further,  neither  Treasury  nor  Customs,  for  instance,  imposes  agricul- 
tural quotas.  Once  they  are  imposed  or  lifted  we  become  the  Nation's 
bookkeeper  in  effect,  as  the  Commissioner  was  describing,  as  to  what 
goes  in  and  out. 

Mr.  Edw^vrds.  Does  this  budget  proposal  before  us  include  any  addi- 
tional positions  or  any  change  in  positions  as  a  result  of  the  trade 
bill? 

Mr.  Morgan.  There  were  six  proposed  changed  positions  in  the  Office 
of  the  Secretary's  budget  wdiich  Assistant  Secretary  Brecht  testified 
to  a  couple  of  months  ago,  but  not  in  Customs. 

Mr.  Edwards.  Have  you  made  the  same  study  of  the  Burke-Hartke 
bill,  for  example,  in  the  event  it  should  pass,  or  that  type  of  legisla- 
tion ?  Or  do  you  wait  and  see  where  it  is  going  ? 

Mr.  Acre'e.  We  shadow  legislative  effort,  Mr.  Edwards,  as  best  we 
can,  and  at  least  thinking,  if  not  preparing,  documentaries  in  connec- 
tion with  what  impact  legislation  will  have  on  our  operations.  So  we 
do  develop  contingency  plans,  more  refined  if  we  believe  the  legislation 
is  likely  to  be  enacted  and  less  ambitious  if  we  don't  really  know  how 
it  is  going  to  come  out. 

bfrke-hartke  bill 

Mr.  Edwards.  Can  you  comment  on  your  conclusions  as  to  increased 
personnel  or  change  in  personnel  as  a  result  of  the  President's  trade 
proposal,  or  the  Burke-Hartke  bill  ? 
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Mr,  Morgan.  In  Customs  in  particular? 

Mr.  Edwards.  Yes,  Customs. 

Mr.  Rains.  It  is  very  difficult  really  to  forecast  what  tliey  would 
be  particularly  because  the  administration  bill  proposes  a  grant  of 
authority  to  do  various  things.  Precisely  what  would  be  done  under 
that  grant  of  authority  still  is  unclear. 

Obviously  if  the  Burke-Hartke  bill  were  to  pass,  as  I  understand 
it,  it  would  impose  a  wide  variety  of  quotas.  This  would  impose  an 
enormous  administrative  burden.  Now  we  keep  track  of  quotas  on 
perhaps  a  couple  hundred  different  commodities.  If  you  multiply 
that  by  thousands,  obviously  the  bookkeeping  that  has  been  referred 
to  would  be  much  more  complicated,  exacting,  difficult,  and  time 
consuming. 

Mr.  Edwards.  And  to  some  extent  would  require  more  personnel, 

Mr.  Rains.  Not  only  would  we  require  more  personnel,  but,  as  we  see 
it,  it  might  present  difficulties  in  the  movement  of  trade.  Today  very 
few  things  are  under  absolute  quota,  ]\Iany  quota  items  are  under 
so-called  tariff  quotas.  A^Hien  such  merchandise  comes  in  it  can  be 
released  and  the  final  duties  can  be  ascertained  at  a  later  date.  But  if 
merchandise  is  under  an  absolute  quota,  by  which  I  mean  that  only 
so  much  can  come  in  and  no  more,  then  the  customs  officer  at  the 
border  or  at  the  seaport  or  airport  has  to  be  sure  that  the  quota  is 
not  filled  before  he  can  release  the  merchandise. 

Mr.  Edwards.  So  you  really  need  this  computer  system  badly? 

Mr.  Rains.  We  would  not  only  need  it  very  badly,  but  we  would  aiso 
need  time  for  additional  programing  of  our  computers.  We  have 
found  out  the  hard  way,  that  this  type  of  programing  takes  time. 

LAW  ENFORCEMENT  CASES 

Mr.  Edwards,  You  note  since  1972  you  closed  40,000  cases  and  gave 
us  some  estimates  in  the  future.  Can  you  relate  the  40,000  cases  to  con- 
victions? I  presume  you  find  you  don't  have  a  case  in  some  of  those 
40.000,  but  what  is  your  conviction  rate  ? 

Mr.  AcREE.  Some  of  these  cases  were  settled  through  the  civil  route 
as  well  as  in  the  criminal  court.  There  were  not  40.000  narcotics  cases. 

Mr.  Edwards.  I  understand. 

Mr.  AcREE.  40.000  of  all  tvpes  of  cases.  We  made  total  arrests  of 
10.000  and  2,000  convictions  in  1972  of  the  40,000  cases  referred  to  in 
my  statement,  sir. 

Mr.  Edwards.  That  wouldn't  necessarily  be  2,000  convictions  out  of 
that  10.000  because  they  run  over  a  year. 

Mr.  AcREE.  No,  some  court  calendars  and  some  cities  we  don't  get 
to  trial  for  2  years. 

Mr.  Edwards.  So  you  had  10.000  arrests  and  2,000  convictions? 

Mr.  AcREE.  Correct,  sir. 

MAIL  X-RAY  MACHINES 

Mr.  Edwards.  On  your  three  new  X-ray  machines  vou  are  talking 
about  going  to  Miami,  San  Francisco,  and  Seattle,  I  presume  first 
of  all  you  are  putting  them  there  because  that  is  where  the  workload  is. 

Mr.  AcREE.  Yes. 
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Mr.  Edwards.  Are  there  any  other  considerations  in  determining 
where  the  machines  should  go  ? 

Mr.  DiCKERSON.  No,  sir.  We  mentioned  in  the  testimony  that  we 
now  have  several  X-ray  machines.  We  have  them  at  Chicago,  San 
Francisco,  and  New  York.  Our  next  primary  places  for  processing 
foreign  mail  would  be  the  three  locations  we  have  mentioned. 

Mr.  Edwards.  As  I  recall  your  testimony  you  said  a  man  could  in- 
spect about  75  packages  a  day  and  that  a  machine  would  cover  maybe 
1,000  packages  a  day. 

Mr.  Agree.  Yes. 

Mr.  Edwards.  What  does  one  of  the^e  machines  cost  ? 

Mr.  Agree.  $40,000,  sir. 

Mi-.  Edwards.  I  presume  a  man  is  required  to  monitor  the  machines, 
so  you  are  not  really  saving  on  manpower  except  as  far  as  standing 
there,  but  you  are  saving  on  the  number  of  men  I  would  assume  who 
have  to  stand  there.  Is  that  correct  ? 

Mr.  Agree.  That  would  be  correct,  sir. 

Mr.  Edwards.  It  would  seem  to  me  for  $40,000,  as  high  as  that  may 
sound,  from  an  economic  standpoint  it  would  be  well  worthwhile  to 
get  more  of  those  machines.  Do  you  have  other  locations  where  you 
could  make  good  use  of  them  ? 

Mr.  Agree.  We  are  using  them  in  the  mail  operations  essentially  in 
the  parcel  post  packages.  I  watched  the  operation  in  New  York  on  one 
occasion,  and  the  operators  become  so  expert  in  really  a  very  short  span 
of  time  that  without  opening  a  given  package  they  can  tell  whether  the 
item  enclosed  in  that  package  is  that  which  is  on  the  Customs  declara- 
tion simply  by  the  outline  of  the  commodity,  cup,  saucer,  plate,  vase  or 
whatever  may  be,  in  the  package. 

With  this  machine  we  can  screen  these  packages  swiftly,  1,000  a  day, 
whereas  if  we  had  to  manually  look  into  and  determine  what  the  con- 
tent of  tliat  package  was,  even  on  a  sampling  basis  for  duty  purposes, 
it  would  be  a  full  day's  work  to  handle  more  than  75. 

USE    OF    more    x-ray    MAGHINES 

Mr.  Edwards.  My  question  is,  can  you  justify  using  more  of  these 
machines  ?  I  understand  this  would  give  you  eight. 

Mr.  Agree.  This  will  give  us  eight,  sir. 

Mr.  Edwards.  Can  you  justify  more  than  eight  ? 

]Mr.  DiGKERSox.  I  believe  there  are  one  or  two  other  sites  that  would 
have  the  volume  of  mail  to  justify  it.  In  addition  we  could  probably 
put  more  to  good  use  at  existing  places  and  where  we  contemplate  put- 
ting additional  machines.  Exactly  the  number  we  could  use  I  am  not 
sure.  There  are  some  packages  because  of  the  difficulty  in  determining 
proper  classification  it  will  always  be  necessary  to  open.  In  other 
words,  vou  mav  be  able  to  identify  that  there  is  material  in  the  pack- 
age, but  you  don't  know  whether  that  material  is  embroidered  or  proc- 
essed which  would  determine  the  amount  of  duty  required.  You 
couldn't  completely  substitute  X-rays  for  manual  opening. 

Mr.  RoBisoN.  When  I  saw  the  X-ray  machine  in  Oakland,  Calif., 
they  were  using  it  largely  there  for  tape  recording  casettes  coming  back 
from  Southeast  Asia.  So  there  is  a  problem,  depending  on  the  kind  of 
machines  you  had  back  then,  relative  to  the  size  of  the  package  you  can 
run  through  an  X-ray  machine  ? 
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Mr.  Agree.  That  is  true. 

Mr.  RoBisoN.  It  takes  the  smaller  ones  and  not  the  larger  ? 
Mr.  Agree.  Right. 

Mr.  RoBisoN.  It  takes  mail  packages  more  often  than  parcel  post? 
Mr.  Agree.  It  would  depend  again  on  the  size  of  the  parcel  post 
package. 

MAIL    examination 

Mr.  RoBisoN.  At  those  locations  where  you  have  the  machines,  as 
Mr.  Edwards  pointed  out,  you  tell  us  they  can  process  about  1,000  par- 
cels a  day  at  New  York.  How  many  parcels  at  an  estimate  go  through 
New  York  a  day  ? 

Mr.  Digkerson.  It  is  a  multiple  of  thousands. 

Mr.  RoBisoN.  So  you  are  only  screening,  with  the  two  you  have  in 
New  York,  a  small  percentage  of  the  workload  ? 

Mr.  Agree.  On  the  other  hand,  we  don't  look  at  all  packages.  Last 
year  there  were,  by  physical  count,  over  41  million  that  came  through 
Customs.  We  examined  about  12  percent  for  revenue  purposes.  ^Yhat 
would  be  an  optimum  number  to  examine,  where  we  would  start  falling 
into  a  de  minimis  proposition,  I  don't  know. 

Mr.  RoBisoN.  You  tell  us,  in  your  prepared  statement,  you  plan  to 
screen  almost  12  percent  of  mail  for  revenue  collection  and  over  14  per- 
cent for  enforcement  purposes.  Wliat  is  the  distinction  ? 

Mr.  Agree.  The  distinction  would  be  one  of  point  of  origin,  the  way 
the  package  is  made  up.  It  would  be  the  assorted  contents  on  the  cus- 
toms declaration.  We  do  make  a  vei-y  rapid  selection  for  either  enforce- 
ment or  duty  purposes  of  the  parcel  packages  as  they  come  into  the 
mailrooms  from  the  Postal  Service. 

Mr.  RoBisoN.  Because  some  packages  contain  items  you  know  to  be 
dutiable  and  others  you  are  checking  for  enforcement  purposes? 

Mr.  Agree.  That  is  right. 

Mr.  RoBisoN.  As  to  the  practical  optimum  percentage,  I  suppose  it 
would  be  somewhat  higher  than  this  in  both  levels  of  revenue  and  en- 
forcement. But  you  don't  hold  a  firm,  fixed  figure  in  mind  as  to  that  at 
the  moment? 

Mr.  Agree.  No,  sir,  not  at  the  moment. 

Mr.  Edwards.  In  the  mail  examination,  have  you  picked  up  drugs  ? 

Mr.  Agree.  Yes,  sir.  For  example,  I  saw  a  discovery  of  drugs  while  I 
was  watching  a  mail  operation,  and  the  customs  declaration  showed  it 
to  be  a  vase.  And  tlie  X-ray  of  that  particular  package  showed  a  high 
density  in  the  vase  which  warranted  the  opening  of  the  package  be- 
cause obviously  there  was  more  in  it  than  a  porcelain  vase.  It  turned  out 
to  be  narcotics.  So  if  there  are  reasons  in  the  mind  of  X-ray  operators 
not  to  accept  that  which  is  declared  on  the  customs  form,  a^id  in  light 
of  what  he  sees  in  his  machine  as  a  result  of  the  X-ray,  a  determination 
is  made  whether  to  open  it  or  not.  We  do  find  substantial  quantities  of 
narcotics  concealed  in  parcel  post  packages  in  the  fashion  I  have  de- 
scribed. Again,  it  is  really  up  to  the  skill  and  the  expertise  of  the  X-ray 
machine  operator. 

Mr.  Edwards.  Thank  yoli,  Mr.  Chairman. 

training 

INIr.  Steed.  Commissioner,  you  gave  us  a  very  dramatic  demon- 
stration earlier  on  how  well  you  can  train  dogs.  "What  is  the  situation 
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conceming  the  training  of  people  ?  Are  you  having  any  training  prob- 
lems in  that  regard? 

Mr.  Agree.  No,  sir ;  I  wouldn't  say  we  are  having  any  training  prob- 
lems. I  have  some  ideas  in  mind  about  training  and  the  location  of  our 
training  that  I  am  presently  exploring, 

Mr.  Steed.  Do  you  do  anything  new,  or  do  you  have  any  plans 
that  would  involve  retraining,  because  I  assume  that  you  are  con- 
stantly having  new  things  come  up  that  Customs  has  to  cope  with. 

Mr.  Agree.  This  is  part  of  the  total  training  effort  that  is  under 
study  and  review  now,  sir. 

Mr.  Steed.  Will  you  be  making  much  use  of  the  training  center  de- 
veloped out  in  Maryland  ? 

Mr.  Agree.  The  customs  agents  will  be  using  that  facility. 

Mr.  Steed.  That  doesn't  mean  all  of  your  people  though. 

Mr.  Agree.  No,  sir;  only  the  criminal  investigator  personnel. 

CONTAINERIZATION 

Mr.  Steed.  We  have  had  discussions  in  years  gone  by  about  the  de- 
velopment in  the  shipping  trade  of  containerization.  Is  this  still 
increasing? 

Mr.  Agree.  It  is  still  a  growing  mode  of  movement  of  cargo.  There 
was  recently  built  the  first  of  a  number  of  prototypes  of  ships  that 
have  been  designed  solely  and  exclusively  for  container  operations. 
One  ship  in  particular  that  I  had  the  opportunity  to  see  plies  be- 
tween Rotterdam,  Holland,  the  European  Terminal,  and  Port  Eliza- 
beth, N.J.  It  was  built  specifically  for  container  operation,  carries 
1 ,096  containers,  and  has  a  10-day  turn  around  time.  In  other  words, 
it  goes  to  Rotterdam,  off  loads  its  containers,  picks  up  a  load  of  con- 
tainers and  is  back  at  Port  Elizabeth,  N.J.  in  10  days? 

Mr.  Steed.  Does  this  bring  up  any  problem  about  preclearance  ? 
We  have  talked  about  preclearance  of  people.  How  about  preclearance 
of  freight? 

Mr.  Agree.  No,  sir ;  we  have  not  been  thinking  in  tcrnis  of  preclear- 
ance of  freight.  However,  I  have  Mr.  Dickerson,  our  new  Assistant 
Commissioner  of  Operations,  very  heavily  committed  and  deeply  in- 
volved in  a  current  look-see  at  our  whole  procedure  and  process  in  the 
handling  of  cargo  and  imports  in  light  of  the  containers  that  the  chair- 
man is  speaking  to,  in  the  light  of  the  need  for  moving  cargo  coming 
into  the  United  States  in  a  much  more  effective  and  efficient  way.  We 
have  had  several  study  groups  addressing  themselves  to  this  problem, 
and  hopefully  when  I  am  back,  and  if  I  am  back  next  year,  I  will  be 
able  to  give  the  committee  some  current  fill-in  at  that  time  that  may 
suggest  some  new  and  dramatic  methods  of  movement  of  cargo  and 
importations  into  the  country. 

cargo  pilferage 

Mr.  Steed.  We  have  always  had  this  problem  of  pilferage  on 
wharves.  It  has  been  my  understanding  that  containerization  is  very 
desirable  in  trying  to  cope  with  the  pilferage  problem.  Is  that  true  ? 

Mr.  Agree.  I  think  so,  sir.  I  would  believe  that  containerization  has 
made  a  contribution  in  this  regard.  In  addition  we  have  had  a  port 
cargo  security  program.  We  have  sent  people  from  our  customs  oper- 
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ation  out  to  the  importers'  sheds,  to  the  docks,  the  airports  that  handle 
cargo,  and  we  have  been  receiving  a  great  deal  of  cooperation  from  the 
freight  forwarders,  freight  shippers,  from  brokere,  importers  in  this 
particular  program.  We  have  been  able  to  substantially  reduce,  through 
the  cooperation  with  industry,  the  amount  of  pilferage  and  theft  that 
had  been  occurring  at  the  piers,  at  the  docks,  and  at  the  airports. 

Mr.  Steed.  Do  you  still  have  any  problem  about  who  is  going  to  have 
jurisdiction  concerning  airport  security?  Has  that  been  pretty  well 
solved  ? 

Mr.  Agree.  No,  sir;  we  have  no  current  problem  that  I  am  aware  of. 

Mr.  Steed.  You  are  able  to  operate  as  you  see  fit  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  Steed.  With  air  cargo  then  ? 

Mr.  Agree.  Yes,  sir. 

TOURISM 

Mr.  Steed.  Tliere  has  been  testimony  here  about  the  increase  in  tra- 
vel. I  noticed  when  we  were  in  Canada  one  of  the  things  they  talked 
about  a  lot  was  the  enormous  growtli  in  tourism,  especialy  by  air,  both 
to  Europe  and  the  United  States  from  Canada.  And  then,  of  course, 
from  newspaper  advertisements  and  just  general  observation,  there  is 
an  apparent  increase  in  travel  by  cruise  ships.  This,  of  course,  means 
increased  requirements  for  Customs.  Is  this  a  normal  increase  or  is  it 
more  than  it  used  to  be  ? 

Mr.  Agree.  Yes,  sir,  it  is  more.  The  cruise  ships  that  leave  fi'oni 
many  ports  on  the  east  and  w  est  coast  are  increasing  in  numbers,  and 
consequently  obviously  they  are  carrying  more  and  more  people.  It 
is  very  fashionable  to  go  on  a  cruise. 

Mr.  Steed.  In  a  sense  cruise  ships  can  create  some  manpower  de- 
mands that  air  tourists  don't  create.  Don't  you  fijid  yourself  having  to 
operate  in  a  lot  more  places  because  of  it  ? 

Mr.  Agree.  No,  sir,  I  don't  believe  that  we  are  experiencing  any 
more  difficulty  in  handling  the  cruise  ship  passengers  than  we  are 
with  air  passengers. 

Frankly,  we  are  involved  in  a  constant  and  continuous  review  of  pri- 
orities in  terms  of  what  it  is  that  we  are  going  to  apply  our  manpower 
to,  in  terms  of  the  responsibilities  that  customs  has  in  the  many  areas 
we  have  discussed  here.  This  is  a  continuous,  constant  problem  in  de- 
termining priorities  in  assignment  of  our  personnel  and  our  resources 
to  work  with  and  handle  the  tremendous  increase  in  all  of  the  items 
that  I  mentioned  earlier  this  morning. 

Mr.  Chairman,  I  might  say  it  is  a  great  tribute  to  managers  of  cus- 
toms they  are  able  literally  to  keep  their  head  above  water. 

AIRPORT  INSPEGTIONAL  FAGILITIES 

Mr.  Steed.  The  matter  of  liaving  adequate  workrooms  at  airports 
has  been  a  problem  for  a  long  time.  I  remember  years  ago  we  had  a 
lot  of  discussion  about  whether  federally  aided  air  terminals  ought  to 
be  able  to  charge  rents.  What  is  the  problem  now?  Are  you  paying 
rent  in  many  places?  Do  you  need  to  j^ay  more  rent  or  what  do  you 
recommend  ? 

Mr.  Agree.  No,  sir,  we  do  not  pay  rent  for  the  inspectional  area  that 
customs  utilizes  at  airports. 
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Very  frankly  one  of  the  problems  that  I  have  been  addressing  my- 
self to,  particularly  in  the  last  several  months,  is  an  upgrading,  updat- 
ing of  the  custom  facilities  at  many  airports.  Frankly,  sorne  of  the  air- 
port operation  that  I  have  seen,  not  singling  out  any  particular  cities, 
really  has  to  leave  a  great  deal  to  be  desired. 

I  was  in  a  given  city  when  a  foreign  BOAC  charter  flight  termi- 
nated, and  literally  the  people  were  so  jammed  and  crammed  into  a 
verv  small  facility — this  was  one  of  the  new  modem,  large,  wide 
bodied  aircraft,  about  300  passengers  disembarking  together  with  their 
luggage  and  belongings.  If  anyone  had  fainted  they  literally  couldn't 
have  fallen  over.  There  wasn't  that  much  room. 

I  think  the  airport  operators,  the  airports,  and  port  authorities  in 
various  jurisdictions  just  have  not  kej^t  up  with  the  times  insofar  as 
large  aircraft  are  concerned.  We  have  a  very  ambitious  and  aggres- 
sive program  underway  at  the  present  time  to  try  and  convince  air- 
port authorities  that  we  need  larger  and  better  facilities  for  customs 
and  the  other  inspect! onal  agencies  of  the  Government  to  perform  their 
missions. 

Frankly,  to  bring  people  into  the  kind  of  circumstances  that  I  have 
seen,  I  think  is  obviously  not  given  to  facilitating  or  encouraging  peo- 
ple to  travel  by  air  and  return  to  facilities  of  the  like  I  have  seen.  In 
addition,  the  many  foreigners  coming  into  the  United  States  for  the 
first  time,  have  got  to  become  very  quickly  disenchanted  with  the 
United  States,  I  believe,  if  there  is  any  validity  to  the  observation  that 
the  first  impression  is  a  lasting  one. 

Mr.  Morgan.  At  the  same  time  I  am  sure,  on  the  other  hand,  Mr. 
Acree  didn't  mean  to  leave  the  impression  these  people  don't  have 
budgetary  problems  too  in  terms  of  operating  airports.  That  is  why  we 
feel  it  is  very  important  we  work  very  closely  with  private  industry 
and  the  airport  people  in  trying  to  improve  the  situation. 

Mr.  Agree.  Many  airports  already,  as  Mr.  Morgan  is  indicating,  are 
short  f acilitywise. 

SEATTLE   AIRPORT 

I  had  the  pleasure  of  seeing  the  other  day  in  Seattle  the  new  air- 
port facility  there,  the  Customs  clearance  area  in  particular,  and  if 
other  major  cities  could  put  together  a  facility  as  they  have  just  done 
in  Seattle,  which  will  be  open  on  July  1, 1  think  it  would  certainly  turn 
around  the  kind  of  comment  that  I  am  making  in  a  general  way  with 
reference  to  many  of  the  facilities  that  we  use. 

Mr.  Steed.  Isn't  it  kind  of  reasonable  to  assume  then  that  Customs 
has  enough  problems.  You  don't  have  to  go  out  and  invent  or  hunt  any  ? 

Mr,  Agree.  No,  sir ;  we  surely  don't. 

GHAMPLAIN    STATION 

Mr.  Steed.  One  final  question.  What  is  the  status  of  Champlain 
Station? 

Mr.  Agree.  I  have  that  rather  vividly  depicted  in  a  newspaper  clip- 
ping from  the  Montreal  Star  handed  me  this  morning.  It  says,  "Good- 
by  soon  to  all  of  those  long  border  backups,"  and  gives  quite  a  rundown 
on  the  new  facility  which  is  just  about  completed  and  will  be  ready 
for  occupancy  about  mid-August.  I  have  a  copy  of  the  clipping  I  would 
1  ike  to  submit  for  the  record. 

Mr.  Steed.  Mr.  Miller,  do  you  have  some  questions  ? 


MAJOR  IMPORTED  COMMODITIES 

Mr.  Miller.  Yes,  Mr.  Chairman. 

Mr.  Acree,  on  page  1  of  your  general  statement  you  state  that  work- 
load increases  are  continuing  at  an  accelerated  rate  and  aircraft  pas- 
senger arrivals  are  up  almost  17  percent.  You  state  also  that  the  in- 
voices of  foreign  importations  are  up  nearly  16  percent.  Could  you  give 
us  some  idea  of  what  those  imports  are  ? 

Mr.  Agree.  I  think  the  imports  would  cover  essentially  the  entire 
range  of  commodities  that  are  exported  from  other  countries  to  the 
TTnited  States,  Mr.  Miller. 

Mr.  Miller.  There  is  no  one  category.  In  other  words,  there  are 
more  ways  than  one  to  keep  an  eye  on  our  economy,  and  the  point  of 
my  question  is  what  items  are  coming  in  now,  in  greater  numbers  than 
the  previous  year  ? 

Mr.  Agree.  I  don't  have  that  data  available,  but  we  will  be  pleased  to 
research  it  and  provide  you  with  a  report. 

Mr.  Miller.  If  you  would,  I  would  appreciate  it. 

[Information  follows:] 

DEPARTMENT  OF  THE  TREASURY  BUREAU  OF  CUSTOMS  IMPORTS,  CALENDAR  YEAR  1972-1 NCREASES  IN  MAJOR 

COMMODITY  GROUPS 

Calendar  year  Increase  Increase 

1972  general  over  1971  over  1967 

Major  commodity  groups  i  imports  (percent)  (percent) 

Road  motor  vehicles J8, 804, 350,  000 

Petroleum— crude  and  partly  refined 2,606,967,000 

Clothing  and  accessories... 1,875, 177,000 

Petroleum  products 1,692,661,000 

Telecommunications  apparatus 1,671,468,  000 

Iron  and  steel  plates  and  sheets 1,  395,  336,000 

Coffee 1,277,593,000 

Power  generating  machinery  (other  than  electric) 1,  242, 387, 000 

Paper  and  paperboard. _ 1, 195,635,000 

Wood— shaped  or  simply  worked 1, 152, 177, 000 

Fish— fresh  or  simply  prepared 1,029,390,000 

Footwear... 915,015.000 

Sugar,  sirups,  molasses,  and  honey 895,  087, 000 

Meat— fresh,  chilled,  or  frozen... 826,561,000 

Beverages— alcoholic 823,593,000 

>  Schedule  A  statistical  classification  of  commodity  Imports— U.S.  Department  of  Commerce,  Bureau  of  the  Census. 

PERSONS  ARRIVING 

You  also  mention  about  237  million  persons  crossing  our  land  bor- 
ders during  the  last  year. 

Mr.  Agree.  That  is  right. 

Mr.  Miller.  Do  you  have  it  broken  down  as  to  how  many  would  be 
citizens  that  normally  cross  the  land  borders  ?  In  some  areas  they  even 
cross  to  shop,  some  cross  to  work,  and  it  is  a  daily  trip  back  and  forth. 
Is  that  included  in  the  237  million  ? 

Mr.  Agree.  Those  categories  would  be  included  in  that  total  figure. 

AIR    SECURITY  program 

Mr.  Miller.  You  mentioned  about  the  air  security  program,  and 
you  have  the  Federally  funded  air  security  guards.  Are  those  the 
guards  at  the  gates  and  are  they  the  inspectors  you  use  now  at  the 
major  airports? 
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Mr.  Agree.  No,  sir.  At  the  present  time  there  is  quite  a  variety  of 
people  that  you  see  at  an  airport.  There  are  local  police  authorities, 
there  are  privately  employed  guard  types,  there  are  airport  police, 
and  we  still  have  currently  some  600  customs  security  officers.  They 
are  identifiable  by  a  customs  patch  on  their  uniform.  They  are  not 
involved  presently  in  the  searching  of  the  carry-on  baggage  or  the 
person  of  a  given  passenger.  They  merely  are  standing  behind  the 
jx>ople  that  are  doing  that  to  lend  a  law  enforcement  presence  at  those 
airports  that  have  not  yet  been  able  to  put  their  own  police  or  the 
local  police  authorities  in  place. 

Mr.  Miller.  "Wlien  you  mention  that  the  budget  calls  for  complete 
phaseout  of  the  Federally  funded  air  security  program  at  the  end  of 
fiscal  year  1974,  what  will  take  place  then  ?  Who  will  take  up  the  slack  ? 
Will  the  State  and  the  municipalities  then  hire  people  to  replace  the 
security  officers  you  are  speaking  of  here? 

Mr.  Agree.  Yes ;  that  is  correct. 

X-RAY   OF   FLLM 

Mr.  Mn.LER.  You  also  mention  about  the  additional  X-ray  machines 
for  mail  examinations.  Are  there  problems  where  unexposed  film 
would  be  destroyed  because  of  being  X-rayed  ? 

Mr.  Agree.  No,  sir.  The  X-ray  equipment  we  have  been  able  to  ob- 
tain does  not  do  that.  I  don't  know  the  technical  capabilities  of  the 
equipment,  but  the  machines  that  we  are  using  do  not  expose  film. 

UNMANNED   BORDER   GROSSINGS 

Mr.  Miller.  I  have  one  other  question.  You  mentioned  a  cost  of 
$400,000  for  gating  for  unsupervised  border  roads  and  it  is  needed 
to  place  gates  on  roads  along  both  the  northern  and  southern  borders 
where  customs  services  are  not  provided.  You  go  on  to  explain  that 
you  presently  post  signs  to  inform  travelere  to  report  to  the  closest 
designated  customs  office.  To  me,  seeing  how  much  work  you  are  doing 
guarding  some  areas  and  then  having  other  places  unguarded  and 
I'oads  without  gates,  it  appears  if  anyone  wanted  to  enter  the  United 
States,  that  unguarded  road  would  be  the  road  they  would  use.  Do 
we  have  many  of  those  roads  unguarded  ? 

Mr.  Agree.  I  am  led  to  believe  that  we  do  have  a  number  of  such 
roads.  We  have  camper  trails,  footpaths  and  like  that,  sir,  that  cross 
both  the  northern  and  southern  borders  of  the  United  States.  How- 
ever, to  cross  those  borders  without  going  through  customs  clearance 
and  immigration  inspection,  does  make  an  individual  subject  to  sanc- 
tions if  he  is  detected  in  this  process. 

Mr.  Miller.  We  had  some  information,  as  I  recall,  on  the  House 
floor  where  people  were  paying  $250  to  another  party  in  order  to 
smuggle  them  across  the  border,  and  if  it  is  through  an  open  road, 
ungated,  unpatrolled,  it  seems  they  would  not  be  paying  money  to  be 
smuggled  across,  or  at  least  attempt  to  be  smuggled. 

Mr.  Agree.  That  is  correct. 

Mr.  Miller.  Will  the  $400,000,  furnish  a  gate  on  every  road  that  is 
not  patrolled? 

Mr.  Agree.  No,  sir.  This  still  will  not  provide  a  gate  at  every  road 


890 

that  is  not  patrolled.  These  are  gates  that  are  at  points  where  we  have 
information  and  evidence  and  intelligence  that  people  are  coming 
across  without  effecting  the  necessary  inspectional  clearances. 

Mr.  ]\iiLLER.  Are  you  planning  to  have  some  type  of  a  signal,  a 
trigger  system,  that  would  signal  that  someone  has  moved  down  the 
road  ? 

Mr.  Agree.  As  part  of  our  border  protection  responsibility  and  pro- 
cedure, Mr.  Miller,  we  do  have  sensor  devices  which  we  have  been  util- 
izing for  the  last  11/^  or  2  years  in  an  effort  to  detect  people  moving 
across  the  borders  in  the  manner  you  describe.  So  we  are  aware  of  it 
and  are  doing  something  in  a  positive  way  about  it,  sir. 

PRODUCTIVITY   MEASUREMENT 

Mr.  Miller.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  RoBisoN.  You  gave  us  some  pretty  dramatic  figures  this  morn- 
ing about  the  cost  effectiveness  of  dogs  versus  people.  You  have  some 
pretty  good  cost-effective  people  in  the  Bureau  of  Customs,  too,  be- 
cause we  have  seen  charts  showing  your  workload,  and  how  it  has 
gone  up  in  all  categories  in  recent  years,  while  your  personnel  level 
has  stayed  fairly  level. 

Do  you  have  any  statistics  at  all,  Mr.  Acree,  that  you  might  give  us 
to  show  what  productivity  has  been,  the  record  of  productivity  per 
employee  in  the  Bureau  of  Customs?  It  must  be  pretty  remarkable, 
and  we  ought  to  highlight  it,  if  we  can,  to  give  credit  to' the  dedicated 
people  working  for  you  down  there  who  are  carrying  a  pretty  heavy 
burden  as  far  as  their  workload  is  concerned  and  obviously  working 
very  hard  at  it. 

Mr.  Acree.  We  do  have  underway  now  some  work  measurement 
tests,  Mr.  Robison.  We  would  be  pleased  to  provide  the  committee  with 
the  results  of  those  tests,  which  we  are  currently  undertaking. 

I  appreciate  your  comment  about  the  effectiveness  of  our  force. 

CUSTOMS    resources    DEFICIENCIES 

Mr.  RoBisoN.  I  haven't  had  a  chance  to  read  this  document,  which  is 
a  report  to  the  House  of  Representatives  Committee  on  Appropria- 
tions, developing,  in  part  at  least,  a  comprehensive  report  on  service  at 
the  various  ports  of  entry,  detailing  the  deficiencies  in  manpower, 
facilities,  equipment,  etc.,  that  tend  to  inhibit  the  satisfactory  per- 
formance of  the  whole  Customs  operation. 

Mr.  Agree.  These  were  a  series  of  questions  that  we  were  asked. 

Mr.  RoBisoN.  It's  quite  a  document.  ^Yhere  do  we  go  from  here  with 
it  ?  Is  that  up  to  us,  or  is  it  up  to  you  ? 

Mr.  Agree.  I  would  say  it  would  be  a  combination,  Mr.  Robison.  We 
will  attempt  certainly  to  follow  up  on  it,  based  on  the  results  that  you 
will  find  outlined  there  and  our  future  budget  requests  to  the  Depart- 
ment, to  0MB  and  to  the  committee. 

Mr.  RoBisoN.  I  Avas  going  to  suggest,  Mr.  Chairman,  that  neither 
side  should  lose  sight  of  this.  A  lot  of  work  went  into  it. 

Mr.  Agree.  Yes,  indeed,  a  lot  of  work  did  go  into  that. 
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Mr.  RoBisoN.  And  work,  maybe,  that  needed  to  be  done  some  time 
back.  You  put  your  heads  together  and  came  up  with  some  of  the 
problems,  some  of  the  specifics  of  the  problems  you  face,  and  what  you 
could  do  about  it  and  what,  tentatively,  the  cost  might  be. 

Mr.  Steed.  Later  on  in  the  calendar  year  after  we  have  completed 
the  work  on  the  budget,  it  probably  would  be  possible  for  the  sub- 
committee and  vou  and  your  top  staff  to  have  some  informal  discus- 
sions about  this  phase  of  it  and  what  priorities  we  ought  to  be  thinking 
about. 

Mr.  Agree.  I  would  be  most  pleased  to  do  that,  sir. 

PRODUCTRTTY    AND    REVENTJE    COMPARISON 

Mr.  Steed.  At  the  same  time,  in  connection  with  this  workload,  you 
could  include  a  comparison  of  the  increase  in  revenue  that  you  say  also 
adds  to  the  total  picture  of  eificiency  of  U.S.  Customs. 

Mr.  RoBisoN.  That  is  what  I  had  in  mind  when  talking  about  pro- 
ductivity. You  don't  have  very  many  people  down  there  compared 
to  your  workload  increase,  but  they  are  still  producing  much  more  in 
the  way  of  revenues.  I  wanted  that  kind  of  a  measurement  more  than 
their  own  capacity  as  individual  workers. 

Mr.  Agree.  Yes,  sir. 

[The  information  follows :] 

THE  DEPARTMENT  OF  THE  TREASURY,  BUREAU  OF  CUSTOMS,  PRODUCTIVITY  PER  EMPLOYEE 
[Fiscal  year  1972  over  fiscal  year  19501 


Productivity  per  employee 

Vehicles 

Persons 

Invoices 

Aircraft 

Entries  of 
merchandise 

Revenue 
collected 

Base  year  1950. 

Current  year  1972 

Increase     .           

152 
579 
427 
281 

9 

29 

20 

222 

94 
258 
164 
174 

2,828 

6,328 

3,500 

124 

11,093 

21,300 

10,207 

92 

$54, 706 
377, 595 
322, 889 

Percent  increase 

590 

Mr.  Steed.  Gentlemen,  I  want  to  express  our  thanks  and  appre- 
ciation to  you.  You  made  a  very  fine  presentation.  You  have  enhanced 
our  understanding  and  appreciation  of  the  U.S.  Customs  Service.  I 
congratulate  you  and  wish  you  well,  and  hope  that  the  answers  to 
the  questions  you  and  I  would  like  to  have  today  and  cannot  get 
will  be  not  too  long  in  coming. 

Mr.  Agree.  Mr.  Chairman,  on  behalf  of  myself  and  my  associates 
in  the  customs  service,  we  want  to  thank  you  for  the  session  that  we 
had  today,  for  the  probity  and  understanding  of  your  questions,  and 
also  to  extend  our  appreciation  for  the  resources  that  you  have  seen 
fit  to  give  us  over  the  years  to  provide  customs  with  manpower  and 
equipment  to  do  the  kind  of  a  job  and  mission  that  we  have  the 
responsibility  for  carrying  out. 

We  thank  you  very  much,  sir. 

Mr.  Steed.  The  budget  justification  material  will  be  inserted  in 
the  record  at  this  point.  The  committee  stands  in  recess  until  1  o'clock 
tomorrow. 
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Justification  of  the  Budget  Estimate 
BUREAU  OF  CUSTOMS 

Federal  Funds 

General   and   special   funds: 

Salaries  and  Expenses 

For  necessary  expenses  of  the  Bureau  of  Customs,  including 
purchase  of  [one  hundred  and  eighty-four]  two  hvndred  and  eighty 
passenger  motor  vehicles  [for  replacement  only  J  (of  which  one 
hundred  and  thirty-seven  shall  be  for  replacement  only),  including  [one 
hundred  and  seventy-four]  two  hundred  and  seventy  for  police-type 
use;  acquisition  [(purchase  of  two)]  (purchase  of  one),  operation, 
and  maintenance  of  aircraft;  hire  of  passenger  motor  vehicles  and 
aircraft;  not  to  exceed  $50,000  for  unforeseen  emergencies  of  a  con- 
fidential character  to  be  expended  under  the  direction  of  the  Secre- 
tary of  the  Treasury  and  accounted  for  solely  on  his  certificate;  and 
awards  of  compensation  to  informers  as  authorized  Ijy  the  Act  of 
August   13,    1953    (22   U.S.C.   401);    [$209,000,000]   $236,400,000. 

[For  an  additional  amount  for  "Salaries  and  expenses",  including 
the  purchase  of  thirty-nine  passenger  motor  vehicles  in  addition  to 
those  heretofore  authorized,  $2,700,000:  Provided,  That  section  102 
of  the  Treasury,  Postal  Service,  and  CJeneral  Government  Appro- 
priation Act,  1973,  is  amended  by  striking  out  "March  31,  1973" 
and  inserting  in  lieu  thereof  "May  15,  1973".]  (19  U.S.C.  68, 
128,  161,  257,  482,  540,  1303-1805,  1431  et  seq.,  1455,  1461  et  seq., 
1496,  1499,  1581,  1585,  1592,  1595a,  1619,  I644,  1701;  31  U.S.C. 
529b;  46  U.S.C  3,  7,  60,  158,  161,  251,  277,  278,  292,  319,  325, 
327,  808,  883,  883a;  49  U.S.C.  1509;  Treasury  Department  Appro- 
priation Act,  1973;  Supplemental  Appropriations  Act,  1973.) 
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Object  Classification  (in  thousands  of  dollars) 


Identification  code  1 5- 1 5-0602-0- 1-904  1972  actual      1973  eat.         1974  est. 


Direct  obligations: 
Personnel  compensation: 

11.1         Permanent  positions 134,157  ''♦°'^^° 

11.3         Positions  other  than  permanent 2, 507  2,  560 

11.5         Other  personnel  compensation 9,713  10,776 

1 1. 8        Special  personal  services  payments-.  470  316 

Total  personnel  compensation 146,847  162,360 

12.1     Personnel  benefits:  Civilian 14,184  15,101 

21.0     Travel  and  transportation  of  persons.  _  5,030  5,424 

22.0     Transportation  of  things 1.072  946 

23.0    Rent,  communications,  and  utilities...  6,064  10,782 

24.0     Printing  and  reproduction 798  839 

25.0    Other  services 5,229  7.067 

26.0    Supplies  and  materials 2,181  2,13/ 

31.0    Equipment 4,150  12,134 

32.0     Lands  and  structures ... 218  165 

42.0     Insurance  claims  and  indemnities 45  15 

91.0    Unvouchered 50 

Total  costs,  funded 185,818  217,020 

94.0    Change  in  selected  resources 7,085  —5,908 

Subtotal..... 192,903  211,112 

95.0    Quarters  and  subsistence  charges —78  —78 

Total  direct  obligations 192,825  211,034 

Reimbursable  obligations: 
Personnel  compensation: 

11.  I         Permanent  positions 19,934  21,876 

11.3         Positions  other  than  permanent 259  280 

11.5         Other  personnel  compensation 24,523  26,702 

11.8         Special  personal  services  payments.  _     145 

Total  personnel  compensation 44,  7 1 6  49, 003 

12.1     Personnel  benefits :  Civilian 2,  286  3,  760 

21.0     Travel  and  transportation  of  persons..  4,  682  4,  277 

22.0     Transportation  of  things . 883  1,255 

23.0    Rent,  communications,  and  utilities...  179  461 

24.0     Printing  and  reproduction 113  133 

25.0    Other  services 1.949  2,439 

26.0     Supplies  and  materials 111  '52 

31.0    Equipment . 463  2,698 

Total  reimbursable  obligations 55,382  64,178 

99.0           Total  obligations 248,207  275.212 


Personnel  Summary 


162,298 

2,577 

12,072 

376 

177.323 

16,582 

6,325 

1.051 

15,364 

882 

8,433 

2.352 

7.851 

250 

15 

50 

236.478 


236.478 
-78 

236.400 


21.890 
295 

27, 884 


50, 069 
3,911 
3,866 
1.292 
392 
,  144 
1.771 
104 
1.610 

63. 159 

299. 559 


Direct: 

Total  number  of  permanent  positions 12. 077  1 2,  373  1 3, 239 

Full-time  equivalent  of  other  positions 360  363  .^  ^^, 

Average  paid  employment 11,116  11,745  12,661 

Average  GS  grade 8.8  8.8  ^,8.8 

Average  GS  salary ... $12,903  $12,936  $13,023 

Average  salary  of  ungraded  positions $8,  61 1  $9,  024  $9,  348 
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Program  and  Financing  (in  thousands  of  dollars) 


Identification  code  15-15-0602-0-1-904  1972  actual      1973  est.         1974  est. 


Program  by  activities: 
Direct  program: 

1 .  Processing  of  persons 

2.  Processing  of  cargo. 

3.  Processing  of  mail 

4.  Investigations  and  law  enforcement. 

5.  Security  and  audit 

6.  Executive  direction 


24.581 


27. 209         30. 372 


105.457       113,353       120.433 


11.460 

12,220 

13,642 

40, 094 

59,  777 

67,  191 

2,832 

3,038 

3,410 

1,316 

1.345 

1,352 

Total  direct  program 185,740        216.942        236.400 


reimbursable  program: 

1 .  Processing  of  persons 

2.  Processing  of  cargo 

3.  Processing  of  mail 

4.  Investigations  and  law  enforcement- 

Total  reimbursable  program 


34. 834 

20, 163 

385 


31.958 

20.710 

385 

11.125 


30, 877 

22,160 

385 

9,737 


55.382         64.178         63.159 


Total  program  costs,  funded  ' . . 
Change  in  selected  resources  ^ 


241.  122 
7.085 


281.120 
-5.908 


10 


Total  obligations 248.207        275,212 


299.559 
299.559 


Financing: 

Receipts  and  reimbursements  from: 

1 1         Federal  funds 

'.  4        Non-Federal  sources 

25     Unobligated  balance  lapsing 


-29.321      -36,481      -33,720 

-26.061       -27.697      -29.439 

21     . 


Budget  authority 192,846        211,034        236,400 


Budget  authority: 

40  Appropriation 

41  Transferred  to  other  accounts.  _ . 

42  Transferred  from  other  accounts. 


189,000   211,700   236,400 
-494     -666  ... 
4.340  


43 


Appropriation  (adjusted) 192,846        211,034        236,400 


Relation  of  obligations  to  outlays: 

71  Obligations  incurred,  net 192,825 

72  Obligated  balance,  start  of  year 

74    Obligated  balance,  end  of  year 

77    Adjustments  in  expired  accounts 

Outlays 


8.387 
-20, 447 

-243 


211,034       236.400 

20.447  15,177 

-15.177      -12,177 
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180,523       216.304       239,400 


1  Includes  capital  outlay  as  follows:    1972.  $2,741   thousand;    1973.  $11,690  thou- 
sand:   1974.   $7,851    thousand. 

2  Selected    resources    as    of    June    30    are    as    follows: 


1971 

95 

1 

3,711 


Total  selected  resources        3.807 


St  ores 

Advances 

Undelivered   orders. 


1972 
adjust- 
ments 


204 
204 


1972  1973 

145  148 

4  2 

10,947  5,038 


1974 

146 

4 

5,038 


11,096     5,188       5,188 


.895 

The  Bureau  of  Customs  collects  the  duties. and  taxes 
on  imported  merchandise,  inspects  all  international  traffic, 
regulates  certain  marine  and  aircraft  activities,  combats 
smuggling,  undervaluation,  and  frauds  on  the  customs 
revenue,  and  performs  related  functions  in  connection 
with  the  importation  and  exportation  of  merchandise. 

Direct  obligations  are  estimated  to  be  $236,400  thousnnd 
for  1974,  an  increase  of  $24,700  thousand  over  the  amount 
now  appropriated  for  1973.  This  amount  reflects  $8,244 
thousand  for  increases  to  maintain  the  current  level  of 
employment,  and  $16,456  thousand  for  program  increases. 

1.  Processing  oj  persons. — All  persons  arriving  in  the 
United  States  are  inspected.  Inspectors  assess  and  collect 
duties,  taxes,  and  fees  on  imported  merchandise,  inspect 
hand  and  hold  baggage,  and  combat  smuggling. 

SELECTED    WORKLOAD    DATA 

Carriers  of  persons  and  merchandise     '972  aduat     1973  esUmaU  1974  e>iim»(t 

arriving  from  foreign  countries 70.768.606      75,300.000  76.  200.R)0 

Persons  arriving  from  foreign  countries.    236.775.300    246.270.000  251.230.600 

2.  Processing  of  cargo. — All  cargo  arriving  in  the  Unit^ 
States  is  inspected.  Imports  are  examined  to  ascertain  the 
value  of  merchandise  and  to  identif}^  it  for  tariff  and  en- 
forcement purposes.  Scientific  analysis  aids  in  the  identi- 
fication of  merchandise.  Certain  marine  activities  relating 
to  the  movement  of  vessels  in  foreign  trade  are  performe<l. 
Various  laws  of  other  Government  agencies  affecting  im- 
ports and  exports  are  enforced. 

^  SELECTED    WORKLOAD    DATA 

1972    actual      1973   eslimaU      1974  tilim*tt 

Formal  entries  accepted 2.865.759  3.064.000  3.260.0C0 

Packages  examined 3.971.440  4.050.000  4.200.000 

Invoices  received     6.441.078  7.000.000  7.600.000 

Samples  tested... 165,146  192.000  192,000 

3.  Processing  oj  mail. — All  mail  arriving  in  the  United 
States  is  inspected.  Mail  packages  are  examined  for 
revenue  and  enforcement  purposes. 


93-674  O  -  73  -  57 
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SELECTED    WORKLOAD    DATA 

1972   actual      I97i  ettimale       1974  tslimmtt 

Mail  packages  received.. 41.069.000      43,000.000      45,000.000 

Mail  packages  examined 4,579.000        4.800.000        5.500,000 

4.  Invest igaf ions  and  law  enforcement. — The  customs 
ap:onts  in  tlie  United  States  and  abroad  make  investiijn- 
tions  in  the  enforcement  of  the  Tariff  Act  of  19.30,  the 
Narcotics  Drug  Act  of  1934,  the  Gold  Reserve  Act  of 
1934,  the  Export  Control  Act,  and  otlrer  laws  affecting 
the  movement  of  merchandise  into  and  out  of  the  Unit»-«l 
States.  They  also  secure  market  value  information  for 
Customs  import  specialists.  In  1972,  a  total  of  40,07(» 
investigations  were  made.  The  estimates  for  1973  «nd 
1974  are  54,000  and  60,000,  respectively. 

5.  Security  and  audit. — 'i'lie  security  functions  evalutite 
results  of  full  suitability  and  security  field  investigatittf^-^. 
personnel  conduct  investigations  or  irregularities,  effective 
security  standards  and  inspections  of  security  operati(rti>- 

The  auditors  are  responsible  for  the  internal  audit  of 
Customs  procedures,  accounts  and  records,  property  and 
control  of  imported  merchandise,  as  well  as  the  evaluation 
of  entry  procedures  on  import  and  drawback  entries. 
They  also  audit  the  accounts  and  records  of  Custom 
house  brokers  and  of  certain  wool  manufacturers  and 
processors. 

SELECTED    WORKLOAD    DATA 

1972   actual      197}   estimate      1974   estimate 

Audit  reports  made 251  405  400 

6.  Executive  direction. — The  Washington  ofRce  of  the 
Bureau  of  Customs  directs,  coordinates,  and  controls  the 
activities  of  the  Customs  Service. 
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Tuesday,  May  22, 1973. 

TESTIMONY  OF  MEMBERS  OF  CONGRESS,  INDIVIDUALS, 
AND  ORGANIZATIONS 

Mr.  Steed.  The  committee  will  be  in  order.  The  committee  is  in 
session  this  afternoon  to  take  testimony  from  outside  witness  on  mat- 
ters of  importance  to  them  which  are  contained  in  the  Treasury,  Postal 
Service,  and  General  Government  appropriations.  We  are  pleased  and 
honored  to  have  as  our  first  witness  our  good  friend  and  colleague  from 
the  State  of  Ohio,  Mr.  Vanik. 

We  will  be  pleased  to  have  whatever  remarks  you  wish  to  make. 

INTERNAL  REVENUE  SERVICE 

WITNESS 
HON.    CHARLES  A.   VANIK 

Mr.  Vanik.  I  ask  unanimous  consent  that  my  statement  be  printed  as 
submitted.  I  will  leave  a  copy  of  it  here. 

Mr.  Steed.  Without  objection  the  statement  will  bo  made  a  part  of 
the  record. 

[The  statement  follows :] 

Dangerously  Increasing  Anemia  of  IRS 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  testify  before  your  com- 
mittee concerning  the  appropriation  for  the  Internal  Revenue  Service. 

As  a  member  of  the  Ways  and  Means  Committee,  I  am  troubled  about  the 
inequities  of  present  tax  laws.  We  tax  some  too  much — many  too  little — and  some 
not  at  all.  The  committee  recognizes  these  problems  and  will  hopefully  report  a 
tax  reform  bill  to  the  floor  before  the  Congress  adjourns  the  first  session  of  the 
93d  Congress. 

But  today  I  come  before  your  subcommittee  troubled  about  our  Government's 
ability  to  enforce  "existing"  tax  laws.  Tax  evasion  and  avoidance  are  quickly 
becoming  national  sports — threatening  the  capacity  of  the  Federal  Government 
to  deal  effectively  with  everything  from  education  to  the  energy  crisis.  Your  sub- 
committee has  the  power  to  strengthen  the  capabilities  of  the  Internal  Revenue 
Service  to  insure  that  our  tax  laws  are  respected  and  followed. 

Internal  Revenue  manpower  shortage 

Statement  of  Johnnie  M.  Walters,  Commissioner  of  Internal  Revenue, 

September  21,  1972 
Corporate  tax  returns 

In  many  countres,  tax  evasion  is  a  game  which,  not  only  is  socially  acceptable, 
but  is  practiced  in  the  highest  financial  and  professional  circles.  There  are  per- 
sistent pressures  in  this  direction  within  this  country  which  could  get  out  of  hand 
in  the  absence  of  a  firm  program  of  deterrence. 

For  example,  consider  certain  trends  that  we  have  uncovered  among  some  large 
corporations.  New  approaches  in  large  case  corporate  audits  now  permit  us  to 
make  examinations  in  more  depth  and  scope  than  previously.  We  now  are  ex- 
amining records  untouched  before,  and  raising  issues  never  before  raised.  Some 


.     917 

of  our  findings  are  alarming.  Some  corporations  have  gone  well  beyond  the  limits 
of  professional  judgment,  or  prudent  tax  planning.  Here  are  some  examples : 

One  large  company  whose  stock  is  traded  on  the  New  York  Stock  Exchange 
grossly  understated  excise  tax  by  subterfuge.  Violations  were  so  flagrant  that 
the  company  and  two  of  its  principal  oflicers  were  indicted  on  criminal  charges. 

Another  large  company  purchased  insurance  from  a  foreign  firm.  The  company 
did  not  report  rebates  of  $1  to  $2  million  a  year  paid  to  its  Swiss  subsidiary. 

The  United  States  is  almost  alone  among  the  nations  of  the  world  in  using  a 
self-assessment  tax  system.  In  other  nations,  the  tax  bureau  sends  you  a  bill — 
the  same  way  we  treat  the  property  tax. 

Our  system  has  been  one  of  the  most  efficient  and  inexpensive — but  it  is  being 
seriously  threatened.  The  combination  of  unfair  taxation  and  the  realization  that 
there  is  a  good  chance  you  won't  get  caught,  is  quickly  bringing  tax  avoidance 
and  evasion  to  the  level  of  a  national  sport. 

It  has  just  recently  been  reported  that  tax  swindles  are  costing  the  Swedish 
Government  more  than  $1%  billion  a  year — one-sixth  of  their  budget.  In  order 
to  halt  the  possibility  of  such  a  dangerous  trend  in  America,  auditing  procedures 
must  be  strengthened  and  adequate  manpower  provided.  There  is  a  need  to  focus 
auditing  efforts  on  high  yield  areas  of  the  corporate  sector.  In  1969,  figures  show 
that  the  least  manpower  hours  per  dollar  of  corporation  income  were  allocated 
to  the  largest  corporations — even  though  these  corporations  produced  the  great- 
est yield  in  added  tax  and  penalties  per  manhour  and  the  highest  percentage  of 
audited  returns  with  errors.  If,  as  Commissioner  Walters  testified,  there  are  po- 
tential deficiences  of  more  than  $2.5  billion,  why  hasn't  more  manpower  been 
devoted  to  this  high  yield  area.  (The  following  chart  illustrates  that  fewer  man- 
hours  per  $100,000  of  income  are  spent  on  those  corporations  in  the  higher  asset 
brackets  than  on  the  lower  ones. ) 

INTERNAL  REVENUESERVICE  ALLOCATION  OF  IRS  MANPOWER  AND  RESULTS  OF  INCOME  TAX  AUDITS  ON 
CORPORATIONS,  BY  SIZE  (1969) 

IRS  audit-hours  Added  tax  plus 

IRS  audit             Corporate          per  $100,000  penalties 

manpower-           netincome          corporation  per  IRS 

Corporate  size  (assets)                                           hours         (thousands)                income  manpower-hour 

Less  than  $50,000 243,458  -$106,332  0    )-.,  .                        $61 

$50,000  to  $100,000... 236,718  820,469  28.9)°'-^  67 

$100,000  to  $250,000 602,614  2,659,684  22.7  82 

$250,000  to  $500,000 579.576  2.822,350  20-5  100 

$500,000  to  $1,000,000. 563,654  2,925,076  19.3  146 

$1,000,000  to  $5,000,000 1,058,866  6,985,818  15.2  211 

$5,000,000  to  $10,000,000 316,850  2,973,574  10.6  338 

$10,000,000  to  $50,000,000 590,919  6,113,407  9.7  432 

$50,000,000  to  100,000,000 215,670  3,501,473  6.2  576 

Over  $100,000,000.. 836,462  50,912,701  1.6  846 

Total '5,248,161        280,606,220  6.5  310 

1  Total  excludes  146,750  manpower-hours  on  corporations  with  no  balance  sheet. 

2  Total  excludes  $301,391  corporate  net  income  (thousands  of  dollars)  on  corporations  which  reported  assets  of  zero  or 
tailed  to  report  assets. 

Source:  Internal  Revenue  Service  Management  Information  Report— Income  Taxes  Report  Symbol  NO-CP:A-106 
(document  5342),  fiscal  1969,  "official  use  or.ly."  Corporate  net  income  figures  taken  from  the  Preliminary  1969  Statistics 
of  Income,  Corporation  Income  Tax  Returns,  p.  24. 

The  following  chart  illustrates  that  the  number  of  returns  that  have  been 
audited  by  the  Internal  Revenue  Service  since  1963  has  decreased. 

Also,  I  would  like  to  give  each  member  of  the  committee  a  copy  of  a  letter  I 
received  on  August  18,  1972.  I  do  not  want  to  enter  this  letter  in  the  hearing 
record  since  IRS  has  asked  that  this  letter  be  "kept  in  the  house,"  since  it 
clearly  shows  "how  thinly  IRS  staff  is  spread." 
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I  recommend  that  auditing  manpower  be  increased  substantially,  to  the  full 
limit  requested  in  their  fiscal  year  1974  budget  estimates — to  bring  the  number 
of  auditors  to  17,586.  This  increase  must  be  accompanied  by  congressional 
scrutiny  of  Internal  Revenue  operations  so  as  to  insure  an  equitable  applica- 
tion of  the  law. 

Number  of  IRS  auditors  by  year:  1960,  12,553;  1963,  15,598;  1966,  15,566; 
1970,    15,807;    1971,   15,909;    1972,    16,593;    1974,    17,586    (estimate). 

It  is  shocking  to  note  that  as  the  number  of  auditors  remained  stable — above 
15,500 — the  number  of  audits  decreased  by  66  percent  from  1963  to  1971.  The 
increased  manpower  should  be  fully  utilized  by  the  IRS. 

I  would  also  like  to  add  at  this  point,  Mr.  Chairman,  that  I  am  deeply  con- 
cerned about  the  massive  diversion  of  IRS  personnel  from  their  regular  jobs 
to  the  task  of  administering  the  economic  stabilization  program.  While  this 
burden  has  certainly  been  reduced  by  the  nature  of  phase  III,  if  such  controLs 
are  ever  reinstated  in  the  future,  I  believe  we  should  make  a  greater  effort  to 
provide  special  personnel  for  this  task,  and  we  must  insure  that  the  quality 
and  quantity  of  work  performed  by  the  IRS  during  "emergencies"  and  "special 
duty  i^eriods"  is  not  diminished.  In  particular,  the  audit  work  of  the  Service  must 
never  be  compromised  on  the  basis  of  a  company's  compliance  with  the  wage-price 
guidelines. 

INTERNAL   REVENUE    SERVICE ENVELOPED   IN    SECRECY AT   PUBLIC  EXPENSE 

Why  do  we  continue  to  treat  the  Internal  Revenue  Service  generalized  data 
and  its  '"private  rulings"  as  military  secrets — this  is  not  a  question  of  national 
security.  By  staunchly  supporting  this  position,  the  Internal  Revenue  Service  is 
contributing  to  the  "erosion  of  public  confidence"  in  the  fairness  of  the  Amer- 
ican tax  structure. 

Only  a  certified  public  accountant  could  make  sense  of  corporate  10-k  reports 
filed  with  the  Securities  and  Exchange  Commission — and  no  one  can  extrapolate 
any  comprehensible  tax  information  out  of  corporate  annual  reports  to  stock- 
holders. These  public  sources  do  not  provide  an  accurate  or  complete  tax  picture, 
for  aggregate  analysis. 

A  great  problem  of  this  secrecy  is  the  inability  of  Congress  to  acquire  annual 
Internal  Revenue  summary  tax  data.  It  all  adds  up  to  a  "national  pair  of 
blinders",  not  only  for  the  average  citizen,  but  also  for  those  who  write  our 
tax  laws  in  the  Congress. 

INTERNAL  REVENUE   SERVICE  PROVIDES  AS  LITTLE  INFORMATION   AS  POSSIBLE 
TO    THE    CONGRESS 

In  1966  the  Internal  Revenue  Service  published  several  volumes  on  the 
statistics  of  income  for  individuals  as  well  as  for  corporations.  This  material 
was  invaluable  in  calculating  the  impact  and  fairness  of  our  tax  code — essential 
for  the  Congress  in  scrutinizing,  challenging,  and  changing,  the  tax  law ;  1969 
was  the  last  year  the  Internal  Revenue  Service  provided  statistics  of  income 
for  individuals,  and  1968  was  the  last  statistics  of  income  for  corporations.  As 
a  result,  the  last  comprehensive  analysis  of  our  tax  structure  and  its  impact 
took  plac*e  6  years  ago. 

In  the  meantime  we  suffered  a  recession  in  1969  and  now  we  are  emfearking 
on  a  boom  with  imprecendented  inflation.  Also  during  this  period  a  major  Tax 
Reform  Act  and  a  major  Revenue  Act  were  passed  by  the  Congress — and  a  new 
tax  reform  bill  is  under  consideration. 

How  can  we  use  this  data  which  is  so  hopelessly  out  of  date?  This  lack  of 
information  has  "hammerlocked"  the  Congress — forcing  its  dependency  on  both 
"interest  group  gimme  recommendations,"  and  Treasury  information  that  in 
many  instances  is  catering  to  special  groups.  But  the  primary  evil  here  is  that 
Congress  does  not  have  the  data  to  protect  the  public  interest. 

Last  summer  my  staff  analyzed  the  annual  reports  filed  with  the  Securities 
and  Exchange  Commission  of  the  largest  100  cori>orations  in  the  country.  It 
was  evident  that  there  is  a  dangerous  trend  developing :  Large  profitable  corpo- 
rations were  paying  little  or  no  taxes. 

Last  Friday  a  member  of  my  staff  attempted  to  acquire  aggregated  tax  in- 
formation on  the  deferral  of  foreign  income  on  the  largest  corporations  in 
America  for  1971.  This  information  is  desperately  needed  during  the  current 
trade  reform  hearings  to  analyze  the  effect  of  certain  tax  laws  on  the  economy — 
who  benefits — who  is  injured.  At  first,  the  Treasury  told  my  staff  it  could  not 
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be  done  As  my  staff  became  more  insistent,  they  said  they  could  have  the  data 
in  2  months.  This  data  is  from  1971.  How  can  members  of  the  Ways  and  Means 
Committee  and  the  Congress  as  a  whole  legislate  intelligently  or  fairly  without 
such  data.  It  is  this  "lack  of  information"  that  allows  interest  group  proposals 
to  "woosh"  imchallenged  through  the  Congress. 

The  Internal  Revenue  Service  should  provide — on  an  annual  basis — statistics 
of  income  as  they  did  in  1966,  for  individuals  and  corporations.  I  recommend 
that  this  committee  increase  the  appropriation  for  the  statistics  division  of  IRS 
so  that  this  data  could  be  provided  annually. 

PRIVATE  BACK  BOOM  RULINGS  COST  THE  PUBLIC  MILLIGNS 

The  practice  of  issuing  private  rulings  extends  the  inequity  that  already 
exists  in  our  tax  law.  ^  v,,.  .    ^  , 

A  taxpayer  almost  always  must  retain  tax  counsel  from  an  established  law 
firm  in  order  to  successfully  obtain  a  private  ruling,  a  practice  which  few  tax- 
payers can  afford. 

In  1971,  the  Internal  Revenue  Service  issued  32,000  binding  secret  rulings 
to  those  wealthy  enough  to  hire  expensive  tax  lawyers  to  challenge  the  Internal 
Revenue  Service. 

This  attitude  of  the  Internal  Revenue  Service  that  everything  they  do  is  top 
secret  is  most  seriously  abused  in  their  "private  rulings"  process  used  in  settling 
tax  disputes.  It  could  best  be  described  as — ''Let'  make  a  deal." 

In  1969,  a  utility  company  received  a  "Christmas  gift"  of  a  ruling  from  the 
Internal  Revenue  Service  which  allowed  this  company  to  retroactively  adopt 
guideline  depreciation — a  tax  election  which  had  been  available  since  1962.  As 
a  result,  for  the  years  1962  through  1968,  the  company  received  $48,500,000  in 
refunds  plus  interest  from  the  Federal  Treasury  of  $17,500,000.  It  appears 
that  this  $48,500,000  "excess"  tax  paid,  and  later  refunded,  had  been  passed 
on  to  their  customers  in  a  higher  rate  structure  in  those  years.  When  refunded, 
the  money  and  interest  were  recorded  as  "extraordinary  items."  A  well  chosen 
description,  "extraordinary  item" — the  private  ruling  in  itself  is  extraordinary. 
This  shocking  example  was  not  made  public. 

As  a  more  serious  matter,  a  major  corporation  or  an  affluent  individual  is  gen- 
erally able  to  learn  of  private  rulings  which  have  been  issued  to  other  taxpayers 
and  which  he  can  use  to  his  own  advantage.  Although  these  rulings  are  not 
known  to  the  general  public,  they  are  often  made  available  to  select  groups  in 
commercial  or  legal  circles. 

An  objection  to  making  all  rulings  public  has  been  that  such  a  policy  might 
dry  up  the  rulings  process.  The  Internal  Revenue  Service  would  be  reluctant  to 
rule  in  many  situations  if  the  rulings  would  have  universal  applicability. 

I  do  not  see  this  as  objectionable — as  a  matter  of  record  I  would  find  it 
desirable. 

The  tax  laws  and  experts  have  already  unfairly  tipped  the  scales  of  equity  in 
favor  ijf  wealthy  individuals  and  corporate  giants.  I  see  no  need  for  "special 
dispensations"  from  laws  that  others  must  abide  by. 

It  is  this  type  of  ''wallet  fattening  preferential  treatment"  that  is  irritating 
the  average  taxpayers.  If  Internal  Revenue  does  not  act  on  its  own  and  mak-- 
these  rulings  public,  another  arm  of  Government  may  force  such  disclosure 
upon  the  Internal  Revenue  Service.  The  opening  of  the  private  rulings  process  to 
the  public  will  increase  the  fairness  of  the  system  and  eliminate  the  suspicion 
of  improper  influence. 

CONCLUSION 

This  subcommittee  must  provide  the  additional  funds  needed  to  increase  the 
audit  manpower  of  the  Internal  Revenue  Service.  The  increasing  trend  of 
tax  avoidance  and  evasion  in  this  country  demands  that  increasing  attention 
be  given  to  the  enforcement  of  our  tax  laws. 

It  is  also  pressing  that  this  committee  increase  the  appropriation  to  the  IRS 
so  that  public  "statistics  of  income"  be  provided  for  both  corporations  and  in- 
dividuals annually. 

The  Congress  must  have  information  and  data  that  is  current  and  relevant 
if  it  is  to  intelligently  and  fairly  revise  our  tax  structure.  It  is  my  hope  that  the 
Internal  Revenue  Service  will  in  the  future  provide  such  data  to  the  public  and 
Members  of  Congress.  This  annual  information  should  also  include  effective 
tax  rates  of  industry  sectors — oil,  steel,  airlines,  retail,  shipping,  etc.  This 
aggregate  information  will  not  violate  present  secrecy  provisions  of  the  tax  code. 
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Until  this  information  is  made  available  annually,  the  Congress  will  con- 
tinue to  pass  tax  laws  with  the  "shotgun"  of  interest  groups  aimed  at  its  head — 
the  public  will  clearly  be  the  loser. 

LACK   OF   IRS   AUDITING   RESOURCES 

Mr.  Vanik.  Under  our  present  system  with  the  inadequate  audit- 
ing resources  of  the  Internal  Revenue  Service,  tax  avoidance  and 
evasion  is  becoming  a  national  sport.  In  my  statement  I  address  my- 
self to  some  of  the  statements  made  by  Johnnie  Walters,  recent  Com- 
missioner of  IRS,  in  urging  that  we  beef  up  our  tax  auditing  system. 

In  Sweden  they  estimate  that  tax  avoidance  and  manipulation  is 
costing  the  country  about  a  billion  and  a  quarter  a  year.  I  would  say 
that  the  losses  in  the  United  States  probably  are  in  excess  of  $5  to 
$10  billion  a  year.  So  if  you  are  talking  about  a  benefit  ratio  in  spend- 
ing public  money  for  increased  auditing  manpower  you  can  see  the 
potential  for  recovery.  I  don't  think  there  is  any  area  of  Federal  ex- 
penditure that  will  yield  so  great  a  benefit  ratio  as  in  the  Internal  Rev- 
enue Service. 

Now,  on  the  audit  question,  I  received  a  letter  from  the  Service 
on  August  18,  1972.  The  substance  of  it  deals  with  the  problem  of 
audit  manpower  distribution.  In  this  letter  the  Service  indicates  the 
direct  dollar  yield  from  audits  is  important,  but  secondary  to  broad 
audit  coverage.  Because  of  manpower  limitations  and  the  substantial 
increase  in  the  number  of  tax  returns  filed,  they  were  unable  to  main- 
tain adequate  audit  coverage  in  all  areas.  For  example,  between 
1966  and  1972  we  increased  the  manpower  applied  to  auditing  cor- 
porations. Yet  the  filings  of  corporate  and  individual  returns  in- 
creased at  such  a  rate  IRS  actually  examined  66  percent  fewer  returns 
in  1971  than  1963. 

I  recommend  that  the  auditing  manpower  be  increased  substantially 
to  the  full  limit  requested  in  the  1974  budget  request  to  bring  the  audi- 
tors to  17,586,  and  I  think  this  must  be  accompanied  by  congressional 
scrutiny  of  Internal  Revenue  operations  to  insure  equitable  application 
of  the  law.  At  the  same  time  we  have  to  be  sure  that  auditors  are  not 
used  as  vigilantes  after  they  are  assigned. 

You  see,  in  1963  we  had  15,598  auditors  and  in  1974,  with  a  swell  of 
the  countries  population  by  at  least  25  percent  in  that  interim  period, 
we  have  only  increased  auditors  by  2,000  to  17,  586,  while  the  number 
of  audits  decreased  by  66  percent'in  the  period  between  1963  to  1972. 

I  think  we  are  at  a  point,  Mr.  Chairman,  that  if  we  continue  in  this 
direction.  Internal  Revenue  collections  in  this  country  are  ^oing  to  be 
very  much  like  they  are  in  European  countries.  It  is  going  to  be  a 
catch-as-catch-can  process. 

I  think  the  high  integrity  of  the  American  system,  which  is  still 
higher  than  that  of  any  other  country  in  the  world,  would  be  taking  a 
sharp  decline  if  we  let  go  and  relinquish  this  essential  public  respect. 

DIVERSION    or   audit   PERSONNEL 

One  other  thing  that  concerns  me  is  the  diversion  of  IRS  personnel 
from  their  regular  audit  jobs  to  woi-k  under  the  Econoniic  Stabiliza- 
tion Act.  I  think  vou  have  had  other  testimony  on  that  point,  but  this 
could  have  no  other  effect  than  to  diminish  the  effectiveness  of  IRS 
service. 


922 


SECRECY 


We  have  within  the  Internal  Revenue  Service  an  abuse  of  secrecy. 
I  think  secrecy  protects  the  cheater.  Secrecy  protects  the  privileged 
and  the  preferenced,  and  I  think  it  is  carried  to  unnecessary  lengths 
in  the  IRS.  I  think  we  ought  to  protect  the  private  affairs  of  a  tax- 
payer. For  business  reasons  I  don't  think  we  should  give  his  business 
competition  some  of  the  operative  data  of  his  company  or  of  his  in- 
dividual operation.  But  today  corporate  tax  reports  are  so  complex 
there  are  few  people  in  the  country  that  understand  them.  I  look  at  a 
consolidated  return  of  a  conglomerate  and  I  can  find  out  very  little. 
As  a  matter  of  fact,  most  of  the  information  on  the  tax  return  in  no  way 
would  adversely  effect  a  company's  competitive  position. 

With  this  secrecy,  you  put  blinders  on  the  Congress.  We  deal  with 
the  subject  of  tax  reform.  1968  was  the  last  year  the  Internal  Revenue 
Service  provided  statistics  of  income  for  individuals.  We  received  this 
information  just  a  few  weeks  ago.  And  1969  was  the  last  year  that  we 
had  statistics  of  income  on  corporations. 

As  soon  as  we  get  through  with  the  trade  bill,  we  will  deal  with  tax 
reform  having  to  use  statistics  that  are  already  6  years  old.  We  can\ 
measure  the  real  impact  of  such  things  as  the  asset  depreciation  range, 
the  effect  of  the  investment  credit. 

We  are  writing  a  new  tax  law  without  any  statistical  data  to  really 
analyze  and  determine  the  effect  of  the  1969  Reform  Act  or  the  1971 
Revenue  Act. 

Certainly  there  is  no  reason  or  justification  for  confidentiality  in 
general  areas  of  taxation.  From  1969  to  the  present  we  have  moved  in 
from  a  recession  to  boom  and  I  don't  know  how  we  can  arrive  at  any 
real  decisionmaking  process  with  the  statistical  data  locked  up  in  the 
IRS. 

INCOME  STATISTICS 

Last  year,  as  you  know,  my  staff  and  I  did  a  tax  study  on  the  100 
largest  U.S.  corporations.  This  shouldn't  be  done  by  a  congressional 
staff.  We  put  in  thousands  of  hours  of  work  developing  this  data  and 
it  is  something  that  the  IRS  should  have  done.  The  Internal  Revenue 
Service  should  be  constantly  doing  it.  Doing  it  and  redoing  it,  updat- 
ing it,  and  I  think  that  the  Internal  Revenue  Service  should  provide 
this  on  an  annual  basis.  I  hope  you  will  give  them  the  money  it  takes 
to  produce  statistics  of  income  as  they  gave  us  in  1966.  It  was  the  1966 
figures  that  are  used  by  the  Tariff  Commission,  that  are  used  through- 
out the  Government,  and  I  think  it  would  be  in  the  public  interest  to 
insist  on  an  adequate  funding  of  the  statistics  division  so  that  we  have 
recent  figures. 

PRIVATE  RULINGS 

There  is  one  final  point  relating  to  the  private  rulings  of  the  IRS. 
I  hope  if  it  is  money  that  keeps  IRS  from  making  these  rulings  public 
that  you  give  them  the  money  to  make  these  rulings  public.  Private 
rulings  fill  in  between  the  lines  of  statutory  law — at  present  the  process 
could  be  described  as  "let's  make  a  deal." 

This  is  law  that  should  apply  to  everybody  in  the  United  States 
and  what  you  have  in  the  secret  ruling  operation  is  a  body  of  impor- 
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tant  law  that  affects  everybody  in  tlie  country,  but  only  a  few  people 
are  allowed  to  know  about  it. 

Now,  if  the  law  is  good,  it  ought  to  meet  the  test  of  universality. 
There  should  be  no  special  ruling  out  of  IRS  to  special  people.  I  think 
if  your  committee  can  help  open  up  and  lift  the  cloud  of  protection 
off  these  secret  rulings,  it  would  prevent  the  IRS  from  making  a  lot 
of  special  deals. 

For  example,  in  1969  there  was  a  utility  company  that  received  a 
"Christmas  gift"  ruling  from  the  IRS  which  allowed  this  company  to 
retroactively  adopt  guideline  depreciation,  a  tax  election  which  it  had 
since  1962.  As  a  result  this  one  company  received  $48,500,000  in  re- 
funds plus  interest  from  the  Federal  Treasury,  of  $17,500,000.  So  it 
appears  that  this  $48.5  million  in  excess  tax  paid  and  later  refunded 
hasn't  passed  back  to  the  consumers — it  was  listed  in  the  corporate 
record  as  extraordinary  items. 

You  can  see  how  terrible  it  would  be  if  this  kind  of  privilege  could 
be  carried  out  through  the  whole  spectrum  and  extended  to  every  tax- 
payer. 

Now,  I  think  that  the  average  citizen  is  entitled  to  as  much  infor- 
mation as  the  affluent  citizen.  If  it  is  a  matter  of  appropriation,  I  think 
there  could  be  no  greater  public  service  tlian  for  this  subcommittee  to 
provide  them  money,  the  wherewithal,  to  make  these  tax  rulings 
public. 

SUMMARY 

Finally,  in  conclusion  I  just  hope  you  provide  the  extra  money  that 
is  needed  to  increase  the  audit  manpower  and  that  you  ask  that  the 
statistics  of  income  be  updated,  making  adequate  appropriations  for 
this  purpose,  so  Congress  can  have  adequate  data  on  which  we  can 
change  tax  laws.  I  also  hope  that  you  can  persuade  IRS  to  make  pub- 
lic the  special  rulings  which  special  groups  are  able  to  work  out  of  the 
IRS. 

The  more  universal  we  make  the  application  of  our  tax  laws,  the 
more  likely  you  are  to  develop  a  sense  of  real  justice  in  our  tax  system. 
I  say  we  are  ut  the  crossroads  right  at  this  point.  If  we  don't  tighten 
down  and  really  do  a  real  job  of  administering  these  tax  laws,  we  are 
going  to  be  in  the  same  plight  that  some  of  our  European  friends  are, 
in  which  the  tax  laws  are  flagrantly  disregarded  and  made  a  mockery. 

I  say,  gentlemen,  that  you  judge  the  quality  of  a  civilization  by  the 
equity  and  by  the  justice  of  its  tax  system,  ^"\^lere  these  systems  are 
good,  you  liave  highly  developed  countries,  and  where  they  are  poor 
and  weak  you  fall  into  a  backward  state  of  government. 

Thank  you  very  much. 

PERSONNEL  REQUIREMENTS 

Mr.  Steed.  You  made  a  very  fine  statement.  In  this  committee  we 
are  very  much  aware  of  the  manpower  situation  within  IRS.  Commis- 
sioner Walters  stayed  on  until  after  the  IRS  budget  presentation  be- 
cause he  had  the  most  knowledge  concerning  their  needs.  He  did  a  fine 
job  and  spelled  out  very  thoroughly  their  need  for  manpower,  and  I 
think  we  can  handle  that  situation. 

You  bring  up  another  matter  or  two,  though,  that  we  will  try  to 
get  information  and  answers  to.  If  their  policies  or  practices  are  lim- 
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ited  because  of  a  lack  of  manpower,  that  we  can  cope  with,  but  we  are 
limited  on  the  amount  of  legislation  we  can  insert  into  an  appropria- 
tions bill.  Therefore,  we  may  not  be  able  to  do  anything  about  some  of 
the  problems  you  mention. 

ADP  EQUIPMENT 

There  is  one  thing  you  say  that  surprises  me.  As  you  know,  we  have 
for  many  years  put  a  lot  of  money  into  automatic  data  processing  and 
other  automatic  equipment  for  the  Internal  Revenue  Service,  and  by 
and  large  they  have  done  a  remarkably  effective  job  in  using  it.  They 
have  led  us  to  believe  that  automatic  data  processing  equipment  has 
increased  their  ability  to  provide  all  types  of  useful  statistics,  and  that 
they  are  able  to  give  a  lot  more  information  than  they  were  able  to 
give  heretofore.  With  all  this,  we  believed  that,  for  instance,  your 
committee,  the  Committee  on  Ways  and  Means,  would  be  enriched  by 
this  capability,  the  benefits  of  the  capability  of  these  statistics. 

We  will  have  more  discussion  with  them  about  that. 

To  me,  one  of  the  great  dividends  that  automatic  data  processing 
gives  us  is,  not  only  a  wealth  of  figures,  but  the  speed  with  which  it 
can  be  obtained. 

Mr.  Vanik.  The  latest  data  we  have  are  1968  on  individuals  and 
1 969  was  the  last  comprehensive  data  on  corporations.  This  new  equip- 
m.ent  hasn't  produced  any  statistical  reward  that  is  noticeable  to  me 
as  a  member  of  the  Ways  and  Means  Committee. 

Mr.  Steed.  We  have  been  led  to  believe  it  does  have  that  capability. 
We  will  see  if  we  can't  find  out  why  it  isn't  producing  more  useful  data 
than  you  seem  to  have  been  able  to  get  your  hands  on. 

Mr.  Robison. 

Mr.  RoBisoN.  I  would  like  to  congratulate  our  distinguished  col- 
league on  his  statement.  He  and  I — and  I  think  most  of  the  members  of 
the  subcommittee — are  of  like  mind  on  most  of  the  things  he  has  said. 

Prfv^ate  Rulings 

Relative  to  the  question  of  the  IRS  secret  rules  and  regulations,  or 
the  special  procedures  that  IRS  has  that  have  not  been  made  public  in 
all  instances,  we  had  a  colloquy  with  Mr.  Walters  about  that  during 
our  hearings  several  weeks  ago.  It  is  my  understanding,  from  what  he 
said,  that  there  has  been  a  breakthrough  of  sorts,  here,  in  that  the  IRS 
has  within  itself  now  an  ongoing  study  of  the  overall  problem  and  I, 
for  one,  would  like  to  see  further  breakthroughs  in  clarification  of  it 
within  the  next  several  months. 

Mr.  Vanik.  I  would  like  to  see  summaries  printed  in  the  Federal 
Register. 

Mr.  Robison.  I  think  it  is  going  in  that  direction.  This  is  a  matter  of 
policy  rather  than  of  manpower  and  money.  We  can't  help  much, 
except  in  our  oversight  capacity,  and  we  will  do  that. 

Mr.  Vanik.  They  did  raise  some  question  of  money,  however,  in  our 
discussions.  There  was  a  question  of  money. 

Mr.  RoBisoN.  There  may  be  some  money  involved  on  the  side,  but  I 
think  it  is  really  a  matter  of  policy  more  than  an)i:hing  else.  IRS  has 
been  going  on  as  it  always  has,  and  it  is  a  traditional  sort  of  thing,  but 
T  think  we  can  see  a  breakthrough. 

Mr.  Steed.  Mr.  Bevill. 
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Mr.  Bevill.  I  agree  with  about  everything  you  have  stated  here.  I 
did  not  follow  the  reasons  given  for  not  giving  you  this  information.  I 
can't  understnd  why  they  would  withhold  that  information  from  you. 

Mr.  Vanik.  They  just  didn't  have  it. 

Mr.  Bevill.  The' latest  information  they  have  is  1969  ? 

Mr.  Vanik.  Yes.  So  we  have  no  way  of  measuring  the  1969  Keform 
Act,  other  than  by  just  getting  general  statements.  But  getting  down 
to  current  figures,  we  just  don't  have  them.  They  are  not  available. 
We  were  told  by  IRS  they  just  haven't  been  able  to  get  that  job  done. 

I  would  say  our  committee  dealing  with  tax  reform  or  tax  changes 
has  probablvless  substantial  information  than  any  other  committee  of 
the  Congress  in  the  vital  areas  of  tax  collection.  We  are  very,  very  in- 
adequately prepared  to  assume  our  responsibilities. 

Mr.  Bevill.  You  feel  this  committee  would  be  the  best  route  to  get 
that  accomplished  ?  •   i     i, 

Mr.  Vanik.  I  think  we  have  to  operate  in  two  ways.  I  thmk  that 
you  can  provide  resources  or  decide  priorities  with  an  appropriation. 
I  think  we  have  to  also  do  something  in  our  writing  of  the  law  so  that 
we  insure  the  distribution  of  information  at  stated  intervals.  We  should 
also  do  this  with  a  legislative  mandate. 

We  have  a  legislative  mission  where  we  are  lax,  but  you  have  the 
appropriation  decision  and  the  direction  of  appropriations  that  can 
really  help  produce  it.  I  think  no  other  information  we  could  get  would 
be  as  valuable,  as  a  prompt  reading  on  the  effect  of  tax  laws. 

Mr.  Be\^ll.  That  is  all. 

Mr.  Steed.  Mr.  Myers  ? 

LACK   or   RESOURCES 

Mr.  Myers.  Our  colleague  has  a  very  fine  statement.  It  is  most  en- 
lightening. You  have  brought  some  things  to  light  that  I  was  not 
aware  of. 

It  is  not  clear  in  my  mind,  through  data  processing,  whether  they 
have  the  capability  of  producing  this  information  or  that  they  just 
haven't  assembled  it.  Have  you  inquired  which  problem  it  really  is? 

Mr.  Vanik.  As  I  remember  the  responses  of  the  agency,  I  think 
the  response  of  the  agency  was  directed  to  both  the  lack  of  resources 
to  do  it  and  the  lack  of  manpower  to  do  it. 

Mr.  Myers.  I  understood  they  did  have  the  capacity.  Just  the  other 
day  we  did  receive  a  composite  and  I  am  sure  you  did  too,  of  the 
ainount  of  taxes  paid,  both  individual  and  corporate,  and  other.  It  is 
an  estimate  of  this  year  and  last  year.  I  think  if  you  have  that  it  would 
be  easy  to  break  the  rest  of  it  down. 

Mr.  Vanik.  That  is  a  case  in  point. 

As  the  Secretarv  of  the  Treasury  reported,  corporate  taxes  are  up 
and  we  have  $6  billion  in  receipts  we  didn't  anticipate.  That  informa- 
tion was  suddenly  presented.  Now,  we  should  have  had  some  projection 
on  that.  In  a  good  computing  system,  you  should  have  known  that  by 
April  17  or  May  1.  It  is  not  the  sort  of  thing  any  official  in  the 
Government  ought  to  be  able  to  just  suddenly  throw  at  you  m  the 
Congress  because  it  might  ser^-e  some  useful  purpose  in  connection 
with  legislation. 

In  the  orderlv  transmission  of  that  information,  we  could  have 
known  in  February  or  March  or  April  about  the  fact  that  they  might 
be  a  billion  dollars  more,  or  $2  billion  more,  but  here  the  system  sud- 
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denly  told  you  that  you  had  $6  billion  more  than  they  said  we  would 
have  in  January, 

Mr.  Myers.  The  capacity  apparently  is  there  if  they  will  program  it 
properly.  Wliat  little  I  know  about  electronic  programing,  computer 
programing,  there  aren't  too  many  limitations.  It  is  a  matter  of  put- 
ting the  right  program  into  the  equipment. 

I  wondered  whether  jonr  committee  has  inquired  where  the  defi- 
ciency is  at  this  point  ? 

Mr.  Vanik.  We  haven't  ^one  beyond  the  general  statement. 

I  would  suggest,  Mr.  Chairman,  that  maybe  it  is  time  for  us  here  in 
the  House  and  in  the  Senate  to  have  a  computer  readout  that  could 
tell  us  what  receipts  are  at  any  given  point,  and  what  expenditures 
are.  The  information  we  got  on  that  monthly  tabulation  on  the  status 
of  everything,  we  ought  to  have  something  that  would  tell  us  the 
debt,  the  input,  and  the  outgo,  and  have  it  for  our  daily  reading 
matter. 

Mr.  Myers.  We  get  that,  of  course.  There  is  about  a  1-week  delay. 
There  is  necessarily  a  few  days  delay  in  the  system.  Perhaps  the  in- 
formation isn't  accurately  fed  into  the  computer  on  a  daily  basis. 

I  think  there  is  some  indication  here,  but  what  you  are  bringing  to 
light  here  today  certainly  is  a  problem  and  I  think  it  could  be  easily 
solved. 

Mr.  Vanik.  I  believe  so,  and  I  think  your  committee  can  go  a  long 
way  toward  helping  achieve  a  solution. 

Mr.  Steed.  Mr.  Miller. 

Mr.  Miller.  I  am  glad  to  have  our  colleague  from  Ohio,  Mr.  Vanik, 
before  our  committee. 

This  is  good  information  that  you  have  offered.  I  can  see  the  oppor- 
tunity to  update.  I  like  the  idea  to  be  able  to  find  out  what  the  income 
is  and  what  the  outgo  would  be,  even  daily. 

I  can  see  the  possibility  that  it  would  help,  not  only  as  far  as  your 
tax  bill  is  concerned,  where  you  could  have  better  tax  reform,  but  also 
to  help  control  deficit  spending.  We  must  have  some  control  over 
spending  and  being  aware  of  what  the  income  would  be,  would  be  a 
guideline  for  us. 

importance  of  timely  information 

Mr.  Vanik.  Mr.  Chairman,  that  brings  us  to  a  very  important  point. 
You  know  you  have  the  Joint  Committee  on  Expenditure  Control  and 
Budget  Affairs.  Now,  it  seems  to  me  if  this  conmiittee  is  going  to  be 
effective,  it  has  to  have  some  pretty  good  information  because  one  of 
the  principles  of  that  committee's  recommendations  are,  the  Ullman 
committee,  is  that  the  Ways  and  Means  Committee  should  be  in- 
structed to  raise  taxes  to  me«t  a  deficiency. 

If  we  are  going  to  be  intelligently  able  to  come  up  with  an  instant 
recommendation  because  of  a  budgetary  problem,  we'd  better  have 
some  instant  information  that  can  summarize  the  whole  tax  picture, 
or  we  are  going  to  be  legislating  blindly.  We  could  be  legislating 
taxes  when  they  may  not  be  necessary  or  we  could  be  not  legislating 
taxes  when  they  are  necessary  all  because  of  a  deficiency  in  informa- 
tion. 

So,  if  there  is  going  to  be  an  effective  overall  budgetary  control  and 
a  limitation,  this  information  from  IRS  has  got  to  be  really  honed 
up  and  designed  in  a  way  that  it  is  going  to  be  useful  for  that  function, 
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not  only  to  the  Ways  and  Means  Committee,  but  also  to  the  Joint 
Committee  on  Expenditures  Control. 

Mr.  Steed.  Mr.  Vanik,  let  me  express  our  appreciation  to  you  for 
your  appearance.  I  think  the  best  way  to  tell  you  how  much  we  appre- 
ciate your  presentation  is  to  point  out  that  you  have  illustrated  some- 
thing that  plagues  the  House  of  Representatives.  That  is,  we  ought 
to  have  more  exchanges  of  information  and  ideas  between  the  legis- 
lative and  the  appropriations  committees.  You  are  bringing  up  a  point 
that  we  deal  with,  but  somewhat  in  the  dark.  You  have  approaches  to 
it  that  are  hew  and  broader  than  the  ones  we  are  able  to  get.  So  a 
dialog  between  us,  and  an  exchange  of  information  and  ideas  can 
only  serve  to  be  more  helpful  to  all  of  us. 

I  hope  we  will  be  back  in  touch  with  you  some  more  after  we  have 
gone  into  this  and  maybe  this  will  be  the  beginning  of  a  lot  more  things 
with  which  we  can  help  each  other. 

Mr.  Vanik.  Thank  you. 

Internal  Revenue  Service 

WITNESS 

GEORGE  ZAVADIL,  ATTORNEY,   BALTIMORE,  MD. 

Mr.  Steed.  The  committee  now  will  take  testimony  from  Mr.  George 
Zavadil,  public  accountant  and  attorney  from  Baltimore. 

general  statement 

Mr.  Zavadil.  My  name  is  George  Zavadil,  from  Baltimore,  Md. 

Mr.  Chairman,  may  I  thank  you  at  this  time  for  the  opportunity  to 
ap]>ear  here. 

Thank  you  very  much  for  giving  me  this  opportunity  to  present 
to  you  some  thoughts  on  the  request  of  the  Treasury  Department  for 
additional  IRS  agents.  I  hope  to  offer  something  constructive  as  well 
as  make  a  few  appropriate  criticisms  of  the  present  use  of  IRS  agents 
and  misuse  of  IRS  powers. 

Approximately  5  years  ago  we  in  the  tax  field,  and  particularly  that 
of  the  fringe  benefit  field  such  as  profitsharing  and  pension  plans, 
hailed  what  we  thought  was  a  great  breaktlirough  in  the  tedium  of 
presenting  to  IRS  plans  that  met  the  requirements  of  the  applicable 
law.  Unfortunately,  we  were  wrong ;  the  prototype  approach  wherein 
the  insurance  companies,  banks,  investment  bankers,  and  mutual  funds 
would  have  their  legal  staff  prepare  a  plan  under  the  a2:)plicable  tax 
law,  submit  it  for  approval  to  IRS,  amend  it  as  requested  and  then  offer 
it  to  their  clients  with  the  assurance  of  IRS  acceptance,  has  become 
a  hoax  and  a  fraud  on  you  lawmakers  as  well  as  your  harassed 
constituents. 

For  example :  The  letter  written  to  the  corporation  who  submitted 
a  prototype  for  approval  is  invariably  signed  by  "I.  Goodman,  Chief, 
Pension  Trust  Branch"  of  IRS,  Washington,  D.C.,  with  the  first  para- 
graph stating  that  the  plan  is  "acceptable"  under  the  appropriate  In- 
ternal Revenue  Code.  However,  in  the  second  paragraph  there  is  a 
disclaimer  stating  that  the  plan  must  be  submitted  to  the  local  IRS 
director  for  a  letter  of  determination.  In  other  words,  the  prototype  is 
now  subject  to  review  on  a  local  level  where  the  "pride  of  authorship" 
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seems  to  require  some  change,  thereby  destroying  its  effective  use  as  a 
prototype  for  the  next  client  and  thus  destroying  the  entire  intent  of 
everyone  except,  obviously,  the  IRS. 

Why  ?  How  ?  Only  the  autocrats  at  IRS  can  give  you  that  answer — 
they  have  never  given  it  to  me  in  any  way  that  makes  sense.  Have  you 
ever  heard  of  a  "nonruling"  ?  Well,  that  is  a  statement  to  which  you  can 
attach  no  value  in  the  event  you  make  a  decision  based  upon  it  and  are 
subsequently  audited  and  found  to  be  in  error.  This  is  but  one  of  a 
myriad  of  frustrations  put  in  use  by  the  experts  you  allow  to  interpret 
the  laws  you  pass. 

Now,  let's  get  down  to  the  specific  IRS  request  for  an  additional 
2,892  agents,  setting  aside  the  pap  offered  by  the  IRS  to  justify  this 
request.  IRS  claims  this  will  bring  in  an  additional  $2.8  billion  from 
audit  and  another  $700  million  from  "compliance  efforts."  This  is 
a  "reductio  ad  absurdum."  Why  not  give  them  28,920  agents  and,  not 
only  wipe  out  our  budget  deficit,  but  allow  for  some  additional  worth- 
while projects. 

I  submit  that  if  the  IRS  would  develop  its  own  prototype  along  the 
same  lines  of  the  thousands — and  I  mean  thousands — already  sub- 
mitted and  approved,  it  could  reduce  or  eliminate  entirely  the  work 
load  of  the  over  1,000  agents  now  tied  with  the  monotony  of  reviewing 
the  same  legal  verbiage  day  after  day. 

As  an  example  of  the  kingdom  building  within  the  IRS,  I  submit 
the  effect  of  but  one  "revenue  procedure,"  7642,  which  requires  that 
every  profit  sharing  and  pension  plan  submit  the  following  quantity 
of  paperwork  to  the  local  district  director  even  after  the  prototype  has 
been  approved  by  "I.  Goodman,  Chief,  Pension  Trust  Division" : 

Pages 

1-copy  of  profitsharing  pran,  approximately 25 

1-copy  pension  plan,  approximately 25 

2-trust  agreements,  approximately ^ 24 

1-bylaws,  approximately 15 

1-corporate  charter,  approximately 5 

1-employment  contract,   approximately 10 

1 — notice  to  employees 1 

Total  pages 105 

According  to  a  May  1, 1973,  report  by  Dun  &  Bradstreet,  there  are  an 
average  of  25,000  new  corporations  formed  every  month  or  300,000 
a  year.  If  only  one-third  or  100,000  of  these  adopt  a  profit-sharing 
and  pension  plan,  they  will  submit  to  IRS  more  than  10,500,000  pages 
to  be  carefully  read  each  year. 

If  the  IRS  request  for  the  additional  2,892  agents  is  granted,  this 
would  mean  that  each  of  these  new  agents  would  have  the  task  of 
reading  36,307  technical  pages  before  he  or  she  could  make  any  audit. 
Obviously,  this  is  a  terrible  waste  of  human  resources. 

In  the  more  than  20  years  I  have  worked  in  this  field,  I  have  met 
several  hundred  agents  and  with  few  exceptions  they  have  been  cour- 
teous, proficient  and  professional.  Most  of  the  arrogance  with  which 
we  must  deal  comes  from  their  superiors  upon  review.  It  has  been 
literally  a  take  it  or  leave  it  basis.  In  a  recent  case  a  member  of  the 
appellate  section  asked  a  working  mother  if  she  had  a  written  contract 
with  her  babysitter.  This  is  asinine  harassment  at  its  lowest  level  in 
high  places. 
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In  summary,  may  I  request  on  behalf  of  those  millions  of  taxpayers 
who  are  not  fortunate  enough  to  be  able  to  appear  before  you,  that  you 
insist  and  demand  that  those  of  the  IRS  in  this  one  field  be  required 
to  work  with  the  taxpayer  instead  of  against  him.  The  books  are  re- 
plete with  case  upon  case  where  for  some  idiosyncrasy  on  the  part  of 
the  IRS,  a  taxpayer  was  denied  a  legitimate  deduction  because  a  minor 
modification  was  not  made  within  the  grace  period.  If  this  type  of 
repression  and  harassment  continues,  if  you  lawmakers  who  repre- 
sent us  continue  to  allow  the  laws  to  be  interpreted  by  those  whose 
allegiance  to  the  profitmaking  motive  is  suspect  and  distorted,  then 
when  the  sheep  revolt  against  the  Judas  goats  and  trample  you  under, 
don't  cry  out  to  the  heavens  "Why?  ^^Hiy?" 

On  behalf  of  those  being  shorn  every  day  I  ask  you  to  require  the 
IRS  to  work  with  us  and  not  against  us  as  they  have  all  too  often  in  the 
past. 

Thank  you  for  listening  to  one  taxpayer  who  sincerely  believes  "my 
name  is  legion." 

Mr.  Steed.  You  have  used  some  astonishing  statistics,  and  make  a 
very  impressive  statement.  We  will  see  to  it  that  the  top  policymakers 
at  IRS  come  up  with  some  answers  to  the  statement  you  make. 

Mr.  Zavadil.  This  is  the  type  of  thing  companies  put  out  with  excel- 
lent staffs,  legal  staffs  [indicating].  We  have  inside  a  letter  signed  by 
Mr.  Goodman  of  wliich  I  spoke,  saying  that  the  plan  is  acceptable 
under  the  appropriate  section  of  the  code,  but  it  must  be  submitted 
to  the  local  district  director  of  IRS  for  determination ;  a  total  waste 
of  time. 

USE  OF  RESOURCES 

Mr.  Steed.  We  are  deeply  concerned,  of  course,  not  only  with  the 
amount  of  manpower  they  want  and  that  we  fund,  but  with  the  use 
they  make  of  it,  and  what  is  done,  whether  it  is  done  in  a  useful  way. 
Some  of  the  raatters  which  you  bring  up,  however,  are  beyond  our  ju- 
risdiction, so  we  will  make  available  to  the  Ways  and  Means  Committee 
some  of  your  comments  because  some  redress  that  would  be  called  for, 
assuming  all  your  statements  are  correct,  would  be  beyond  the  purview 
of  our  authority. 

PAPERWORK 

But  it  is  an  interesting  point  you  have  brought  up  and  it  is  in  line 
with  something  that  we  try  to  be  concerned  about  all  the  time,  and 
that  is  this  business  of  paperwork  that  seems  to  be  a  proliferation  of 
all  bureaucracy. 

I  was  reading  the  remarks  of  another  man  who  became  frustrated 
as  you  did  and  he  had,  not  only  gone  to  the  trouble  to  find  some  enor- 
mous statistics,  as  you  have,  but  he  countered  that  with  some  other 
information  that  I  found  very  interesting.  He  discovered  or  had 
counted  and  found  that  the  "Lord's  Prayer"  had  56  words  in  it,  that 
Lincoln's  "Gettysburg  Address"  had  266  words,  and  that  the  "Ten 
Commandments"  had  297  words,  and  that  the  "Declaration  of  Inde- 
jjendence"  had  300  words.  These  were  some  of  the  greatest  documents 
of  all  time  and  they  didn't  have  the  astronomical  figures  that  these 
regulations  you  have  been  looking  into  did. 
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Mr.  Zavadil.  Unfortunately,  Mr,  Chairman,  as  you  know,  we  have 
problems  we  face  every  day.  We  are  just  looking  for  some  way  out 
because  it  is  impossible  for  the  small  American  to  put  together  a  plan 
like  this  [indicating].  This  is  not  all  that  is  required  for  one  plan, 
for  one  man. 

That  is  all,  gentlemen.  I  appreciate  very  much  the  opportunity  to 
be  here. 

MODIFICATIONS    OF  PLANS 

Mr.  Myers.  How  frequently  does  the  local  office  require  more  infor- 
mation, or  reject  a  request  that  has  been  approved  by  IRS,  by  Mr. 
Goodman  ? 

Mr.  Zavadil.  I  have  never  had  a  plan  submitted  that  has  not  had 
some  correction  made.  Never.  I  don't  care  if  it  is  the  addition  of  one 
word,  or  the  addition  of  a  paragraph  or  something,  but  something 
has  changed  in  every  one  submitted.  I  can  take  a  typewriter,  a  copy 
of  a  plan  from  another  organizatioin,  word  for  word,  and  submit  it, 
and  it  will  be  changed. 

Mr.  Myers.  I  used  to  have  an  Adjutant  in  the  Army  just  the  same 
way. 

Mr.  Zavadil.  That  is  why  you  got  out,  but  I  am  still  in.  We  are 
locked  in  here.  Unfortunately,  we  can't  get  out. 

I  don't  want  to  go  ahead  and  be  detrimental.  I  have  found  a  great 
deal  of  courtesy  among  the  IRS  individuals,  but  someone  upstairs  is 
the  one  who  is  doing  this  to  us.  I  hope  we  can  find  out  who  it  is,  let 
them  present  the  plan  and  let  us  adopt  it.  It  would  be  a  tremendous 
worksaver  if  they  came  out  with  a  plan. 

Mr.  Steed.  It  is  not  beyond  solution.  I  have  known  of  another  sit- 
uation or  two  in  IRS  where  someone  would  proliferate  what  amounted 
to  "make  work"  for  a  period  of  time,  and  then  finally  the  powers  that 
be  became  aware  of  it  and  corrected  it. 

So  I  believe  that  all  these  steps  to  bring  about  more  efficiency  and 
less  paperwork  should  be  followed  up.  These  things  can  be  done,  in 
some  cases  are  done,  and  sometimes  we  meet  resistance,  but  it  is  the 
proper  direction. 

investigations  or  plans 

Mr.  Zavadil.  Is  your  committee  in  any  way  interested  in  what  can 
become  a  byproduct  of  IRS  requirements  in  a  plan  as  far  as  investi- 
gating is  concerned,  as  it  would  apply  to  the  Cost-of-Living  Council  ? 
I  can  give  you  just  one  interesting  little  thing  and  I  will  go. 

Let  me  say  this:  In  prior  years  it  was  the  typical  thing  that 
a  pension  or  profit-sharing  plan  could  keep  a  person  who  had 
not  qualified  by  being  an  eligible  employee  3  years  out  of  the  plan.  It 
was  to  favor  those  people  who  were  good  employees.  That  is  now 
subject  to  a  so-called  profile  where  they  study  the  employee,  or  em- 
ployer individually. 

Now,  as  a  result  of  that,  if  we  look  at  the  fact  that  they  are  reducing 
the  investigating  requirements  and  are  saying  that  "You  must  investi- 
gate in  1  year,"  and  we  have  to  put  in  some  cases  a  20-percent 
investigating  requirement,  I  submit  that  if  we  pay  a  secretary  $6,000 
a  year  and  investigate  her  at  the  end  of  1  year,  then  we  are  giving 
her  an  increase  that  she  couldn't  get  under  Cost-of-Living  Council 
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regulations  if  she  works  in  certain  industries.  She  might  as  well  quit, 
go  down  the  hall,  get  her  pay  raise,  take  her  pension  with  her,  and 
she  is  a  lot  better  off.  That  is  not  what  profit-sharing  and  pension 
plans  are  for.  It  is  being  perverted. 

VESTING 

Mr.  Myers.  Does  Maryland  have  a  statute  providing  for  vesting? 

Mr.  Zavadil.  They  set  it  up  themselves  and  they  are  the  lords  and 
masters. 

Mr.  Myers.  I  know  too  often  this  is  true,  but  we  have  bills  being 
introduced  now  about  vesting  rights  of  insurance  programs  and  so 
forth  and  the  program  requirements.  Some  States  do  have  such 
statutes. 

Mr.  Zavadil.  We  have  none  at  all. 

Mr.  Myers.  I  didn't  realize  the  Internal  Kevenue  Service  even  tried 
to  enter  into  vesting  rights. 

Mr.  Zavadil.  Absolutely. 

Mr.  Myers.  And  requires  vesting  ? 

Mr.  Zavadil.  Oh,  yes.  They  are  requiring  it.  We  used  to  be  able  to  put 
in  10  years  which  we  felt  was  a  fair  figure;  they  want  5  in  many 
instances.  If  they  give  you  7,  they  are  doing  you  a  tremendous  favor. 

Mr.  Steed.  Well,  sir,  it  has  been  very  interesting  and  informative. 
We  thank  you  very  much  for  your  appearance. 

Mr.  Zavadil.  Thank  you  very  much  for  your  time  again,  gentlemen. 
I  appreciate  it  very  much. 

Tuesday,  June  26,  1973. 
BUREAU  OF  CUSTOMS 

WITNESSES 

VERNON  D.  AGREE,   COMMISSIONER   OF   CUSTOMS 

GLENN  R.  DICKERSON,  ASSISTANT  COMMISSIONER,  OFFICE  OF 
OPERATIOJTS 

JOHN  A.  HURLEY,  ASSISTANT  COMMISSIONER,  OFFICE  OF  ADMIN- 
ISTRATION 

JOHN  0.  BROCKMAN,  ACTING  ASSISTANT  COMMISSIONER,  OFFICE 
OF  INVESTIGATIONS 

SAUL   SLOMIAK,   CHIEF   COUNSEL 

KENNETH  L.  WILSON,  DIRECTOR,  BUDGET  DIVISION,  OFFICE  OF 
ADMINISTRATION 

EDWARD  J.  WIDMAYER,  DIRECTOR,  OFFICE  OF  BUDGET  AND  FI- 
NANCE,  TREASURY   DEPARTMENT 

C.   WAYNE   HAMILTON,   CUSTOMS   BUDGET  ANALYST 

ROBERT  F.  GABER,  CHIEF,  PROGRAM  DEVELOPMENT  BRANCH, 
OFFICE  OF  INVESTIGATIONS 

Mr.  Steed.  The  committee  will  be  in  order. 

The  committee  is  in  session  today  for  the  further  consideration  of  the 
1974  budget  request  for  the  Bureau  of  Customs,  U.S.  Treasury  Depart- 
ment. 

The  original  hearings  on  the  original  budget  request  were  completed 
some  time  ago,  but  as  a  result  of  the  approved  Reorganization  Plan 
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No.  2,  there  will  be  an  impact  on  personnel,  equipment  and  other  prop- 
erty of  Customs, 

We  have  a  supplemental  budget  statement.  The  original  request 
showed  that  the  appropriation  for  fiscal  year  1973  was  $213,700,000, 
including  the  $2  million  in  the  pending  supplemental  to  be  derived  by 
transfer. 

The  original  budget  estimated  for  1974  was  $236,400,000.  The 
amended  budget  estimate  for  fiscal  year  1974  is  $222,200,000,  a  de- 
crease from  the  original  1974  estimate  of  $14,200,000,  leaving  an  in- 
crease in  the  new  revised  budget  request  over  the  1973  appropriation 
of  $8,500,000. 

Personnel  and  permanent  positions  for  fiscal  year  1973  were  12,373. 
The  original  estimate  for  fiscal  year  1974  was  for  13,289  personnel. 
The  amended  estimate  for  fiscal  1974  is  12,554,  a  decrease  from  the 
original  request  of  735  and  in  increase  from  1973  of  181. 

We  have  Commissioner  Acree  and  his  staff  here  this  morning.  Com- 
missioner, would  you  identify  your  associates  for  the  record,  and  then 
we  would  be  pleased  to  have  whatever  general  statement  you  would 
like  to  make  on  the  new  budget  situation. 

Mr.  Agree.  Thank  you,  Mr.  Chairman.  I  would  like  to  run  down  my 
list  of  associates.  Here  this  morning  are  Assistant  Commissioner  of 
Operations,  Glenn  Dickerson,  and  Chief  Counsel,  Saul  Slomiak,  who 
has  not  been  before  the  committee  previously.  We  will  submit  a  bio- 
graphical sketch  for  the  record. 

Also  here  today  are :  Assistant  Commission  of  Administration,  John 
Hurley ;  Mr.  Edward  Widmayer  from  the  Treasury  Department ;  Mr. 
Wayne  Hamilton  from  Customs  Budget  Office ;  our  Acting  Assistant 
Commissioner  of  Investigations,  John  Brockman.  Mr.  Brockman  is 
a  special  agent  in  charge  out  in  San  Francisco  but,  in  view  of  the 
retirement  of  Harold  Smith,  Mr.  Brockman  is  in  Washington  on 
detail.  He  has  not  been  before  the  committee.  I  will  submit  a  biographi- 
cal sketch  for  him. 

[The  information  follows :] 

Biographical  Sketch — Saul  Slomiak,  Chief  Counsel 

Mr.  Saul  Slomiak,  43,  was  appointed  Chief  Counsel  for  the  Bureau  of  Customs 
on  December  21,  1972. 

Mr.  Slomiak  joined  Customs  in  June  1957  as  an  attorney-adviser  in  the  OflBce 
of  the  Solicitor  for  the  Port  of  New  York  (now  the  Office  of  the  Regional  Coun- 
sel, region  II,  New  York).  He  joined  the  Office  of  the  Chief  Counsel  at  Bureau 
headquarters  in  November  1966,  was  named  Assistant  Chief  Counsel  (admin- 
istration and  enforcement)  in  January  1968,  and  was  appointed  Deputy  Chief 
Counsel  in  May  1972. 

In  1954,  Mr.  Slomiak  received  his  LL.  B  from  the  Columbia  University  School 
of  Law,  New  York  City.  He  received  his  BA  from  Hobart  College,  Geneva,  N.Y., 
in  1951,  majoring  in  economics  and  politics.  He  graduated  from  Lawrence  High 
School,  Lawrence,  N.Y.,  in  1947. 

Mr.  Slomiak  is  married  to  the  former  Annette  Singer.  They  have  two  children  : 
Mitchel  Jay,  14,  and  Karen  Beth,  12,  and  live  in  Rockville,  Md. 

Biographical  Sketch — Robejjt  F.  Gaber,  Chief,  Program  Development 
Branch,  Office  of  Investigations 

Senior  Special  Agent  Robert  F.  Gaber  has  served  as  Chief.  Program  Develop- 
ment Branch,  Office  of  Investigations  since  November  1972. 
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In  his  post,  Mr.  Gaber  is  concerned  with  fiscal  and  personnel  management.  His 
job  is  to  assure  that  resources  and  manpower  are  available  to  the  OflBce  of  In- 
vestigations, which  is  charged  with  detecting  and  preventing  the  smuggling  of 
narcotics  and  other  contraband,  and  frauds  on  the  revenue.  He  also  conducts 
periodic  inspections  of  field  offices  for  conformity  to  established  management  and 
investigative  procedures. 

Mr.  Gaber  joined  Customs  in  1955  and  has  served  as  a  special  agent  in  Detroit, 
Mich.,  and  Pembina,  N.  Dak.  He  was  special  agent  in  charge  at  Duluth,  Minn., 
from  1963  to  1970. 

During  World  War  II,  Mr.  Gaber  served  as  an  aviation  cadet  with  the  U.S. 
Army  Air  Force.  He  later  served  for  10  years  as  a  commissioned  oflBcer  with  the 
Wisconsin  National  Guard. 

A  native  of  Rhinelander,  Wis.,  Mr.  Gaber  is  a  former  police  oflScer  and  sheriff 
of  that  city.  He  is  a  former  director  of  the  Duluth  Lions'  Club,  Duluth,  Minn. 

Mr.  Gaber  is  married  to  the  former  Dolores  Bruso  of  Rhinelander,  and  resides 
at  14541  Lock  Drive,  Centreville,  Va.  They  have  eight  children. 

Biographical  Sketch — John  O.  Brockman,  Acting  Assistant  Commissioner 

(Investigations) 

On  June  1,  1973,  Mr.  Brockman  was  assigned  to  Bureau  headquarters  as  Act- 
ing Deputy  Assistant  Commissioner,  Office  of  Investigations ;  and  upon  the  re- 
tirement of  Assistant  Commissioner  Harold  F.  Smith,  the  Commissioner  of 
Customs  appointed  Mr.  Brockman  to  the  position  of  Acting  Assistant  Commis- 
sioner, Ofl^ce  of  Investigations. 

Mr.  Brockman,  52,  was  bom  in  San  Francisco,  Calif.,  and  graduated  from  high 
school  and  business  college  and  also  attended  Lincoln  University  of  Law  in  that 
city.  He  served  in  the  U.S.  Navy  in  World  War  II  and  the  Korean  Conflict  as  a 
chief  petty  officer. 

He  entered  the  Customs  Service  on  August  7,  1946,  in  San  Francisco  as  a 
warehouse  ofllcer  and  has  since  served  in  numerous  capacities,  including  the 
following :  patrol  officer  ;  supervisory  patrol  officer ;  inspector ;  si)ecial  agent ; 
special  agent  in  charge  at  San  Ysidro,  Calif. ;  deputy  special  agent  in  charge  at 
Los  Angeles ;  and  in  his  present  permanent  position  as  special  agent  in  charge 
at  San  Francisco. 

Mr.  Brockman  and  his  vdfe  reside  in  Danville,  Calif.  She  is  the  former  Anne 
Robson  Battley  of  Washington,  D.C. 

Mr.  Agree.  Finally,  there  is  Mr.  Robert  Gaber  of  the  Office  of  In- 
vestigations and  Mr.  Kenneth  Wilson,  our  Budget  Officer. 

REORGANIZATION   PLAN    NO.    2 

Mr.  Chairman,  as  you  indicated  at  the  outset,  we  were  before  your 
committee  to  present  the  Customs  budget  for  fiscal  year  1974.  1  be- 
lieve we  covered  the  details  quite  extensively.  As  you  indicated,  since 
that  time  Reorganization  Plan  No.  2  has  been  approved  by  the  Con- 
gress. The  reorganization  plan  consolidates  the  Federal  drug  law 
enforcement  activities  in  the  Justice  Department  and,  as  a  conse- 
quence, the  drug  investigation  responsibilities  currently  being  per- 
formed by  the  Bureau  of  Customs  will  transfer  as  a  fimction  to  the 
new  agency. 

In  the  process,  all  manpower  and  resources  that  have  been  identi- 
fied by  OMB  as  part  of  the  investigative  process  Ads-a-vis  narcotics 
will  be  transferred  as  a  result  of  the  OMB  determination  letter,  dated 
June  21,  1973,  Mr.  Chairman,  was  a  copy  sent  you  by  OMB? 

Mr,  Steed.  Wei  did  not  get  it,  but  we  would  like  to  have  it  for  the 
record. 

Mr.  Agree,  All  right,  sir.  I  would  be  pleased  to  provide  a  copy  for 
the  record. 
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[The  information  follows:] 


Detebminations  with  Respect  to  Certain  Matteks  Puesuant  to  Section  1, 
Reorganization  Plan  No.  2  of  1973 

Pursuant  to  section  8  of  Reorganization  Plan  No.  2  of  1973  and  effective  as  of 
July  1,  1973,  initial  determinations  are  made  as  follows : 

There  shall  be  transferred  from  the  Bureau  of  Customs,  Department  of  the 
Treasury,  to  the  Department  of  Justice,  the  personnel,  positions,  property,  and 
records  described  below,  which  were  used,  held,  or  available  in  connection  with 
functions  transferred  to  the  Attorney  General  by  that  plan  : 

A. — PE21SONNEL  AND   POSITIONS 

(1)  As  designated  by  the  Secretary  of  the  Treasury  and  the  Attorney  General, 
special  agents — 509  such  agents,  together  with  52  vacancies. 

(2)  As  designated  by  the  Secretary  of  the  Treasury  and  the  Attorney  General, 
Customs  patrol  oflScers — 27  such  officers  on  detail  to  the  Office  of  Drug  Abuse 
Law  Enforcement,  Department  of  Justice ;  and  12  such  officers  serving  as  boat 
handlers  in  connection  with  boats  as  designated  in  section  B(l)  of  this  order. 

(3)  As  designated  by  the  Secretary  of  the  Treasury  and  the  Attorney  General, 
administrative  support — 135  clerical  and  other  support  personnel  from  the  Office 
of  Investigations,  Bureau  of  Customs. 

(4)  The  Secretary  of  the  Treasury  and  the  Attorney  General  shall  jointly 
prepare  and  submit  to  the  Director  of  the  Office  of  Management  and  Budget 
within  30  days  a  schedule  listing  the  names,  titles,  grades,  and  salaries  of  per- 
sonnel to  be  transferred  together  with  such  information  with  respect  to  vacancies 
to  be  transferred. 

B . — PBOPEKTY 

(1)  Boats: 

1  Volvo,  stationed  at  Wilmington,  N.C. 
1  Uniflite,  stationed  at  Tampa,  Fla. 
1  Uniflite,  stationed  at  Miami,  Fla 
1  Uniflite,  stationed  at  New  Orleans,  La. 
1  Uniflite,  stationed  at  San  Diego,  Calif. 
1  Uniflite,  stationed  at  Los  Angeles,  Calif. 

(2)  Aircraft  (and  registration  numbers)  : 

Based  at  El  Paso,  Tex. :  Piper  Aztec  model  PA-23,  N  58904 ;  Cessna  305A 
(0-1)  Bird  Dog  (loan),  N  96230. 

Based  at  Laredo,  Tex.:  Bell  Helicopter  model  206A  (lease),  N  2910W; 
Cessna  305A  (0-1)  Bird  Dog  (loan),  N  4819R. 

Based  at  San  Antonio,  Tex. :  Cessna  Centurion  model  210,  N  8299M. 

Based  at  Brownsville,  Tex. :  Cessna  305A  (0-1)  Bird  Dog  (loan) ,  N  3518P ; 
Bell  Helicopter  model  206A  (lease) ,  N  7962 J. 

Based  at  Yuma,  Ariz. :  Cessna  305  (0-1)  Bird  Dog  (loan) ,  N  4278S. 

Based  at  Calexico,  Calif. :  Cessna  206  Sky  wagon,  N  2698X. 

Based  at  Los  Angeles:  Cessna  Sky  Knight  model  320,  N  3020Q ;  Cessna 
305A  (0-1)  Bird  Dog  (loan),  N  7262N ;  Hughes  Helicopter  model  500, 
N  9054F. 

(3)  Additional  property  and  equipment. — The  Secretary  of  the  Treasury  and 
the  Attorney  General  shall  jointly  prepare  and  submit  to  the  Director  of  OMB 
within  30  days,  a  description  of  the  following  items  of  property  and  equipment 
used  by  the  Bureau  of  Customs  in  connection  with  transferred  functions  as  agreed 
upon: 

Automobiles  ;  special  purpose  vehicles  ;  investigative  equipment ;  weapons, 
personal ;  weapons,  organizational ;  office  equipment ;  records  and  files ;  and 
real  property,  space. 

ITEMS  TRANSFERRED 

Mr,  Agree.  The  effect  of  this  reorganization  on  the  Bureau  of  Cus- 
toms will  be  the  loss  of  735  average  positions,  12  aircraft,  6  boats,  529 
passenger  and  special  purpose  motor  vehicles,  as  well  as  miscellaneous 
other  equipment,  property  and  records  that  go  with  the  positions 
transferred. 
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To  provide  for  the  positions  and  the  operational  costs  of  the  trans- 
ferred function  will  require  a  net  reduction  in  our  1974  appropriation 
request,  which  we  have  previously  submitted,  in  an  amount  of  $14,- 
200,000. 

The  positions  to  be  transferred  from  Customs  to  the  new  Drug  En- 
forcement Administraion  are  as  follows:  509  special  agents,  running 
from  grades  5  through  15 ;  12  boat  handlers;  23  Customs  patrol  officers 
who  had  been  on  detail  to  the  Office  of  Drug  Abuse  Law  Enforcement, 
DALE ;  104  clerical  personnel ;  55  funded  vacancies ;  and  32  unfunded 
vacancies,  for  a  grand  total  of  735  positions. 

Mr.  Steed.  Do  you  have  to  transfer  the  money  to  pay  for  the  sal- 
aries of  these  people  when  you  transfer  the  people  ? 

Mr.  Agree.  The  appropriation  will  be  reduced  here,  Mr.  Chairman. 

Mr.  Steed.  There  will  be  no  actual  transfer  of  funds,  just  of  per- 
sonnel ? 

Mr.  Agree.  Justice  will  go  before  their  committee  then. 

Mr.  Steed.  At  the  beginning  I  want  to  clear  one  thing  up  in  con- 
nection with  the  figiires  we  have  here,  which  I  assume  are  the  very 
latest  and  most  accurate  that  you  can  come  up  with. 

Mr.  Agree.  They  are  based  on  the  0MB  determination  order,  Mr. 
Chairman. 

federal  expenditures  in  war  on  narcotics 

Mr.  Steed.  In  March,  Dr.  Jaffe  of  the  Special  Action  Office  for  Drug 
Abuse  Prevention  issued  a  report  in  which  all  the  departments — 
Justice,  Treasury,  and  the  others  involved — are  supposed  to  have  par- 
ticipated. I  have  a  copy  of  that  report  on  my  desk.  In  the  back  of  that 
report  are  certain  charts,  including  a  pie  chart.  The  pie  chart  shows 
that  the  Nixon  budget,  so-called,  for  the  upcoming  fiscal  year  has  re- 
quested $784.7  million,  Government-wide  for  the  war  on  narcotics 
and  illicit  drugs.  It  said  that  $256.9  million  would  be  used  for  drug 
traffic  prevention,  $274  million  for  treatment,  $100.4  for  research, 
$108.7  million  for  grants  to  States  and  local  governments,  and  $44.7 
million  for  education  and  training,  making  the  total  of  $784.7  million. 
This  same  chart  points  out  that  out  of  the  $256.9  million  for  drug 
traffic  prevention,  the  Bureau  of  Customs  in  1973  spent  $54.3  million 
and  had  estimated  $66.2  million  for  its  narcotics  drug  work  in  fiscal 
year  1974.  Of  course,  it  doesn't  say  where  these  figures  came  from,  but 
this  is  an  official  Government  document  and  these  figures  are  con- 
tained therein. 

It  has  been  my  understanding  that  it  is  very  difficult  for  Customs, 
because  of  the  variety  of  functions  you  have  to  carry  out,  all  simultane- 
ously, to  actually  identify  precisely  how  much  of  your  resources 
actually  do  go  into  your  work  against  narcotics  per  se.  The  drug  aspect 
is  in  many  ways  part  of  your  regular  and  ongoing  responsibilities. 
"V^Tiat  is  your  reaction  to  this,  now  that  you  have  just  had  to  go  through 
this  exercise  ? 

Mr.  Agree.  I  do  not  know  the  source  of  the  figures  that  appeared  in 
the  report  that  you  speak  of.  Maybe  Mr.  Hurley  has  some  further 
details. 

Mr.  Hukley.  Mr.  Chairman,  with  regard  to  certain  figures  you  cited, 
they  initially  appeared  in  the  0MB  special  analyses  of  the  1974 
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President's  budget.  That  particular  analysis  was  entitled  "Federal  Pro- 
grams For  the  Control  of  Drug  Abuse."  The  total  that  you  referred  to, 
the  $66.2  million  for  1974,  included  the  total  drug  law  enforcement  ob- 
ligations of  the  Bureau  of  Customs,  not  only  for  the  function  which  is 
being  transferred  to  the  new  DEA,  but  also  for  the  entire  sweep  of 
inspectional  type  activities  and  operational  interdiction  activities  at 
the  ports  of  entry  and  along  the  borders  and  frontiers. 

If  I  may  get  directly  to  your  point,  sir,  with  regard  to  the  funds 
that  had  been  identified  by  the  Commissioner,  the  great  bulk  of  the 
$14  million-plus  that  we  are  addressing  this  morning  in  fact  directly 
related  to  those  people  who  will  become  part  of  the  new  DEA.  0MB 
has  seen  fit  not  to  transfer  to  DEA  a  number  of  drug-related  pro- 
grams which  functions  will  remain  the  responsibility  of  the  Customs 
Service. 

We  feel  that  the  number  that  we  are  putting  before  you  this  morn- 
ing, which  as  the  Commissioner  indicated  follows  the  0MB  determina- 
tion order,  is  heavily  people-related  with  direct  regard  to  those  people 
going.  Therefore  we  feel  it  is  consistent  with  the  numbers  that  you 
cited  earlier,  sir. 

CUSTOMS   REMAINS   IN    NARCOTIC   INTERDICTION   PICTURE 

Mr.  Agree.  To  continue  on  Mr.  Hurley's  point,  Mr.  Chairman,  al- 
though the  responsibility  for  the  followup  investigations  of  drugs  is 
transferred  to  the  Depakment  of  Justice,  Customs  still  remains  very 
squarely  and  firmly  in  the  narcotics  interdiction  picture.  We  will  still 
continue  to  have  the  responsibility  for  detecting  all  smuggling  over  the 
borders  of  the  United  States,  land  and  sea,  through  the  ports  of  entry 
of  all  contraband,  including  narcotics. 

With  the  realization  on  the  part  of  0MB  that  we  are  still  going  to 
be  in  the  narcotics  interdiction  business,  as  Mr.  Hurley  has  pointed  out, 
the  amount  of  funds  have  been  identified  to  go,  are  based  on  the  num- 
ber of  agent  personnel  who  make  investigations  rather  than  actual 
seizures  of  narcotics,  if  that  provides  any  clarity. 

BASIS  OF   PERSONNEL  TRANSFERS   TO   DEA 

Mr.  Steed.  How  are  you  going  to  decide  which  agents  are  trans- 
ferred and  which  are  not  ?  Is  this  by  virtue  of  what  they  are  actually 
doing  now? 

Mr.  Agree.  We  took  a  run,  based  on  the  workload  that  each  individ- 
ual agent  had  been  performing  in  terms  of  the  cases  in  inventory  that 
he  has  had  for  the  period  of  the  last  year  and  a  half.  That  was  so  far 
as  up  through  grade  12's  were  concerned.  We  are  losing  175  grade  12's, 
130  grade  ll's,  80  grade  9's,  and  99  grade  7's.  Those  were  special  agents 
of  Customs  whose  caseload  assignments  had  more  than  63  percent 
narcotics  cases.  Along  with  them  will  go  supervisory  personnel  in 
grades  13, 14,  and  15,  whose  personnel  supervised  involved  agents  with 
that  kind  of  workload  assignment.  It  comes  out  74  grade  13's,  22  grade 
14's,  and  6  grade  15's. 

Mr.  RoBisoN.  The  statement  from  0MB  that  has  been  handed  us  this 
morning  states,  "No  technical  staff  members  are  to  be  transferred,  as 
the  functions  they  support  are  being  retained  by  Customs.  First, 
"TECS,"  what  does  that  stand  for? 
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Mr.  Agree.  Treasury  Enforcement  Communications  Systems.  This 
is  our  computerized  data  base  lookout  system,  Mr.  Robison. 

Mr.  EoBisoN.  Then  the  other  items,  "Sector  communications  sys- 
tems, air  interdiction  program,  and  sector  intelligence  units."  "\Yhat 
you  are  saying,  in  summary,  is  that  the  special  agents  are  going,  but 
none  of  the  technical  staff  members  that  would  support  these  partic- 
ular functions  for  which  Customs  will  still  have  a  drug-related 
responsibility  and  authority  ? 

Mr.  Agree.  This  is  correct,  sir. 

Mr.  RoBisoN.  Thank  you. 

Mr.  Steed.  Have  you  gotten  down  to  the  point  of  knowing  the 
names  of  individuals  who  are  going  to  be  transferred  ? 

Mr.  Agree.  Yes,  si  r :  we  have.  We  have  identified  individuals. 

Mr.  Steed,  Have  those  individuals  been  notified  ? 

Mr.  Agree.  Yes,  sir.  The  personnel  have  all  been  alerted  to  the  fact 
that  as  of  July  1  they  will  be  working  for  the  Department  of  Justice 
rather  than  the  Department  of  the  Treasury. 

Mr.  Steed.  They  literally  physically  are  transferred?  They  leave 
your  premises  and  go  to  the  other  agency,  do  they  ? 

Mr.  Agree.  This  is  what  is  envisioned  in  the  plan,  Mr.  Chairman. 
However,  those  details  in  that  finite  sense  have  not  yet  been  worked 
out  by  the  Justice  Department. 

Mr.  RoBisoN.  That  other  agency  doesn't  have  facilities  yet,  does  it. 
in  which  to  locate  these  people  ? 

Mr.  Agree.  I  think  this  is  a  fact ;  yes.  They  are  attempting  to  sup- 
ply facilities  and  the  like  to  acconmiodate  the  people  who  are  trans- 
ferred. 

Mr.  RoBisoN.  Some  of  the  people  who  will  actually  be  transferred 
as  of  July  1  might  be  continuing  to  occupy  Customs  space  for  the 
time  being  ? 

Mr.  Agree.  I  would  have  to  feel  this  to  be  the  case,  right,  sir.  We 
can't  put  them  out  in  the  street. 

REACTION   OF  INDIVIDUALS   TRANSFERRED 

Mr.  Steed.  Are  you  in  a  position  to  tell  us  what  the  reaction  of 
these  individuals  has  been  ? 

Mr.  Agree.  Mr.  Chairman,  obviously  it's  a  mixed  reaction.  There 
are  some  of  the  younger  agent  personnel  who  are  heavily  motivated  in 
terms  of  narcotics  enforcement  and  they  see  an  opportunity  to  work 
in  the  drug  area,  hoping  perhaps  that  they  can  get  promotions  there 
more  swiftly  than  perhaps  they  could  with  Customs  and  for  w'hatever 
motivation  a  given  individual  may  have. 

On  the  other  hand,  I  can  tell  you  too  that  there  are  a  substantial 
number  of  our  people  who  have  indicated,  both  directly  and  indirectly, 
to  me  in  terms  of  letters,  petitions,  telephone  calls  and  the  like,  that 
they  do  not  desire  to  go  to  the  new  agency,  saying  that  they  came 
aboard  as  a  Treasury  agent,  a  Customs  agent  specifically,  with  an 
understanding  that  they  had  a  full  range  of  Customs  investigative 
responsibilities,  detection,  fraud,  cargo  security,  pilferage,  the  whole 
perspective  of  the  30-plus  categories  of  investigations,  including  nar- 
cotics, that  our  agent  personnel  have  been  assigned  to  make.  They  feel 
that  they  do  not  want  to  identify  solely  and  exclusively  in  the  spe- 
cialized area  of  narcotics. 
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In  response  to  your  question,  sir,  there  has  been  a  mixed  reaction 
from  our  personnel. 

TREASURY    LEGAL    AUTHORITIES    FOR    FUNCTIONS    PERFORMED 

Mr.  Steed.  In  addition  to  the  people  and  to  the  property  that  is 
being  transferred,  what  about  authority  ?  We  know  that  when  they 
were  part  of  the  Treasury  you  had  a  working  arrangement  with  the 
U.S.  Coast  Guard  and  also  with  the  Immigration  and  Naturalization 
Service  where  you  were  performing  work  closely  related  or  in  the 
same  sector.  We  also  know  that  Customs  has  always  had  some  legal 
authorities  in  its  operations  that  are  not  normally  given  in  other 
Government  agencies.  I  am  thinking  now  of  your  right  to  search  and 
seize  without  a  warrant  at  the  borders. 

Are  any  of  these  legal  authorities  of  the  Customs  Service  being 
transferred  with  these  people  ? 

Mr.  Agree.  Mr.  Chairman,  you  are  correct  in  your  premise  that 
Customs  does  have  a  peculiar  statutory  authority  that  does  permit 
search,  seizure  and  arrest,  based  on  the  border  search  authority  that 
was  given  Customs  many  years  ago. 

This  border  search  authority  we  attempt  to  contain  to  assure  against 
abuse.  We  attempt  to  assure  that  our  personnel  exercise  it  in  the 
most  judicious  fashion  possible.  Indeed,  since  I  have  been  aboard,  we 
have  completely  restructured  the  circulars  and  procedures  under  which 
our  personnel  operate.  This  grew  out  of  the  hearings  held  by  this 
committee  and  chaired  by  Mr.  Roybal,  which  did  point  up  a  need  to 
tighten  up. 

Specifically  to  your  question,  the  Coast  Guard  did  have,  and  does 
still  have,  by  statute,  the  Customs  officer  statutory  authority  which 
they  may  exercise  in  terms  of  patrolling  our  Nation's  sea  boarders. 

We  have  over  the  years  designated  certain  personnel  of  the  Im- 
migration and  Naturalization  Service  who  are  working  side  by  side 
with  Customs  officers  doing  a  Customs  job.  This  was  necessary  in  view 
of  the  fact  that  we  did  have  limited  personnel.  INS  was  on  sight  at 
the  borders,  at  the  ports  of  entry. 

Mr.  Bevill.  Who  is  INS  ? 

SEARCH    AUTHORITY   REQUESTED  BY   DEA 

Mr.  AcREE.  Immigration  and  Naturalization  Service,  the  immigrant 
inspectors.  That  authority  was  conferred  on  some  of  their  personnel, 
not  all.  To  the  end  that  they  were  vested  with  this  authority,  they 
were  trained  in  customs  search  practices,  in  search  procedures  and  the 
like. 

It  is  a  fact  that  within  the  last  several  days  I  have  received  a  request 
from  the  acting  head  of  the  new  drug  agency,  asking  that  all  of  the 
agents  of  the  Drug  Enforcement  Agency  be  given  the  Customs  border 
search  authorities.  This  matter  has  not  yet  been  agreed  upon.  Indeed, 
I  replied  in  a  letter  that  I  believe  that  the  matter  of  vesting  this  kind 
of  authority  on  agent  personnel  of  the  new  drug  agency  constituted  a 
policv  and  legal  matter  of  such  magnitude  that  I  would  have  to  enjoin 
the  Treasury  Department  in  arriving  at  whatever  position  we  came 
to. 
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Mr.  Steed.  It  has  always  been  my  understanding  that,  yes,  you  had 
such  authority,  but  you  were  under  the  fairly  strict  surveillance  and 
jurisdiction  of  the  Secretary  of  the  Treasury  and  his  administrative 
staff,  so  that  Customs  couldn't  use  this  authority  arbitrarily.  Further, 
in  the  delegation  of  some  of  this  authority  to  Coast  Guard  and  INS, 
it  was  always  in  a  situation  where  there  was  a  close  relationship  to 
what  the  Customs  Service  itself  was  doing.  It  was  in  a  sense  an  exten- 
sion of  the  work  that  Customs  had  to  perform  under  its  own  mandates. 

Mr.  Agree.  This  is  correct,  sir. 

Mr.  Steed.  That  would  not  necessarily  be  the  situation  here  where 
a  blanket  extension  of  this  authority  to  an  entire  agency  in  another 
department  of  Government  is  being  requested,  would  it  ? 

Mr.  Agree.  No,  sir.  Those  controls  the  Secretary  of  Treasury  and  the 
Commissioner  of  Customs  impose  on  those  personnel  vested  with  this 
kind  of  authority  would  obviously  not  then  be  under  the  administra- 
tive review  or  administrative  control  of  the  Secretary  of  the  Treasury. 

Mr.  Steed.  As  I  understand  the  law,  the  Secretary  of  the  Treasury 
is  the  only  member  of  the  Government  of  Cabinet  rank  who  has  that 
review  authority  under  the  act  establishing  your  special  border  au- 
thorities. The  Attorney  General  doesn't  have  it,  does  he  ? 

Mr.  Agree.  Mr.  Chairman,  I  frankly  don't  know  the  legal  tech- 
nicalities of  the  statute  that  you  and  I  are  speaking  to.  It  is  under 
current  legal  research  and,  hopefully  within  the  next  few  days,  we 
will  have  a  legal  position  that  the  Secretary  of  the  Treasury  can  re- 
view and  discuss  with  the  Attorney  General  in  light  of  the  requests 
being  made  on  us  now  by  the  Justice  Department  in  t«rms  of  vesting 
the  agents  of  the  new  drug  agency  with  this  statutory  authority. 

Mr.  Steed.  Of  course,  as  you  know,  Conunissioner,  I  was  very  bit- 
terly opposed  to  Reorganization  Plan  No.  2.  I  still  think  it's  a  mistake. 
I  think  that  the  passage  of  time  is  going  to  prove  I  was  right. 

justification  of  statutory  authorities 

It  seems  to  me  that  this  is  a  very  awkward  way  to  put  into  force  a 
government  program  of  the  magnitude  of  the  war  on  narcotics. 

For  instance,  in  this  matter  of  equipment,  the  normal  way  for  an 
agency  to  get  equipment  is  to  come  to  Congress  and  justify  it  in  terms 
of  its  own  mission,  its  own  needs,  not  to  go  raiding  somebody  else, 
which  seems  to  be  the  case  in  this  situation.  In  addition,  the  authorities 
that  an  agency  has  to  carry  on  its  mission  it  usually  gets  directly  by 
making  its  own  case  to  the  Congress,  which  is  not  being  done  here. 

In  other  words,  if  they  need  this  type  of  authority,  why  shouldn't 
they  come  through  regular  channels  and  present  their  case  to  the  Con- 
gress, and  have  it  reviewed  by  the  Judiciary  Committee,  where  the 
expertise  concerning  this  type  of  legal  problem  is  available,  and  not  to 
do  it  by  some  backdoor  method  or  subterfuge,  as  seems  to  be  involved 
here? 

I  will  certainly,  as  far  as  I  am  concerned,  back  you  to  the  hilt  in 
resisting  this  sort  of  thing.  If  they  need  such  authority,  there  is  a  way 
for  them  to  get  it.  I  am  just  not  sure  they  need  it,  because  they  don't 
have  the  kind  of  job  to  perform  that  Customs  does.  The  people  who  are 
involved  in  your  operation  need  this  power  because  of  the  situation  at 
our  borders  and  points  of  entry  into  the  country. 


Mr.  Agree.  That  is  correct,  sir. 

Mr.  Steed.  If  people  change  their  minds  and  don't  cross  the  border, 
they  withdraw  from  your  jurisdiction.  That  situation  would  not 
necessarily  be  involved  in  the  work  of  this  other  agency  in  another 
department. 

CONTROLLING   NARCOTICS   PROBLEM 

The  thing  worries  me.  I  don't  yield  to  anybody  in  being  interested  in 
controlling  the  narcotics  problem.  I  certainly  tMnk  you  would  have 
difficulty  finding  anybody  in  the  Government  who  has  been  involved  in 
fighting  it  longer  than  I  have.  I  think  that  the  cost  of  the  additional 
resources  being  pumped  into  the  war  on  narcotics  that  has  flowed  from 
this  committee  is  pretty  good  evidence  of  the  fact  that  we  have  been 
aware  of  this  problem,  and  were  willing  to  do  everything  possible  to 
cope  with  it. 

Mr.  Agree.  I  might  say  on  behalf  of  myself  and  my  associates,  Mr. 
Chairman,  that  indeed  we  are  most  appreciative  of  the  efforts  of  this 
committee  in  providing  the  kinds  of  resources  in  terms  of  aircraft, 
boats,  dogs,  agent  personnel  and  the  like  over  the  last  several  years  in 
equipping  Customs  to  carry  out  the  job  of  interdicting  narcotics  at  the 
borders  of  our  country.  We  would  not  have  been  able  to  have  compiled 
the  kind  of  record  that  we  could  point  to,  and  still  point  to,  with  great 
pride  without  the  resources  that  this  committee  has  provided.  I  cer- 
tainly support  and  subscribe  to  your  observations,  sir. 

Mr.  Steed.  I  want  to  join  you  in  complimentary  words  by  saying  I 
feel  we  certainly  have  gotten  our  money's  worth  out  of  Customs.  I 
think  you  have  delivered  the  goods  for  us.  We  feel  that  is  confidence 
that  was  not  misplaced.  I  am  only  complaining  because  I  think  the  re- 
organization is  a  crippling  of  the  ability  of  Customs  to  continue  to 
get  the  results  that  we  want  for  our  country. 

manpower  for  customs  workload 

But  we  are  past  that  point.  With  respect  to  this  manpower  matter, 
if  you  are  transferring  only  those  people  involved  in  drug  matters  and 
the  transfer  is  in  effect,  relieving  you  of  that  workload,  that  still 
doesn't  have  anything  to  do  with  the  reason  that  we  have  U.S.  Cus- 
toms? 

Mr.  Agree.  Not  at  all,  sir. 

Mr.  Steed.  The  number  of  travelers  crossing  the  border,  the  num- 
ber of  vehicles  crossing  the  border,  the  importations  of  goods,  all  this 
is  proliferating.  What  is  your  manpower  situation  going  to  be  if  this 
matter  now  before  us  is  approved  as  presented  ? 

Mr.  Agree.  Mr.  Chairman,  that  goes  back  to  the  hearing  we  had  with 
reference  to  our  initial  request,  where  we  set  out  our  manpower  needs 
in  terms  of  inspection  of  personnel  in  all  the  various  categories  of  re- 
sponsibilities that  they  have  and  in  terms  of  the  total  workload  that 
continues  to  escalate.  As  you  point  out,  this  will  obviously  have  some 
effect  on  us — I  think  it's  inescapable — that  the  total  number  of  man- 
years  that  we  have  requested  in  our  budget  will  continue  to  represent 
a  need  on  our  part. 
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PRECLEARANCE  NEEDS 


Mr.  Steed.  You  know  of  this  committee's  interest  in  preclearance  and 
the  places  where  we  have  preclearance  points  ? 

Mr.  Agree.  Yes,  I  do. 

Mr.  Steed.  And  you  know  of  the  manpower  requirements  that  con- 
tinued preclearance  would  involve.  If  this  budget  before  us  now  is  ap- 
proved in  this  form,  will  you  have  the  manpower  to  cope  with  that  on- 
going problem  of  preclearance  ? 

Mr.  Agree.  No,  sir,  we  will  not.  The  additional  manpower  that  will 
be  needed  to  staff  the  continued  preclearance  operation  was  not  in- 
cluded in  our  budget  request. 

Mr.  Steed.  Could  you  give  me  the  dollars  and  the  numbers  that 
would  be  needed,  assuming  that  it's  all  approved  and  you  have  to  meet 
the  total  demand  that  we  have  talked  about  ? 

Mr.  Agree.  We  would  need  to  know,  Mr.  Chairman,  the  base.  Obvi- 
ously, if  we  were  to  continue  in  Bermuda,  I  think  the  net  figure  is  22. 
Going  into  Nassau,  Bob,  do  you  have  any  figure  off  the  top  of  your 
hat? 

Mr.  DiCKERSON.  I  don't  have  the  figure  right  now. 

Mr.  Agree.  Tliose  are  figures,  Mr.  Chairman,  that  we  will  have  to 
supply  for  the  record. 

Mr.  Steed.  We  really  want  to  know  at  least  in  round  numbers  what 
you  need  to  have  available. 

Mr.  Agree.  Yes,  sir.  Of  course,  going  to  Canada,  we  will  need  to  be  a 
little  further  down  the  road  to  know  just  exactly  Avhat  is  going  to 
happen  in  terms  of  numbers  of  locations  within  the  Dominion  of 
Canada  where  preclearance  operations  will  be  maintained. 

We  understand,  based  on  an  informal  report  from  our  State  De- 
partment representative  negotiating  with  the  Canadian  authorities 
that  initially,  apparently,  they  are  asking  for  preclearance  operations 
at  more  sites  than  we  have  presently  for  preclearance  operations. 

Mr.  Steed.  Does  this  lend  itself  to  a  maximum-minimum  sort  of  an 
approach  ? 

Mr.  Agree.  I  should  think  so,  once  we  knew,  sir,  in  a  fairly  accurate 
way,  in  how  many  cities  in  Canada  preclearance  operations  would 
take  place. 

Mr.  Steed.  This  is  a  sort  of  "iffy"  sort  of  thing.  Give  us  the  metes 
and  bounds  of  what  we  may  be  dealing  with  here.  I  think  that  would 
be  helpful.  I  want  to  make  sure  that  this  doesn't  impose  an  addi- 
tional burden  on  you  to  the  point  that  we  can't  identify  for  you  suffi- 
cient additional  resources  to  meet  this  problem  in  the  event  that  it 
becomes  necessary. 

Mr.  Agree.  Yes,  sir. 

Mr.  RoBisoN.  I  take  it.  Commissioner,  that  you  can  give  us  figures 
within  the  minimum-maximum  range,  as  the  chairman  said,  for  Ber- 
muda and  Nassau,  to  expedite  the  solution  of  the  preclearance  per- 
sonnel problems  there.  But  when  it  comes  to  Canada,  that  might  take 
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you  some  time  to  do  until  the  other  issues  are  resolved  there.  Is  that 
about  right  ? 

Mr.  Agree.  As  to  the  number  of  cities  where  preclearance  operations 
are  going  to  be  maintained. 

Mr.  EoBisoN.  How  about  numbers  of  personnel  at  the  places  where 
you  have  had  preclearance  in  the  past  ? 

Mr.  Agree.  We  can  give  you  a  minimum  figure  there,  certainly, 
Mr.  Robison. 

Mr.  Robison.  Before  we  mark  up  this  bill,  then,  we  can  have  that 
information  for  Bermuda,  Nassau,  and  Canada  as  it  was. 

Mr.  Agree.  Right,  sir, 

[The  information  follows :] 

MINIMUM  INCREASED  REQUIREMENTS  OF  PRECLEARANCE   OPERATIONS,   EXISTING   PRECLEARANCE  STATIONS 


Increased 
personnel 


Increased 
cost 


Nassau 

Bermuda... 
Toronto  I.. 
Montreal.. 
Winnipeg.. 
Vancouver. 


57 

$1,098,000 

48 

922,  000 

32 

660,  000 

25 

511,000 

n 

224,  000 

12 

245,  000 

Total 

185 

3, 660, 000 

PROPOSED  ADDITIONAL  PRECLEARANCE  STATIONS 

Personnel 

Cost 

Toronto  II... 

Ottawa 

Halifax 

Calgary 

Total. 


69 


$668,  000 
315,  000 
195,  000 
170,  000 


1,348,000 


BORDER   OPERATIONS 

Mr.  Steed.  Do  you  visualize  any  new  kinds  of  problems  arising 
at  the  border  as  a  result  of  this  Reorganization  Plan  No.  2  and  this 
transfer  of  personnel?  What  kind  of  a  situation  could  develop  that 
would  leave  you  in  a  crippled  posture  because  of  the  loss  of  these 
resources  ? 

Mr.  Agree.  Nothing  that  I  can  envision  off  the  top  of  my  head,  sir. 
I  have  a  task  force  study  group  operatinar  now  in  an  effort  to  identify 
the  areas  of  contact  that  our  personnel  will  obviously  continue  to  have 
with  agents  of  the  new  drug  administration  so  that  we  can  get  down 
at  an  early  date  to  some  operational  agreements  as  to  how  we  will  op- 
erate with  them.  In  terms  of  personnel,  I  cannot  envision  any  problem, 
sir. 

CONFIDENTIAL   FUNDS 

Mr.  Steed.  You  have  always  had  a  fund  that  you  could  use  for  con- 
fidential purposes.  I  don't  know  what  you  call  it.  You  do  have  tipsters 
and  there  are  times  when  you  need  some  facility  of  this  sort.  Since 
several  of  the  Treasury  bureaus  have  had  this  need,  this  committee's 
plan  this  year  is  to  lump  it  all  in  a  fund  under  the  Secretary  of  the 
Treasury  to  be  allocated  as  he  sees  fit  to  any  and  all  of  these  bureaus, 
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on  the  theory  that  if  you  need  more  than  a  specified  amount  and  some- 
body else  needed  less,  the  Secretary  would  be  in  a  position  to  put  the 
resources  where  they  are  needed.  In  the  Reorganization  Plan,  is  there 
any  transfer  of  that  money  ? 

Mr.  Agree.  Yes,  sir ;  there  is. 

Mr.  WiDMAYER.  I  think  you  are  thinkins;  of  different  funds.  The 
purchase  of  evidence  money  was  transferred,  but  the  funds  for  con- 
fidential expenditures  werenot  transferred.  This  is  the  $50,000  limita- 
tion that  he  is  talking  about. 

Mr.  Hurley.  The  chairman  is  referring  to  the  $50,000  fund  that  we 
usually  refer  to  as  emergency  and  extraordinary  expenses  of  a  con- 
fidential character.  This  would  be  used  to  cover,  for  example,  safe 
havens  for  informants  and  the  like. 

Mr.  Miller.  It's  listed  on  the  sheet  in  the  appropriation  language. 

Mr.  Agree.  None  of  that  fund,  sir,  will  transfer.  However,  a  prorated 
share  of  other  funds  provided  specifically  for  the  purchase  of  infor- 
mation will  transfer  to  the  new  drug  agency.  That  amount  is  $156,000. 

Mr.  Steed.  From  what  year's  funds  ? 

Mr.  Wilson.  The  $156,000  is  part  of  the  $14.2  million  amendment 
reducing  our  fiscal  year  1974  appropriation  request, 

IMMIGRATION   FUNCTION   INVOLVED  IN   REORGANIZATION   PLAN 

Mr.  Steed.  The  agreement  signed  by  the  Deputy  Director  of  the 
Office  of  Management  and  Budget  with  the  AFGE  Employees  Union 
involving  the  Immigration  and  Naturalization  Service  employees  pro- 
vided that  in  the  event  legislation  repealing  part  2  of  Reorganization 
Plan  No.  2  did  not  come  about  in  time,  that  Customs  would  be  required 
to  contract  out  to  INS  rather  than  have  INS  transferred  to  Customs 
as  the  original  Reorganization  Plan  No.  2  provided.  Have  you  made 
any  determination  as  to  how  much  this  would  involve? 

Mr.  Agree.  No,  sir,  we  have  not.  The  Department  of  the  Treasury' 
at  this  point  is  attempting  to  work  out  an  operating  agreement  with 
the  Attorney  General  for  the  INS  people  who  would  have  come  to 
Customs  under  part  2  of  the  plan. 

Mr.  Steed.  Under  the  law  now  they  have  to  come  to  Customs. 

Mr.  Agree.  I  agree,  sir. 

Mr.  Steed.  Starting  July  1,  the  Treasury  Department  is  going  to  be 
imder  a  continuing  resolution  because  this  appropriation  bill  will  not 
have  been  enacted  in  time  to  give  you  your  regular  budget.  The  con- 
tinuing resolution  provides  that  you  can  only  do  next  year  under  the 
continuing  resolution  what  you  have  been  doing.  It  doesn't  provide 
for  any  thing  new  like  this  arrangement  with  the  Immigration  and 
Naturalization  Service. 

How  are  you  going'  to  get  around  that  legal  handicap  ? 

Mr.  Agree.  Mr.  Widmayer  ? 

Mr.  Widmayer.  It's  designed  that  the  memorandum  of  understand- 
ing will  not  provide  for  any  movement  of  funds.  INS  j^eople  will  con- 
tinue to  fund  their  operations  under  this  memorandum.  So  Customs 
Avill  not  move. 

Mr,  Steed.  How  can  they  continue  to  legally  finid  the  INS  opera- 
tion when  the  law  says  they  don't  exist  anymore  since  they  have  been 
transferred  over  to  Customs  ? 
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Mr.  Slomiak.  As  I  understand  the  Reornfanization  Plan,  the  INS 
function  transfers  to  Customs  as  of  July  1,  but  the  resources,  the 
people,  do  not  until  the  Director  of  OMB  directs  that  they  do.  So  that 
we  get  the  function  without  the  people.  As  I  understand  the  memoran- 
.dum  of  understanding  which  is  contemplated.  Treasury  will  agree 
with  the  Attorney  General  that  these  functions  are  to  be  continued  to 
be  performed  by  INS  personnel  who  performed  them  in  the  past. 

Mr.  Agree.  It  is  somewhat  confusing,  Mr.  Chairman. 

RESTRICTION"    OF    CUSTOMS  FUNDS 

Mr.  Steed.  I  think  somebody  ou.<?ht  to  do  a  lot  of  legal  checking 
before  they  get  too  far  into  some  of  these  things,  because  they  might 
find  themselves  involved  with  the  General  Accounting  Office.  I  guar- 
antee you  that  insofar  as  I  can  do  it,  this  is  one  time  the  law  is  going 
to  be  applied  in  its  entirety.  If  the  subcommittee  will  support  me,  I 
intend  to  put  language  in  this  bill  that  you  will  not  be  authorized 
to  transfer  any  of  your  funds  to  anybody.  We  are  going  to  put  the 
money  in  here  for  you  to  run  your  operations  and  we  don't  want  any- 
body else  taking  any  of  it  away  from  you.  I  think  we  can  legally 
restrict  that  money  so  that  it  will  stay  in  your  shop. 

This  business  of  appropriating  money  for  one  thing;  and  having  it 
end  up  being  used  for  something  else  doesn't  sit  well  with  me.  The 
folks  down  in  OMB  may  think  they  are  that  big  and  powerful,  but 
we  have  other  ideas ! 

Mr.  Robison? 

OVERSEAS   agents 

Mr.  RoBisoN.  Mr.  Acree,  you  are  losinsr  509  special  agents  to  the  new 
Agency,  to  DEA.  That  will  include,  will  it,  the  agents  you  have  had 
and  presently  do  have  overseas? 

Mr.  AcREE.  Yes,  sir,  all  of  them. 

Mr.  RoBisoN.  They  are  how  many  in  total? 

Mr.  Agree.  All  of  the  ones  that  are  overseas  that  have  been  directly 
involved  in  narcotics  intelligence  gathering,  Mr.  Robison,  to  be  specific. 

Mr.  RoBisoN.  The  numbers? 

Mr.  Agree.  Twenty-nine,  sir. 

Mr.  Robison.  Will  you  have  then  any  authority  to  maintain  any 
people  overseas? 

Mr.  Agree.  Yes,  we  will  continue  to  maintain  Customs  personnel 
overseas  because  we  still  have  a  mvriad  of  duties  to  perform  abroad. 

Mr.  RoBisoN.  Will  some  of  them  be  special  agents  ? 

Mr.  Agree.  Some  of  them  will.  sir.  indeed,  be  special  aqrents. 

Mr.  RoRTSOx.  Can  thev  continue  to  attempt  to  have  the  kind  of  rela- 
tions with  Customs  personnel  in  oHier  countries  that  you  have  found 
useful  in  the  past  in  producing  information  in  advance  of  illicit  ship- 
ments ? 

Mr.  Agree.  Yes.  sir:  we  will  continnp  to  hn-^-e  that  responsibilitv. 
We  will  continue  to  have  the  responsibilitv  abroad  to  make  vnlne 
invo^tiffntions,  dumpin."*  inves^i""ationc;  and  o^^her  cateo-ories  of  in- 
quiries that  C"s<'OTris  trnditini-«nllv  and  h's<^r>rir'nl]-\'  has  performed.  Our 
people  will  still  be  ai>^rond.  Thev  still  will  be  in  contact  with  the 
Cu=^toms  operations  of  other  nations. 
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Mr.  RoBisoN.  If  I  understand  what  you  are  saying,  the  people  you 
have  had  abroad  are  going  to  be  transferred.  So  this  will  mean  then 
that  you  will  be  sending  some  new  people  abroad? 

Mr,  Agree.  Very  likely,  sir, 

Mr.  RoBisoisr,  At  this  point  in  time  you  don't  know  how  many,  or 
where  they  will  go? 

Mr.  AcREE.  No,  sir.  This  is  all  under  review  at  the  present  time  as 
well. 

AIRCRAFT  IN  BUDGET 

Mr.  RoBisoN.  Did  the  original  budget  request  include  any  new  items 
of  equipment  for  Customs,  that  is  any  new  airplanes,  boats,  cars,  and 
so  forth  ? 

Mr.  AcREE.  Yes.  sir;  it  did.  It  included  funds  for  one  new  aircraft 
to  be  equipped  with  some  extremely  sophisticated  detection  gear,  to  be 
used  primarily  along  the  Mexican  border  area  to  detect  overflights  at 
that  border. 

Mr.  RoBisoN,  Does  that  item  stay  in  the  revised  budget  request? 

Mr.  Agree.  Yes,  sir,  that  item  stays  in  the  budget  request, 

Mr.  RoBisoN.  "VVliat  is  the  justification  for  it  under  the  new  situation  ? 

Mr,  Agree.  The  justification  for  it  under  the  new  situation  is  that 
Customs  still  has  the  border  interdiction  responsibility  for  all  con- 
traband, all  smuqrfrlh-ior,  including  narcotics,  but  not  the  follow-up 
investigations  as  I  said  earlier, 

AUTOMOBILES  IN  BUDGET 

Mr,  RoBisoN,  Did  you  have  an  item  in  the  original  budget  request 
for  automobiles  ? 

Mr.  Agree.  Yes,  sir,  we  did. 

Mr.  RoBisoN.  What  happens  to  this  item  ? 

Mr,  Agree,  They  are  for  replacements  and  changes  only.  That  stays 
in, sir. 

Mr.  Wilson.  The  number  of  replacements  will  change.  The  new 
ones  requested  for  the  additional  manpower  in  1974  stay  the  same. 
The  replacements  are  reduced  because  part  of  the  vehicles  will  go  with 
the  new  function  of  DEA. 

Mr.  RoBisoN.  I  am  a  little  uncertain.  I  don't  think,  Mr.  Chairman, 
we  ought  to  be  providing  money  for  Customs  to  buy  some  new  auto- 
mobiles and  then  immediately  turn  them  over  to  DEA.  We  are  not 
going  to  do  that  ? 

Mr.  Wilson.  No.  sir.  Here  our  request  again  has  been  reduced 
because  the  number  of  replacement  vehicles  will  be  reduced.  Our  re- 
quirements will  be  reduced.  Therefore  our  request  has  been  reduced 
accordingly, 

Mr.  RoBisoN.  You  have  439  automobiles  to  go  to  DEA, 

Mr.  Agree.  Correct,  sir. 

Mr.  RoBisoN.  Are  they  goine:  to  be  older  automobiles  ? 

Mr.  Agree.  Thev  will  be  in  proportion,  1973's,  1972's,  197l's  and 
1970's. 

Mr.  Wilson.  In  our  original  estimate  we  had  a  request  for  137  re- 
placement vehicles.  That  number  has  been  reduced  now  by  59,  to  78. 
We  now  have  78  replacement  vehicles  requested  for  fiscal  year  1974, 
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Mr.  RoBisoN.  Very  good.  How  about  special  purpose  vehicles  ?  You 
are  losing  90  to  DE  A.  Were  there  any  new  ones  requested  in  the  original 
budget  estimate  ? 

Mr.  Wilson.  No,  sir. 

Mr.  RoBisoN.  There  is  no  change  there,  then.  So  you  will  be  left  with 
50  of  the  so-called  special  purpose  vehicles. 

Mr.  Agree.  These  are  jeeps  and  the  like. 

BOATS   IN   BUDGET 

Mr.  RoBisoN.  Looking  at  your  fleet 

Mr.  Agree.  Air  or  sea,  sir  ? 

Mr.  RoBisoN.  Sea.  It  would  appear  as  if  you  are  losing  a  substantial 
portion  of  that.  At  least  you  are  losing  the  better  pa  rt  thereof,  if  I  read 
correctly  from  the  document  I  referred  to  earlier,  which  is  Mr.  Wid- 
mayer's  backup  information,  rather  than  from  0MB  as  I  originally 
identified  it. 

Six  out  of  your  20  boats  are  going  to  DEA.  These  include  five 
"Uniflite,"  ocean-going,  inboard  models.  There  is  a  reference  here  to 
the  fact  that  these  are  the  most  expensive  boats  owned  by  Customs, 
and  I  suppose  also  the  most  useful  and  efficient.  dIus  a  smaller  Volvo 
import  boat.  Then  you  are  going  to  be  left  with  12  Uniflite  and  13 
smaller  boats,  6  inboards  and  7  outboards.  Those  7  outboards  sound 
like  a  very  useful  situation.  If  you  need  an  old  canoe,  I  have  one  up  in 
my  summer  cottage  I  will  be  glad  to  loan  you. 

How  about  boats  in  the  original  budget  request  ?  You  didn't  ask  for 
anv  ?  Are  you  going  to  be  left  enough  ? 

Mr.  Agree.  We  are  going  to  have  about  $500,000  left  us  for  the  pur- 
chase of  boats.  This  was  an  0MB  determination,  obviously,  as  we 
continue  to  have  a  need  for  boats  to  do  a  proper  job  of  patrolling. 

Mr.  RoBisoN.  I  always  assumed  that  Customs  had  a  fairly  substan- 
tial need  of  boats  to  get  around.  I  don't  know  how  else  you  get  around. 
Does  the  Coast  Guard  take  you  around  sometimes  ? 

Mr.  Agree.  On  occasion  when  they  don't  have  other  duties  to  per- 
form. We  did  request  5  additional  boats  in  this  year's  budget,  2  pur- 
suits and  3  high  speed  chase  craft. 

Mr.  RoBisoN.  Do  they  stay  in  the  revised  budget  request  ? 

Mr.  Agree.  Yes,  sir ;  they  do. 

Mr.  RoBisoN.  So  you  will  be  acquiring  those  to  add  to  your  assort- 
ment of  outboards  ? 

Mr.  Agree.  Yes,  sir. 

CTJ8T0MS  ArRGRAFT 

Mr.  RoBisoN.  Aircraft,  you  lose  12  out  of  your  present  supply  of 
36  and  will  retain  24.  Wliat  did  you  lose  here  ? 

Mr.  Agree.  We  lost  a  few  of  each  tvpe,  a  little  of  everything.  We 
lost  some  fixed-wing,  some  hover,  some  helicopters. 

Mr.  RoBisoN.  Three  helicopters.  You  will  have  four  left. 

Mr.  Agree.  Riarht,  sir. 

Mr.  RoBisoN.  Was  there  a  request  for  any  helicopters  in  the  original 
budget  request  ? 

Mr.  Agree.  No,  sir;  just  the  one  aircraft  that  I  mentioned  earlier. 

Mr.  Steed.  These  that  you  are  transferring,  obviously  you  have  to 
have  a  place  to  dock  them  or  have  hangars  in  the  case  of  airplanes. 
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What  about  those  facilities?  Do  they  go  with  the  vehicle,  with  the 
plane  or  boat? 

Mr.  Agree.  I  would  imagine,  sir,  that  it  would  vary  from  place  to 
place.  Mr.  Dickerson,  do  you  have  any  specific  information? 

Mr.  Dickerson.  No,  sir. 

Mr.  Steed.  Wlien  you  transfer  the  airplanes,  are  they  going  to 
furnish  their  own  hangars  or  use  what  you  are  using? 

Mr.  Hurley.  Mr.  Chairman,  with  regard  to  real  property  and  the 
like,  these  determinations  will  be  subject  to  later  determinations  joint- 
ly agreed  upon  by  the  Departments  of  the  Treasury,  Justice  and  with 
the  0MB.  In  the  case  of  certain  of  the  aircraft  and  helicopters,  we 
assume  that  they  will  be  subject  to  wherever  DEA  wishes  to  place 
them. 

Mr.  Steed.  This  "later  determination"  doesn't  suit  me  a  bit !  That 
is  how  we  got  into  this  mess  in  the  beginning,  not  knowing  in  advance 
what  we  were  going  to  do.  I  am  sure  if  we  knew  when  we  started  what 
we  know  now  about  Reorganization  Plan  No,  2  we  would  have  not 
allowed  it  to  go  ahead.  I  don't  go  for  this  "to  be  determined"  business ! 

Mr.  Agree.  The  first  paragraph  of  this  order  that  I  gave  you  a  copy 
of,  signed  on  June  21,  said,  "These  intial  determinations  are  made  as 
follows:"  As  Mr.  Hurley  is  indicating,  there  will  be  further  deter- 
minations in  terms  of  real  property  and  the  like. 

Mr.  RoBisoN.  With  the  reduction  in  your  fleet,  both  sea,  air,  and 
land— by  which  I  mean  automobiles — you  tried  to  adjust  downward 
then,  apparently,  under  the  object  classification  whatever  the  mainte- 
nance and  operating  costs  of  these  vehicles  of  various  kinds  would  be. 

Mr.  Agree.  That  is  right. 

Mr.  RoBisoN.  That  is  a  part  of  the  overall  reduction  of  $14.2  million. 

Mr.  Agree.  This  is  correct,  sir. 

GOMMUNIGATIONS    EQUIPMENT 

Mr.  RoBisoN.  On  communications,  let's  highlight  this  to  make  sure 
we  understand  it.  The  only  communications  equipment  you  are  going 
to  lose  to  DEA  will  be  the  mobile  radios  already  installed  in  the  auto- 
mobiles or  special  purpose  vehicles  that  are  going  over  to  DEA. 

I  think  it  is  important,  also,  to  note  that  current  plans  then  are  to 
leave  the  Customs  communications  frequency  crystals  in  those  par- 
ticular mobile  radios  in  those  vehicles  going  to  DEA,  in  order  to  lay 
the  groundwork  for  shared  communications  coverage  sometime  in  the 
future.  That  would  be  useful  and  important,  would  it  not? 

Mr.  Agree.  It  would  be  useful  and  important  because,  if  we  are  to 
continue  to  have,  and  are  going  to  continue  to  have,  the  narcotics  in- 
terdiction responsibility,  whenever  we  run  into  narcotics  or  an  in- 
dividual carrying  narcotics,  obviously  we  are  going  to  have  to  be 
immediately  in  touch  with  a  representative  of  the  new  drug  agency  to 
turn  the  narcotics  and  the  subject  over  to  them  to  take  it  from  there. 

ARMS   AND   OTHER   INVESTIGATIVE   EQUIPMENT 

Mr.  RoBisoN.  Some  of  the  special  agents  are  armed,  perhaps  all  of 
them  are.  I  understand  from  the  memo  that  the  personal  weapons  al- 
ready issued  to  those  special  agents  going  to  DEA  will  be  taken  along 
with  them. 
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Mr.  Agree.  That  is  correct,  sir. 

Mr,  RoBisoN.  Your  remaining  inventory  of  weapons  of  one  kind 
or  another  eventually  is  going  to  be  divided  up  by  a  subsequent  agree- 
ment between  Customs  and  DE A  ? 

Mr.  Agree.  That  is  right. 

Mr.  RoBisox.  For  other  investigative  equipment,  a  catchall  cate- 
gory like  binoculars,  tape  recorders,  and  cameras,  this  is  going  to  be 
divided  up  later  on  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  RoBisox.  Are  you  going  to  be  left  enough,  I  hope,  to  perform 
your  remaining  functions  in  a  proper  manner?  You  will  see  to  it? 

Mr.  Agree.  Yes,  sir ;  I  will  make  every  effort  to  see  to  it. 

Mr.  RoBisoN.  Finally,  just  in  summary,  looking  at  the  impa,ct  of  the 
transfers  of  personnel,  you  will  suffer  a  percentage  reduction  in  special 
agents  of  48.1  percent,  and  in  Customs  patrol  officers  of  only  3.8  per- 
cent. You  will  keep  all  of  your  technical  staff  people,  which  is  only  55, 
that  you  have  on  board  now.  You  will  also  suffer  a  corresponding  reduc- 
tion of  36  percent  in  your  clerical  staff. 

Mr.  Agree.  Yes. 

Mr.  RoBisoN.  I  have  no  further  questions,  Mr.  Chairman. 

Mr.  Steed.  Mr.  Roybal  ? 

TRANSFER   OF   MEXIGAN   BORDER   PERSONNEL 

Mr.  RoYBAL.  Mr.  Commissioner,  of  those  735  who  are  being  trans- 
ferred, how  many  come  from  the  Mexican  border  area? 

Mr.  DiGKERSON.  A  very  high  percentage  of  our  Mexican  border 
officers,  insofar  as  investigators  are  concerned,  would  be  transferred 
to  DBA. 

Mr.  Roybal.  Does  that  necessarily  mean  that  they  will  no  longer 
serve  at  the  border,  even  though  they  may  be  transferred  ? 

Mr.  Agree.  Mr.  Roybal,  I  can't  respond,  sir,  to  that  question  because, 
as  to  the  assignments  and  utilization  of  these  personnel  bv  the  new 
drug  agency,  that  will  be  a  determination  by  them.  I  frankly  just  don't 
know. 

Mr.  Roybal.  But  a  high  percentage  then  of  the  735  transferred  will 
come  from  the  border  area? 

Mr.  Agree.  Yes,  sir,  I  understand  that  is  right. 

value  of  property  transferred 

Mr.  Roybal.  How  much  is  the  value  of  the  property  that  is  being 
transferred  then?  Do  you  know  that? 

Mr.  Agree.  No,  sir,  we  do  not.  That  has  not  yet  been  determined. 

Mr.  Roybal.  Will  that  information  be  made  available  to  the 
committee  ? 

Mr.  Agree.  Yes,  sir.  The  certificate  of  determination  provides  30 
days  for  the  Secretary  of  the  Treasury  and  the  Attorney  General  to 
jointly  prepare  and  submit  to  the  Director  of  OIVIB  a  description 
of  the  property  and  equipment  used  by  Customs  in  the  transferred 
functions.  This  list  will  show  the  value  of  the  property  transferred. 
The  committee  will  be  provided  a  copy  of  this  final  determination. 

Mr.  Roybal.  Can  we  also  have  the  number  of  employees  that  will 
be  transferred  from  the  border  areas  to  the  new  agency? 
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Mr.  Agree.  Yes,  sir. 

[The  information  follows:] 


POSITIONS  LOCATED  ON  THE  MEXICAN  BORDER  THAT  WILL  BE  TRANSFERRED  TO  THE  DEPARTMENT  OF  JUSTICE 


Agents 


CPO's 


Filled        Vacant 


Filled        Vacant 


Clerical 


Filled        Vacant 


Total 


Filled 


Vacant 


Houston  district: 

Houston 

Austin 

Corpus  Christi... 

Brownsville 

McAllen 

Dallas 

San  Antonio  district: 

San  Antonio 

Eagle  Pass 

Del  Rio 

Falcon  Heights... 

Lubbock 

Laredo 

El  Paso  district: 

El  Paso 

Albuquerque 

Alpine 

Deming... 

Denver 

Tuscon  district: 

Tuscon 

Douglas 

Nogales 

Lukeville 

Phoenix 

San  Ysidro  district: 

San  Ysidro 

San  Luis 

Calexico 

Tecate 

San  Diego 


5 

1  

6 
2 

4 

5  

1  

11                              1  

2           ---. 

1  - 

Total. 


211 


30 


65 


279 


32 


CONCERN   OVER  TRANSFER 

Mr.  RoYBAL.  This  seems  to  be  a  matter  of  great  concern  to  people 
in  the  San  Ysidro  and  San  Diego  area.  In  fact,  they  are  very  much 
on  your  side.  I  attended  a  banquet  a  few  weeks  ago,.  It  was  a  beautiful 
affair.  The  Mexican- American  community  invited  your  Customs  officer 
and  he  attended  with  his  wife.  He  made  the  biggest  hit  of  the  evening. 
I  was  just  noticing  the  difference  in  his  acceptance  there.  At  the  ban- 
quet he  was  completely  accepted.  He  was  one  of  the  community,  while 
just  a  few  months  back  he  didn't  exactly  fit  into  that  category. 

I  think  that  a  great  deal  of  progress  has  been  made  in  that  area, 
particularly  by  Mr.  Vernon  Hann,  the  district  director  there  at  San 
Diego.  I  want  you  to  know  that  the  community  organizations  in  the 
area  are  pleased  with  him. 

Mr.  AcREE.  I  am  most  pleased  to  hear  that  report,  sir. 

Mr.  RoYBAL.  But  they  are  also  concerned  about  the  fact  that  this 
transfer  may  affect,  not  only  the  Customs,  but  may  affect  the  work 
that  may  be  done  along  the  border.  They  don't  know  what  this  new 
organization  is  going  to  be  doing.  They  feel  that  after  geting  ac- 
quainted with  you,  they  hate  to  start  all  over  again  and  become  ac- 
quainted with  someone  else.  That  is  the  reason  why  I  am  asking  that 
you  provide  for  the  record  the  number  of  personnel,  and  so  forth,  that 
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will  be  affected  so  that  I  can  in  turn  let  these  organizations  know  just 
what  the  situation  is  going  to  be. 

Mr.  Agree.  Fine,  sir.  We  shall  do  that. 

Mr.  RoYBAL.  I  thank  you  very  much. 

Mr.  Steed.  Mr.  Myers  ? 

DUTIES    or   CUSTOMS   AGENTS 

Mr.  Myers.  Mr.  Acree,  with  respect  to  the  special  agents  whom  you 
are  now  transferring,  you  say  you  are  going  to  transfer  all  of  those 
presently  stationed  overseas,  some  of  whom  will  have  to  be  replaced. 
Of  the  509  special  agents  to  be  transferred,  what  have  been  their  job 
description  and  responsibilities  ? 

Mr.  Agree.  Their  job  description  as  a  special  agent  of  Customs, 
starting  at  the  lowest  rank,  grade  5,  which  is  the  entrance  grade 
when  they  come  aboard,  generally  they  are  in  the  training  status  and 
continue  in  that  status  for  1  year  until  they  advance  to  grade  7.  We 
have  a  career  ladder  promotion  system  within  Customs. 

When  they  attain  a  grade  7,  then  they  are  assigned  work  of  more 
complexity.  Then  they  first  start  participating  in  surveillances  and 
thev  are  still  undergoing  training,  and  the  like. 

They  attend  the  Treasury  Law  Enforcement  Training  School.  They 
attend  our  own  in-house  schools,  developing  them  then  as  Customs 
agents. 

They  go  through  a  grade  9,  grade  11,  and  grade  12,  which  is  a  top 
journeyman  grade  in  our  investigative  organization.  By  the  time  a 
man  attains  a  grade  12  level,  he  has  the  full  range  of  customs  respon- 
sibilities that  he  is  able  to  react  to  to  investigate  and  provide  a  report 
on.  This  covers  the  entire  gamut  of  the  totality  of  a  customs'  mis- 
sion. This  has  to  this  point  included  all  smuggling,  of  course,  including 
narcotics. 

The  difference  after  July  1  will  be  that  we  Avill  not  make  followup 
investigations  on  narcotics  smugglers.  We  will  not  make  conspiracy 
investigations  involving  more  than  several  persons  in  major  smuggling 
conspiracies.  The  new  drug  agency  will  have  that  kind  of  responsi- 
bility. 

Does  that  answer  your  question  ? 

Mr.  Myers.  Somewhat.  Then  these  509  people  that  you  are  trans- 
ferring have  dual  training  and  dual  responsibilities  presently.  They 
have  been  primarily  concerned  about  all  types  of  smuggling.  They 
were  the  investigators,  not  the  people  on  the  gates  that  actually  did 
the  inspecting? 

Mr.  Agree.  No,  sir.  These  are  the  agents. 

Mr.  Myers.  Are  you  losing  any  of  the  people  at  the  borders  ? 

Mr.  Agree.  No,  sir;  we  are  not  losing  any  of  our  inspectional  per- 
sonnel. 

PERiSONNEL   TRANSFERRED 

Mr.  Myers.  You  mentioned  a  moment  asro  the  number  of  the  in- 
vestigators, the  categories  and  their  GS  ratings.  Do  we  have  that  in- 
formation ?  I  don't  find  it  in  my  material. 

Mr.  Agree.  No,  sir,  I  don't  know  that  we  have  submitted  that.  We 
gave  a  total  breakdown,  509  grades  5  through  15,  but  we  did  not  break 
them  down. 
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Mr.  Myers.  I  thought  you  did. 

Mr.  Agree.  No,  sir.  It  is  in  the  record. 

CUSTOMS  RELATIONSHIP  WITH  NEW  AGENCY 

Mr.  Myers.  As  I  listen  to  your  testimony  this  morning,  it  seems  to 
me  that  the  purpose  of  the  reorganization  plan  was  to  eliminate  and  to 
emphasize  I  guess  I  should  say  the  importance  of  this  problem  of  the 
drug  movement,  but  as  I  listen  to  your  testimony  it  seems  we  are  going 
to  have  duplication  of  effort.  Your  people  are  still  going  to  have  the 
responsibility  for  the  borders  anyway.  The  moment  that  a  person  comes 
in  with  contraband  drugs  you  drop  him  right  away.  You  are  no 
longer  a  part  of  that  and  you'turn  the  case  over  to  somebody  else.  It  aj)- 
pears  there  is  still  going  to  be  some  duplication  of  effort  and  responsi- 
bilities here. 

Mr.  Agree.  Based  on  your  observation,  Mr.  Myers,  this  is  the  reason 
that  we  have  the  task  force  underway  now,  to  try  to  understand  what 
the  relationship  is  going  to  be  vis-a-vis  ourselves  and  the  new  agents 
of  the  new  agency.  Obviously  there  are  going  to  be  any  number  of 
things  that  we  are  going  to  have  to  develop  immediate  operational 
agreements  and  understandings  on  to  avoid  duplications  of  effort. 

Mv.  jNIyers.  You  are  still  going  to  have  to  have  special  agents,  aren't 
you  ? 

Mr.  Agree.  Indeed,  yes. 

Mr.  Myers.  They  are  going  to  have  to,  to  a  certain  extent,  work  side 
by  side  with  this  new  group. 

*  Mr.  Agree.  Yes,  sir.  We  still  have  the  responsibility  for  all  of  the 
smuggling,  whatever  the  contraband  may  be,  diamonds,  watches,  gold. 

Mr.  Myers.  You  are  still  going  to  be  concerned  about  drugs  if  they 
are  being  smuggled  through  the  borders,  aren't  you  ? 

Mr.  Agree.  We  have  the  responsibility  for  interdicting  drugs. 

Mr.  Myers.  Interdicting  only  ? 

Mr.  Agree.  Right. 

Mr.  Myers.  But  do  you  envision  in  this  task  force — it  is  too  early 
maybe  to  make  any  assumptions  here — that  they  will  also  assist  you  in 
interdicting  other  contraband  ?  Is  it  a  two-way  street  ? 

Mr.  Agree.  I  should  think  if  agent  personnel  or  personnel  of  the  new 
drug  agency  found  other  contraband  they  would  turn  it  over  to  us. 

Mr.  Myers.  These  agents  you  are  transferring  are  already  trained 
along  that  line.  I  suppose  they  would,  but  I  would  hope  the  other  new 
agency  would  also  feel  the  same  responsibility. 

Mv.  Agree.  I  should  hope  so  too,  sir. 

SUPPLEMENTAL   FUNDS 

INIr.  ISIyers.  You  have  stated  you  are  going  to  be  short  of  personnel, 
especially  at  preclearance  points,  as  well  as  investigators  and  equip- 
ment. In  this  budget  there  doesn't  seem  to  be  anything  in  here  for 
replacement,  at  least  not  numerically.  Will  you  have  to  come  in  for 
'  a  supplemental  do  you  feel  as  soon  as  you  get  a  better  handle  on  the 
situation  ? 

Mr.  Agree.  I  don't  know  that  we  will  come  forward  with  that. 

Mr.  ]Myers.  It  is  too  early  ?  I  would  say  it  is  very  likely  you  will.  You 
may  have  to. 
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Mr.  Agree.  With  the  attitude  that  prevails  with  reference  to  supple- 
mentals  I  am  not  so  sure  that  we  will,  Mr.  Myers. 

Mr.  Myers.  You  would  do  that  rather  than  run  handicapped  all 
your  fiscal  year,  wouldn't  you  ? 

Mr.  Agree.  Yes,  I  would  make  a  representation  to  my  superiors. 
What  happens  after  that  I  don't  know. 

Mr.  Myers.  Thank  you.  That  is  all. 

Mr.  Steed.  Mr.  Miller. 

Mr.  Miller.  Yes. 

Commissioner  Acree,  you  plan  to  have  439  vehicles  transferred  out 
and  purchase  221  passenger  motor  vehicles  of  which  78  shall  be  for 
replacement  only.  If  that  is  true  you  would  have  a  net  loss  of  296 
motor  vehicles,  is  that  correct  ? 

Mr.  Agree.  Yes,  sir. 

19  74   budget  increases 

Mr.  INIiLLER.  Under  the  revised  budget  you  are  requesting  $222,- 
200,000,  an  increase  of  $8,500,000.  We  have  another  area,  $16,456,000 
for  program  increases,  yet  you  are  losing  735  employees,  and  have  pro- 
gram increases.  Can  vou  tell  us  what  fhose  program  increases  are  ? 

Mr.  Agree.  Yes,  sir.  These  would  be  in  categories  other  than  nar- 
cotics investigations.  These  would  be  in  the  interdictional  range  of 
Customs  operations.  For  example,  our  antif  raud  program  which  has  to 
do  with  the  misrepresentation  of  value  of  merchandise  being  brought 
into  the  country,  or  the  irrefrularities  in  connection  with  our  revenue 
producing  operations,  our  detector  dog  program,  as  an  example,  air- 
sea  intrusion  program,  automated  merchandise  processing  system, 
and  the  manpower  related  to  cope  with  the  ever-increasing  workload 
in  terms  of  inspection  of  commercial  air  passengers,  in  terms  of  cargo 
coming  into  the  United  States,  automobiles  coming  across  our  borders, 
trucks,  trains,  air  cargo,  and  the  like.  This  is  an  ever-escalating  figure, 
Mr.  Miller,  and  that  sum  that  you  are  commenting  on  in  the  budget  is 
to  provide  additional  inspection  personnel  to  handle  the  ever-increas- 
ing workload. 

Mr.  INIiLLER.  Even  though  you  are  losing  much  responsibility,  it 
appears  that  on  the  other  side  of  the  balance  sheet  you  are  picking 
up  additional  workload  which  will  take  your  budget  over  and  above 
what  it  was  last  year  by  some  $8.5  million. 

Mr.  Agree.  $8.5  million,  sir. 

VALUE   OF  PROPERTY  TRANSFERRED 

Mr.  Miller.  I  notice  also  that  you  show  on  transfer  of  narcotic 
investigative  functions  to  the  Department  of  Justice  735  employees, 
and  apparently  an  amount  of  $13,699,000.  Is  that  only  salaries  and  ex- 
penses, and  does  not  include  the  material  and  equipment  ? 

Mr.  Agree.  Yes,  sir,  this  is  salaries  and  expenses. 

CUSTOMS   operations   IN   PUERTO  RICO   AND  THE   VTRGIN   ISLANDS 

Mr.  Miller.  We  speak  of  the  amount  collected  by  Customs  for  du- 
ties, taxes,  and  fees  in  the  Virgin  Islands  and  Puerto  Rico,  and  then 
we  show  an  amount  of  payments  back  to  the  treasuries  of  the  muni- 
cipalities of  the  Virgin  Islands  and  payments  to  the  treasury  of 
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Puerto  Eico.  There  is  very  little  differential  between  those  two.  Are 
you  deducting  first  the  expense  incurred  before  yon  make  the  pay- 
ment back  to  the  Treasury  ?  Is  that  a  requirement  by  law  ? 

Mr.  Agree.  Yes,  sir,  we  do.  We  deduct  the  expense  that  we  incur 
before  we  make  those  payments  to  the  Virgin  Islands  and  Puerto 
Rico  governments. 

Mr.  Miller.  The  personnel  too,  because  the  differential  is  very 
small.  As  an  example,  less  than  $1  million.  You  are  reimbursing  as 
an  example  in  the  1974  estimate  some  $38,100,000  to  the  Virgm  Is- 
lands, estimating  the  amount  collected  to  be  $39  million,  which  would 
be  less  than  $1  million,  so  it  requires  less  than  $1  million  to  operate 
that  particular  customs  station  ? 

Mr.  Wilson.  The  Virgin  Islands  ? 

Mr.  Miller.  Yes. 

Mr.  Wilson.  Yes.  In  other  words,  the  full  amount  collected  there 
either  goes  to  paying  the  cost  of  operation  or  returns  to  the  treasury 
of  the  Virgin  Islands  or  Puerto  Rico  as  the  case  may  be. 

Mr.  Miller.  In  other  words,  those  are  self-sustaining. 

Mr.  Agree.  Yes,  sir,  self-sustaining. 

SALE   OF    SEIZED   AND   UNCLAIMED   MERCHANDISE 

Mr.  Miller.  On  page  43  you  have  listed  the  trust  funds  which  in- 
volve refunds,  transfers,  and  expenses  unclaimed,  abandoned  and 
seized  goods.  Is  this  a  trust  fund  that  you  will  be  able  to  use  as  a  part 
of  the  re-occurring  expense  for  the  following  year  ? 

Mr.  Wilson.  Yes,  sir.  What  that  amounts  to  is  the  sale  at  auction 
of  seized  and  unclaimed  goods  with  the  net  receipts  going  to  the  Treas- 
ury of  the  United  States.  It  is  about  $2  or  $3  million. 

Mr.  Miller.  $2  million  I  see  anticipated  for  1974.  How  is  that 
disposed  of  ? 

Mr.  Wilson.  The  receipts  from  the  sale  of  seized  or  unclaimed 
goods  goes  first  to  paying  the  cost  of  advertising,  holding  the  auction, 
et  cetera,  and  any  residue  then  is  paid  into  the  U.S.  Treasury  general 
fund. 

Mr.  Miller.  So  it  is  an  auction  where  they  are  disposed  of? 

Mr.  Wilson.  Yes,  sir. 

Mr.  Miller.  Thank  you  very  much,  Mr.  Chairman. 

IMPACT   OF   TRANSFER   ON   RECRUITMENT 

Mr.  Steed.  Commissioner,  as  I  read  this,  you  are  going  to  transfer 
how  many  people  ? 

Mr.  Agree.  It  will  be  735  positions. 

Mr.  Steed.  And  under  the  new  budget  that  is  before  us  here,  you 
will  gain  181  over  1973.  That  then  would  give  you  what  amounts  to 
the  original  916  people  you  requested. 

Mr.  Agree.  Correct,  sir. 

Mr.  Steed.  So  you  won't  be  in  a  position  of  "RIF'ing"  or  anything 
of  that  sort. 

Mr.  Agree.  No,  sir,  actually  we  will  not. 

Mr.  Steed.  Have  you  had  time  or  an  opportunity  to  do  any  thinking 
about  whether  this  transfer  in  this  situation  is  going  to  have  any 
impact  on  your  recruiting  capabilities  ? 
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Mr.  Agree.  No,  sir.  We  have  not  thought  this  out.  This  is  part  of 
another  study  group  that  we  have  underway  looking  at  the  Office  of 
Investigations,  what  its  role  will  be  in  the  future,  what  its  missions 
will  be,  any  problems  that  they  can  identify  that  we  are  going  to  have 
to  cope  with.  I  should  still  think  that  an  individual  would  aspire 
indeed  to  be  a  Customs  agent,  whether  he  had  a  narcotic  investigative 
responsibility  as  part  of  his  total  bag  or  not. 

Mr.  Steed.  You  still  believe  that  your  normal  recruiting  capability 
will  remain  unimpaired. 

Mr.  Agree.  I  should  think  so,  Mr.  Chairman. 

Mr.  Steed.  This  also  applies  to  the  training  program  too,  doesn't  it  ? 

Mr.  Agree.  That  is  correct,  sir. 

AIRPORT  FACrLITTES 

Mr.  Steed.  Going  back  to  preclearance,  it  not  only  involves  us 
directly,  but  also  indirectly.  There  is  something  that  has  bothered  me 
for  a  long  time.  I  know  when  I  first  was  on  this  committee  many  years 
ago  Customs  had  a  problem  with  their  facilities.  You  still  have  that 
problem  and  it  seems  to  me  that  part  of  the  problem  is  that  Customs 
is  sort  of  a  beggar  for  space.  You  are  never  a  rent-paying  tenant,  and 
go  hat  in  hand  trying  to  get  somebody  to  give  you  a  reasonable  place 
to  work  and  can  never  insist  on  the  facilities  that  somebody  paying 
rent  could. 

Mr.  Agree.  This  is  an  accurate  observation,  Mr.  Chairman. 

Mr.  Steed.  Have  you  done  any  thinking  about  maybe  bringing  up 
the  matter  of  having  your  budget  include  funds  for  renting  space? 

Mr.  Agree.  Mr.  Chairman,  personally  I  have.  I,  as  you  know,  sir, 
have  been  aboard  only  1  year,  and  when  I  compare  the  facilities  that 
U.S.  Customs  has  at  many  of  our  terminals,  air  and  seaports,  very 
frankly,  in  my  judgment,  I  think  many  of  them  leave  a  great  deal  to 
be  desired.  I  think  you  have  to  understand,  of  course,  that  many  of 
the  airports  were  built  some  years  back,  and  the  space  that  Customs 
had  say  10  or  15  years  ago  was  ample  and  adequate. 

However,  with  the  development  of  the  jet  engine,  with  the  more 
recent  development  of  the  wide-bodied  aircraft.  747's  and  DC-lO's, 
the  facilities  at  many  airports,  not  just  in  the  Customs  area,  really 
are  far  less  than  adequate. 

example  of  airport  gongestion 

My  immediate  and  particular  concern,  of  course,  is  Customs.  With- 
out naming  the  city.  I  had  occasion  to  witness  a  charter  aircraft  bring- 
ing approximately  300  foreign  visitors  to  our  country  just  within  the 
month,  and  my  inspectional  personnel,  when  I  asked  them  what  their 
problems  were,  they  said,  "Space.  We  would  like  to  see  this.  It  borders 
on  disaster,"  they  said.  When  those  300  peonle  got  off  that  aircraft 
and  they  went  into  a  room  that  nrobablv  wasn't  much  larger  than  twice 
this  size,  together  with  all  their  bags,  frankly,  if  anyone  had  fainted 
thev  couldn't  have  fallen  over.  There  wasn't  room. 

It  seems  to  me,  without  attemptinqf  to  analvze  the  total  situation, 
and  I  appreciate,  too,  I  am  generalizing,  that  the  United  States,  if 
there  is  any  validity  to  the  notion  that  the  first  impression  is  a  lasting 
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one,  then  many  of  our  foreign  visitors  have  got  to  have  less  than  a 
good  impression  of  the  United  States,  upon  their  arrival  in  our 
country. 

I  think,  too,  by  virtue  of  the  facilities  that  we  find  our  inspectional 
agencies  in,  Customs,  INS,  Public  Health,  Agriculture,  and  so  forth, 
in  various  locations  do  not  reflect  the  kind  of  an  affluent  country,  the 
powerful  country,  the  great  country  that  we  are. 

Nowhere  in  it  was  there  anything  that  could  be  done  in  terms  of 
increasing  the  facilities,  both  sizewise  and  comfortwise,  in  this  par- 
ticular airport  that  I  speak  to.  There  was  only  one  restroom,  one  for 
male  and  one  for  female — 300  people  getting  off  the  plane,  a  long  line 
to  clear  customs  and  INS.  It  just  seemed  to  me  to  be  something  far  less 
than  desirable. 

The  solution,  sir,  I  frankly  have  not  thought  out.  I  have  talked 
about  it  with  my  new  associates  at  Customs.  They  share  my  concern, 
all  of  them,  indeed.  Historically,  as  you  say,  we  are  dependent  on  the 
air  terminal  operators,  the  local  municipalities,  port  authorities,  air- 
port authorities,  and  so  forth,  in  giving  us  the  facilities  that  they  can 
spare. 

Again,  as  I  said,  in  many  airports  they  really  don't  have  that  much 
room  to  spare,  so  it  is  really  a  large  problem,  and  indeed  I  see  us 
really  as  just  part  of  it. 

STUDY    OF    AIRPORT    FACILITIES 

Mr.  Steed.  What  I  am  leading  up  to  is  this.  I  have  been  turning 
over  in  my  mind  an  idea  that  keeps  coming  up  as  we  go  around  from 
place  to  place  and  see  your  functions.  "Would  it  be  helpful  if  you  had 
some  money  this  year  for  a  study?  We  could  direct  in  our  report  that 
you  make  such  a  study,  of  what  would  be  involved  in  paying  rent  in 
exchange  for  giving  you  some  clout  in  asking  for  the  kind  of  facili- 
ties that  would  make  it  possible  for  Customs,  one,  to  do  a  more  effi- 
cient job  and  two,  to  give  the  public  a  lot  better  break  than  they  are 
able  to  get  now. 

It  seems  to  me  that  it  has  so  many  facets  that  it  would  be  difficult 
to  get  at  the  requirements  unless  you  did  have  a  rather  comprehensive 
review,  perhaps  with  the  cooperation  which  I  am  sure  you  could  get 
from  the  airport  managers  themselves,  who  are  always  concerned 
about  who  their  tenants  are  going  to  be,  and  where  their  revenues  are 
coming  from. 

I  just  get  the  idea  in  a  lot  of  places  that  since  you  are  kind  of  a 
nuisance,  they  invest  as  little  money  as  they  can  in  accommodating 
you,  which  of  course  isn't  so  much  of  an  imposition  on  you  as  it  is  the 
public  that  you  serve. 

CUSTOMS   studies   TO   BE   UNDERTAKEN 

Mr,  Agree.  Mr.  Chairman,  on  the  premise  that  any  intelligence, 
any  information  has  got  to  be  helpful,  I  certainly  think  that  the 
motion  that  you  are  addressing  yourself  to  indeed  would  be  worth- 
Avhile.  that  we  could  involve  ourselves  in  a  study  to  look  at  the  airports 
and  the  seaports,  to  determine  what  could  be  done,  what  the  dimen- 
sions of  the  problems  are. 
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As  you  indicate,  there  are  many  dimensions  to  the  problem,  there 
is  no  question  about  that,  and  I  think  some  orderly,  meaningful  iden- 
tification of  them  indeed  would  be  worth  while. 

Mr.  Steed.  What  would  you  think  would  be  a  reasonable  amount  of 
money  ?  To  do  this  the  way  it  ought  to  be  done  I  know  is  going  to  cost 
some  money.  What  amount  could  you  spend  in  this  coming  year  to 
get  the  thing  in  a  package  so  we  could  have  it  for  next  year? 

Mr.  Agree.  I  would  be  reluctant  to  make  an  off  the  top  of  my  head 
comment,  but  I  think  this  kind  of  a  study  could  be  undertaken  cer- 
tainly in  a  reasonable  way. 

Mr.  Hurley.  Depending  on  the  amount  of  external  assistance,  some- 
where in  the  order  of  several  hundred  thousand  dollars  would  be 
more  than  ample,  considering  the  amount  of  travel  that  would  be  re- 
quired. I  think  the  key  factor  would  be  whether  or  not  we  went  to 
outside  management  consultants  or  did  the  study  in-house.  It  would 
depend  heavily  on  your  consideration. 

Mr.  Steed.  Could  it  be  done  in  a  year? 

Mr.  Agree.  Certainly,  sir. 

Mr.  Steed.  I  wonder  if  it  would  be  an  imposition  if  in  the  next 
day  or  two  you  could  furnish  us  with  a  little  memorandum  or  outline 
on  what  one,  two,  or  three  types  of  studies  you  might  make. 

Mr.  Agree.  We  will  do  that,  sir. 

KENT  AT  airports 

Mr.  Steed.  Mr.  Kobison,  do  you  have  any  thoughts  on  the  subject 
of  getting  us  a  reading  on  what  would  be  involved  if  they  go  into  this 
matter  of  paying  rent  ? 

Mr.  RoBisoN.  Mr.  Chairman,  I  think  your  idea  for  an  internal  study 
of  it  is  useful  and  would  be  very  helpful. 

Mr.  Steed.  It  is  a  problem  that  is  going  to  become  more  and  more 
troublesome  as  time  goes  on. 

Mr.  Myers.  Are  you  thinking  of  something  like  the  Post  Office 
with  their  lease  agreements  ? 

Mr.  Steed.  No.  Wherever  they  operate,  Customs  is  sort  of  an  inter- 
loper. They  are  there  because  somebody  needs  them,  and  either  the 
air  carrier  or  the  air  terminal  provides  the  facility,  which  never  is  very 
desirable.  Since  they  pay  no  rent  they  are  never  in  a  position  to  make 
any  demands  or  requirements,  and  so  they  just  have  to  more  or  less 
put  up  with  what  they  can  talk  somebody  out  of.  They  are  always 
in  the  role  of  a  beggar,  more  or  less. 

Mr.  Myers.  They  just  completed  one  out  in  Hawaii.  I  was  just  out 
there  and  I  guess  it  was  less  than  satisfactory  from  what  they 
tell  me. 

Mr.  Agree.  A  number  of  new  facilities  are  being  completed  ana 
they  do  accomplish  then  that  which  I  think  the  chairman  is  indicating 
and  that  which  gives  me  concern.  I  have  just  recently  visited  the  new 
terminal  in  Seattle,  as  an  example.  Magnificent  would  be  the  only 
word  you  could  use  to  describe  it.  The  Customs  facility  there  certainly 
would  give  an  impression  to  anyone  coming  into  the  United  States 
that  it  is  really  a  first  class  country,  a  first  class  facility  and  a  first 
class  Customs  Service  as  a  matter  or  fact. 
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Mr.  Myers.  I  really  didn't  spend  enough  time  looking  at  the  facility 
in  Hawaii. 

Mr.  Agree.  I  have  not  seen  it,  sir. 

CUSTOMS  AIRPORT  SPACE  REQUIREMENTS 

Mr.  Myers.  Listening  to  what  the  agents  and  your  personnel  were 
speaking  about  there,  they  had  no  input  as  to  how  the  facility  was 
constructed,  what  the  internal  organization  was  within  the  facility 
itself.  With  respect  to  what  the  chairman  was  speaking  of,  I  thought 
that  you  would  go  to  the  airport  authority  and  say,  "We  need  this 
kind  of  facility  with  a  20-year  lease"  or  something  like  that,  rather 
than  just  renting  what  they  have  existing  today.  You  would  really 
lease  property.  You  now  are  going  to  be  there  at  these  ports. 

Mr.  Agree.  These  are  some  of  the  options  and  dimensions  of  the 
problem  that  I  think  a  good  review,  study  if  you  will,  could  identify 
and  point  possibly  to  some  solution. 

Mr.  Steed.  We  have  had  a  number  of  occasions  in  the  past  where 
matters  of  a  similar  nature  were  involved.  I  remember  two  or  three 
instances  especially  with  the  Coast  Guard,  where  studies  were  made 
and  as  a  result  some  very  fine  action  resulted  in  those  matters  that 
had  just  bounced  around  and  never  came  down  to  anything  firm  until 
a  good  review  had  been  made. 

I  understand  a  problem  is  developing  at  many  of  the  seaports  be^ 
cause  of  this  tour  business. 

Mr.  Agree.  Tours  and  cruise  ships. 
Mr.  Steed.  That  leaves  a  lot  to  be  desired. 
Mr.  Agree,  Yes,  sir,  that  is  correct. 

Mr.  Steed.  So  the  whole  thing  I  think  is  going  to  get  worse  before 
it  gets  better.  It  seems  to  me  that  we  ought  to  be  getting  ourselves  in 
a  position  to  know  what  needs  to  be  done,  what  can  be  done,  and  what 
it  is  going  to  cost. 

Mr.  Myers.  If  you  will  yield,  do  the  airlines  at  these  terminals  lease, 
do  they  own  or  rent  their  terminal  facilities  ? 

Mr.  Agree.  I  think  it  varies,  Mr.  Myers,  all  over  the  lot. 
Mr.  Steed.  There  are  all  sorts  of  variations  of  that.  I  noticed  at 
John  F.  Kennedy  Airport  in  New  York  some  airlines  brag  about  the 
fact  they  have  the  best  terminal  facilities,  and  that  others  have  to  use 
very  crowded  facilities. 

Mr.  Agree.  The  International  Arrivals  Building. 
Mr.  Steed.  And  you  have  a  situation  where  some  of  the  public  is  well 
accommodated  and  some  isn't  so  well  accommodated.  Almost  every 
place  you  go  you  find  a  different  phase  of  the  problem.  I  think  funda- 
mentally the  one  thing  that  seems  to  keep  cropping  up  is  that  there  is 
not  much  Customs  can  do  beyond  a  certain  point  of  persuasion,  because 
they  don't  pay  rent. 
Mr.  Agree.  This  is  correct,  sir. 

Mr.  Steed.  At  least  in  a  certain  sense.  Do  you  feel  if  you  did  have 
the  authority  to  pay  rent  that  you  would  be  in  a  better  and  stronger 
position  to  solve  some  of  your  problems  than  you  are  now  ? 

Mr.  Agree.  I  think  it  is  axiomatic  if  you  have  a  dollar  in  your  hand, 
Mr.  Chairman,  your  bargaining  power  is  enhanced  so  I  would  think 
there  is  some  validity  to  your  observation. 
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Mr.  Steed.  I  really  don't  know  any  other  way  to  solve  it,  because 
I  am  sure  both  the  terminal  people  and  the  carriers  have  all  sorts 
of  financial  problems  that  press  in  on  them  that  are  bigger  than  yours, 
so  you  usually  get  the  short  end.  Mr.  Addabbo,  do  you  have  any 
questions  ? 

PRECLEARANCE   FLIGHTS   FROM    CANADA 

Mr.  Addabbo.  Eastern  Airlines  has  recently  institued  shuttle  serv- 
ice between  New  York  and  Montreal.  Has  that  created  any  greater 
problem  as  far  as  Customs  is  concerned?  Are  they  working  under 
preclearance  ? 

Mr.  DiCKERSON.  They  are  working  under  preclearance  and  we  have 
no  unusual  problems. 

Mr.  Addabbo.  Because  Air  Canada  has  recently  asked  you  to  end 
preclearance  for  its  flights,  are  you  presently  under  pressure  for  a 
survey  as  to  U.S.  airports  for  additional  Customs  facilities  in  the 
event  there  is  a  complete  breakdown  of  preclearance? 

Mr.  DiCKERSON.  Insofar  as  the  termination  of  preclearance  by  Air 
Canada  this  has  not  presented  any  very  bad  problems.  Every  place 
they  go  has  an  existing  facility.  This  crowds  it  a  little  bit,  but  we 
have  been  able  to  absorb  it.  If  preclearance  were  to  be  terminated 
for  all  flights  from  Canada,  this  would  create  a  saturation  situation 
at  some  existing  airports,  and  there  are  about  three  points  where 
we  do  not  have  any  facilities  whatsoever,  where  facilities  would 
have  to  be  constructed.  La  Guardia  Airport  would  be  one  of  those 
where  both  Eastern  and  American  Airlines  operate  into  La  Guardia. 

Initial  planning  has  been  done  on  how  some  facilities  could  be  con- 
structed there.  I  believe  they  could  be  constructed  in  approximately 
60  days  if  we  were  faced  with  that  situation,  but  until  some  resolution 
is  reached  on  whether  preclearance  will  be  terminated  with  Canada 
we  haven't  been  able  to  make  any  definite  plans  for  new  facilities. 

Mr.  Addabbo.  Along  the  line  of  the  chairman's  questioning  relative 
to  paying  for  space  rather  than  being  at  the  will  of  the  airport  opera- 
tor, has  there  ever  been  any  study  or  survey  made  as  to  whether  a 
revolving  fund  could  be  set  up  by  depositing  therein  the  moneys  you 
receive  from  the  airlines  for  overtime  pay  ?  Could  this  be  set  up  as  a 
separate  fund  rather  than  reverting  back  to  the  Treasury,  and  used  as 
a  fund  possibly  to  pay  rent  ? 

Mr.  AcREE.  Not  to  my  knowledge,  Mr.  Addabbo. 

Mr.  Addabbo.  This  is  the  sort  of  thing  that  could  be  included  in  a 
comprehensive  study. 

LETTER  OF  DETERMINATION  ON  REORGANIZATION 

Mr.  Steed.  Mr.  Commissioner,  have  there  been  any  Executive  orders 
issued  in  connection  with  this  Reorganization  Plan  No.  2  that  are  im- 
posing any  action  on  you  ? 

lyT-p   AcRVE  ^"^0  sir 

Mr.  Steed.  The  word  "initial"  bothers  me.  How  do  you  interpret 

that?  .  , ,    ,  t 

Mr.  Acree.  You  are  speaking  specifically  of  Mr.  Ashs  letter  of 

June  21  ? 
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Mr.  Steed.  Yes.  .  ■  i      x 

Mr.  Agree.  I  interpret  that  as  the  initial  determinations  with  refer- 
ence to  personnel  positions  and  the  basic  property,  with  further  nego- 
tiations on  real  property  and  the  like.  John  ? 

Mr.  Hurley.  In  line  with  that,  sir,  our  basic  understanding  is  that 
all  the  numbers  and  details  we  have  given  j^ou  are,  to  the  best  of  our 
knowledge,  final,  that  the  only  thing  that  is  initial  or  tentative  are  the 
additional  schedules  that  will  be  treated  later  as  the  Commissioner 
indicated  earlier  such  as  real  property  and  the  like.  But  we  are  assum- 
ing that  the  number  of  personnel,  for  example,  509  is  firm. 

Mr.  Steed.  You  are  not  thinking  then  in  terms  that  once  you  have 
settled  what  is  now  pending  that  they  can  come  beick  for  another  dip 
later  on  ?  ,  . 

Mr.  Agree.  I  am  not  thinking  this  way,  Mr.  Chairman,  no,  sir. 

Mr.  Steed.  I  just  wanted  to  make  sure  you  and  I  are  on  the  same 
wave  length. 

Mr.  Agree.  I  am  sure  we  are,  sir. 

customs  functions  after  reorganization 

Mr.  Steed.  Assuming  that  your  new,  revised  budget  is  approved, 
and  that  the  initial  steps  pending,  discussed  here  today  are  carried  out, 
can  you  give  us  your  idea  of  what  this  is  going  to  mean  in  terms  of 
your  ability  to  direct  the  U.S.  Customs  Service  through  the  coming 
fiscal  year  in  the  performance  of  its  duties  ? 

Mr.  Agree.  Mr.  Chairman,  I  would  have  to  think  that  with  the 
resources  we  have  asked  from  the  committee,  and  you  have  given  us, 
and  once  the  dust  settles,  if  you  will,  on  the  reorganization  plan,  and 
we  effect  a  working  relationship  and  a  series  of  understandings  with 
the  new  drug  agency  as  to  what  we  are  going  to  do  vis-a-vis  what  it  is 
they  are  going  to  be  doing,  I  should  think  with  whatever  adjustments 
here  and  there  that  may  be  needed,  that  I  would  be  able  to  direct  th6 
Customs  Service  in  the  next  fiscal  year  without  any  problem,  at  least 
any  not  known  to  me  now. 

Mr.  Steed.  Are  there  further  questions  by  members  of  the 
committee  ? 

FUNDS  initially  REQUESTED 

Is  the  amount  of  money  here  now  in  the  new  proposal  what  the  Cus- 
toms people  recommended  ? 

Mr.  Agree.  Yes,  sir. 

Mr.  Steed.  You  didn't  get  sliced  up  any  by  0MB  ? 

Mr.  Agree.  Of  course  there  is  always  some  paring  by  both  the 
Department  and  0MB.  Mr.  Widmayer  of  the  Department  might 
address  that  point,  Mr.  Chairman. 

Mr.  Widmayer.  I  would  have  to  furnish  the  numbers  for  the  record, 
Mr.  Chairman,  but  I  think  the  estimates  that  are  presented  to  you 
now  are  about  $30  million  less  than  the  estimates  that  were  originally 
presented  to  the  Department  by  the  Bureau. 
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[The  following  was  supplied :] 

Bureau  of  Customs 

fiscal  year  1974  budget 

Estimate  to  the  Department $313,  946,  000 

Estimate  to  OMB 279,  000,  000 

President's  estimate  (January  1973) 236,  400,  000 

Budget  amendment —14,  200,  000 

Current  estimate 222,  200,  000 

Mr.  Steed.  You  are  talking  about  the  estimate  ? 

Mr.  WiDMAYER.  That  was  presented  to  me  in  September. 

Mr.  Agree.  By  Customs  to  the  Department. 

Mr.  WiDMAYER.  A  year  ago,  yes.  As  you  know,  Mr.  Chairman,  we 
operate  under  a  ceiling  provided  by  OMB,  and  we  have  to  work  in 
that  area. 

Mr.  Miller.  Mr.  Chairman,  will  you  yield  at  that  point  ? 

Just  for  our  information,  what  would  you  have  been  able  to  do  with 
that  $30  million  that  you  will  not  be  able  to  do  now  ? 

Mr.  Agree.  We  have  a  completely  different  ball  game  if  you  will, 
sir,  in  that  we  will  not  be  involved  in  the  narcotics  investigative  busi- 
ness. We  did  have  some  plans  to  expand  our  file  system,  our  intelli- 
gence system,  our  data  retrieval  system,  our  communications  system, 
and  the  like  which  obviously  we  will  not  be  about  now,  in  light  of  the 
reorganization  plan,  which  has  transferred  the  basic  support  for  drug 
investigations  to  the  Justice  Department,  so  I  really  would  not  be 
able  to  give  as  explicit  an  answer,  Mr.  Miller,  to  your  question  as  I 
would  like.  I  just  don't  know.  That  would  be  prospective  that  I  really 
couldn't  give  you  a  definitive  answer,  sir. 

GUSTOMS   COST   AND   REVENUE   GOLLEGTED 

Mr.  Steed.  It  might  be  helpful  at  this  point  to  give  some  relation- 
ship between  the  cost  of  the  U.S.  Customs  Service  and  the  revenue? 
brought  in.  There  is  a  relationship  between  those  two  items.  It  reduces 
itself.  For  every  dollar  you  spend  you  bring  back  a  certain  amount. 

Mr.  Agree.  Sir,  I  think  the  figure,  based  on  that  computation  that 
you  speak  to,  Mr.  Chairman,  came  out  to  $23  last  year  produced  by 
Customs  for  every  dollar  that  we  spent. 

Mr.  Steed.  In  all  of  these  activities,  especially  Internal  Revenue 
and  other  revenue-producing  agencies,  there  is  a  point  beyond  which 
the  return  becomes  less  than  desirable.  If  you  had  more  of  a  budget 
this  year,  would  you  be  able  to  expend  that  in  terms  of  bringing  in 
more  revenue  than  you  are  otherwise  going  to  get  ? 
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Mr.  Agree.  Mr.  Chairman,  I  should  think  so.  I  say  that  based  on  the 
fact  that  the  priority  in  emphasis  in  the  last  several  years  in  Customs 
has  been  directed  at  narcotics,  and  some  of  the  other  areas  of  customs, 
particularly  those  that  have  a  revenue-producing  capability,  have  not 
been  given  the  kind  of  support  and  momentum  that  perhaps  they 
should  have  been.  Since  I  have  been  aboard,  and  in  the  last  6  months 
particularly,  we  have  attempted  to  not  do  any  less  in  narcotics,  but  at 
the  same  time  make  sure  that  we  are  involved  in  a  totally  balanced 
program  involving  all  of  the  authorities,  responsibilities,  in  terms  of 
the  mission  and  responsibility  that  Customs  has  overall. 

Mr.  Steed.  If  there  are  no  further  questions,  on  behalf  of  the  sub- 
committee I  would  like  to  express  our  very  real  appreciation  to  you 
for  your  appearance,  your  presentation,  your  cooperation,  and  the 
information.  We  are  very  pleased  to  have  it.  It  is  very  necessary  for 
us  to  have  it.  We  know  you  have  had  to  operate  under  some  difficulties, 
and  we  are  hopeful  that  you  will  be  able  to  carry  on  and  continue  to 
do  what  we  think  is  a  very  outstanding  job  for  the  people  of  this 
country. 

Mr.  Acree.  In  behalf  of  myself  and  my  associates  let  me  say  the 
support  and  confidence  of  this  committee  in  recognizing  the  job  that 
Customs  has  to  do,  and  your  providing  the  resources  to  equip  us  to  do 
it,  has  truly  been  outstanding.  In  the  recent  problems  attendant  to  re- 
organization and  the  like  we  certainly  appreciate  the  support  that  the 
committee  has  given  us,  the  understanding  as  to  the  resources  we  give 
up  and  we  are  most  appreciative  of  the  support,  understanding,  and 
cooperation  of  the  committee. 

NEW   YORK   WORLD  TRADE   CENTER 

Mr.  Steed.  Commissioner,  before  the  year  is  out,  getting  to  a  more 
pleasant  note,  I  hope  we  will  be  able  to  work  out  a  situation  with  you 
where  we  can  go  up  to  New  York  and  see  the  Customs  Service  in  its 
new  quarters  at  the  World  Trade  Center.  Do  you  have  a  time  now  when 
you  think  you  will  be  fully  ensconced  in  those  new  quarters  ? 

Mr.  DiCKERsoN.  We  will  be  moving  on  a  staged  basis.  I  believe  in 
October- November  we  will  have  everything  occupied  except  possibly 
the  laboratory  which  will  take  a  little  more  time. 

Mr.  AcREE.  Perhaps  in  early  fall,  Mr.  Chairman,  we  would  be 
pleased  to  work  out  a  time  for  the  committee  and  my  associates  here 
to  go  to  New  York  and  have  you  see  the  building  we  are  occupying. 

Mr.  Steed.  I  really  want  to  see  it  when  it  is  fully  occupied.  We  will 
just  keep  that  in  mind. 

We  stand  adjourned  until  10  o'clock  in  the  morning. 
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Justification  of  the  Budget  Estimates 

THE  DEPARTMENT  OF  THE  TREASURY 


Bud lit 

Aoncfiix  Reque?!:  Proo'ioed  Revvi?: 


.ifi-.t, 


745   Bureau  of  Customs 

Sal  arias  and  Expanses  $236,400,000   -$14,200,000   $222,200,000 

(De^ste  parcgraph  under  this 
heading  and  insert  in   li.?u  thereof 
tha  follov/ing:) 

For  necessary  expenses  of  the 
Burcju  of  Customs,  including  purchase 
of  tv;o  hundrpd  and  twanty-one  passen- 
ger iiiotor  vehiclRS  (of  which  sevent.y- 
eigh!:  shall  bs  for  reslaceinant  only) , 
including  tv;o  hundred  and  ele\/en  for 
police-type  use;  acquisition  (purchase 
of  one),  operation,  and  liiaintenance 
of  aircraft;  hire  of  passenger  motor 
vehicles  and  aircraft;  not  to  exceed 
$.50,000  for  unforeseen  emergencies 
of  a  confidential  character  to  be 
expanded  uuder  the  direction  of  the 
S'iCretery  of  the  Treasury  and 
accounted  for  solely  on  his  certi- 
ficate; and  awards  of  cotnpsnsfltion 
to  informers  as  authorised  by  the 
Act  of  August  13,  1953  (22  U.S.C.  401); 
$222,200,000. 
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THE  DEPARTMENT  OF  THE  TREASURY 
BUREAU  OF  CUSTOMS 


To  provide  for  the  transfer  of  narcotics  Investigative  and  Intelligence 
activities  under  Reorganization  Plan  No.  2 


Reorganization  Plan  Number  2  of  1973  consolidates  all  Federal  drug 
law  enforcement  activities  Into  a  linlfled  command  under  the  new  Drug 
Enforcement  Administration  in  the  Department  of  Justice.  Those  drug 
Investigations  and  drug  intelligence  activities  currently  being  performed 
by  the  Bureau  of  Customs  will  be  transferred  to  this  new  agency.  Man- 
power and  other  resources  connected  with  the  transferred  function  will 
be  transferred  from  the  Bureau  of  Customs  to  the  Drug  Enforcement 
Administration. 

The  effect  of  this  reorganization  on  the  Bureau  of  Customs  will 
be  the  loss  of  735  position  (705  average  positions)  12  aircraft,  6  boats, 
439  passenger  motor  vehicles  as  well  as  miscellaneous  other  equipment 
property,  amd  records  that  go  with  the  positions  transferred.  To  provide 
for  the  positions  and  the  operational  costs  of  the  transferred  function 
will  require  a  net  reduction  in  our  1974  appropriation  request  of 
$14,200,000. 

The  positions  to  be  transferred  from  Customs  to  the  new  Drug 
Enforcement  Administration  are  as  follows: 


Special  Agents,  GS-5/15 509 

Boat  Handlers,  GS-5/11 12 

Customs  Patrol  Officers,  GS-5/9 23 

Clerical,  GS-3/9 104 

Funded  vacancies,  GS-5/7 55 

Unfunded  vacancies,  GS-5/7 32 

Total  735 
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THE  DEPARTMENT  OF  THE  TREASURY 

BUREAU  OF  CUSTOMS 

Salaries  and  Expenses 

Program  and  Financing  (in  thousands  of  dollars) 


75 

u 

estimate 


IdentiflMiloD  code 

15-15-0602-0-1-904 


Program  by  activities: 

Direct  program 

1.  Processing  of  persons 

2.  Processing  of  cargo 

3.  Processing  of  mail 

4.  Investigations  and  law  enforcement 

5 .  Security  and  audit 

6 .  Executive  direction 

Total  direct  program 

Reimbursable  program 

1.  Processing  of  persons 

2.  Processing  of  cargo 

3.  Processing  of  mail 

4.  Investigations  and  law  enforcement 

Total  reimbursable  program 

Total  program  cost  funded 

Change  in  selected  resources 

10.  Total  obligations 

Financing: 

Receipts  and  reimbursements  from: 

11.  Federal  funds 

14.  Nonfederal  sources 

25.  Unobligated  balance  lapsing... 

Budget  Authority 


Request 
Pending 


30,372 

120,433 

13,642 

67,191 

3,410 

1,352 


236,400 


30,877 

22,160 

385 

9,737 


63,159 


..74 


Proposed 
Amendments 


-14,200 


-14,200 


299,559 


299,559 


-33,720 
-29,439 


236,400 


-14,200 


-14,200 


-14,200 


„74 

esUiDaie 


Revised 
Request 


30,372 

120,433 

13,642 

52,991 

3,410 

1.352 


222,200 


30,877 

22,160 

385 

9,737 


63,159 


285,359 


285,359 


-33,720 
-29,439 


222,200 
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THE  DEPARTMENT  OF  THE  TREASURY 

BUREAU  OF  CUSTOMS 

Salaries  and  Expenses 

Program  and  Financing  (in  thousands  of  dollars) 


IdcnUflemUon  code 

15-15-0602-0-1-904 


Budget  Authority; 

40.  Appropriation 

41.  Transferred  to  other  accounts... 

42.  Transferred  from  other  accounts. 

43.  Appropriation  (adjusted) 

Relation  of  obligations  to  outlays: 

71.  Obligations  incurred,  net 

72.  Obligated  balance,  start  of  year 
74.  Obligated  balance,  end  of  year.. 
77.  Adjustments  in  expired  accounts. 

90.  Outlays 


Request 
Pending 


Proposed 
Amendment 


Revised 
Request 


236,400 


-14,200 


236,400 
-14,200 


236,400 

236,400 

15,177 

-12,177 


-14,200 


-14,200 


+   700 


222,200 

222,200 

15,177 

-11,477 


239,400 


-13,500 


225,900 
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THE  DEPARTMENT   OF  THE  TREASURY 

BUREAU  OF   CUSTOMS 

Salaries   and   Expenses 

OBJECT  CLASSIFICATION  (in  thousands  of  dollars) 


Idendfication  code 

15-15-0602-0-1-904 


1974 

pctimatp 


19  74 


Direct    Obligations: 

Personnel  comf)ensation: 
11.1         Permanent  f)Ositions ... 


11.3         Positions  other  than  permanent 

11.5         Other  personnel  compensation 

11.8         Sf>ecial  personal  services  payments. 
Total  personnel  compensation..  . 


Personnel  benefits: 
12.1  Civilian 


••J->.e — Bcncftts  for-fofmef-pef9on«»ek-fT 

21.0     Travel  and  transporution  of  persons. 

22.0     Transportation  of  things 

23.0     Rent,  communications,  and  utilities... 

24.0     Printing  and  reproduction 

25.0     Other  services 

26.0     Supplies  and  materials — 

31.0     Equipment 

32.0     Lands  and  structures 

^3.0 — Inve6tmen€s-aB44eans 

42.0     Insurance  claims  and  indemnities 

43<e — Interett  and-dividendg..- 

^^  0  Refundc 


91.0  4Jii-VQucl).ere.<J. 

Total  costs  funded 

95 . 0  .Quaxter.s..andsubs.istan.ce.. charg.es 

99.0        Total  direct   obligations 


Request 
Pending 


162,298 

2,577 

12,072 

376 


177,323 
16,582 

6,325 

1,051 

15,364 

882 
8,433 
2,352 
7,851 

250 


15 


236,478 
-78 


Proposed 
Amendment 


Revised 
Request 


9,819 

10 

1,597 

156 


-11,582 
-  1,101 

700 
60 

460 
14 

350 

246 
+   313 


-14,200 


152,479 

2,567 

10,475 

220 


165,741 
15,481 

5,625 

991 

14,904 

868 

8,083 

2,106 

8,164 

250 


50 


222,278 
-78 


236,400 


-14,200 


222,200 
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THE  DEPARTMENT  TO  THE  TREASURY 

Bureau  of  Customs 

OBJECT  CLASSIFICAT?6>f'(in  thmfsSnls^ of  dollars) 

Idcncificanon  code 

15-15-0602-0-1-904 

,0  /4 
estimate 

.9  74 

,.74 

Reimbursable   obligatigns: 
Personnel  compensation: 

11.1          Permanent  positions _    

Request 
Pending 

Proposed 
Amendments 

Revised 
Request 

21 ,890 

-- 

21 ,890 

11.3         Positions  other  than  permanent 

295 

-- 

295 

11.5         Other  personnel  compensation 

27,884 

-- 

27,884 

- 

- 

50,069 

-- 

50,069 

Personnel  benefits: 

3,911 

- 

3,911 

3,866 

._ 

3,866 

22.0     Transportation  of  things  „ _ 

1,292 

-- 

1,292 

392 
144 

392 
144 

__ 

25.0     Other  services - 

1,771 

— 

1,771 

104 

-- 

104 

1,610 

- 

1,610 

41-.e- -Grants, -»u^i<l<»r«nd<eHf«biMtens 

44.e- defends. _.... 

;  99vO         Total  reimbursable   obligations.., 
i  99.0     Total   obligations 

63,159 

63,159 

299,559 

-14,200 

285,359 
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THE  DEPARTMENT  OF  THE  TREASURY 

BUREAU  OF  CUSTOMS 

Salaries  and  Expenses 


Personnel  Summary 


IdenUlkatloD  code 

15-15-0602-0-1-904 


1.74 
estimate 


1.74 

MQroAto 


Request 
Pending 


Proposed 
Amendment 


Direct : 

Total  number  of  permanent  positions., 

Full-time  equivalent  of  other  positions 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary 

Average  salary  of  ungraded  positions. 


13,289 

365 

12,661 

8.8 

$13,023 

$9,348 


-735 
-  2 
-705 
-0.1 
-$35 


Reimbursable: 

Total  number  of  permanent  positions... 

Full-time  equivalent  of  other  positions 

Average  paid  employment 

Average  GS  grade 

Average  GS  salary 

Average  FC  salary 

Average  salary  of  ungraded  positions , 


1,302 

32 

2,127 

7.5 

$11,920 

$19,540 

$9,489 


Revised 
Request 


12,554 

363 

11,956 

8.7 

$12,988 

$9,348 


1,302 

32 

2,127 

7.5 

$11,920 

$19,540 

$9,489 


APPENDIX  A 
[The  information  which  follows  was  requested  on  page  956.] 


THE    DEPARTMENT    OF   THE   TREASURY 

BUREAU   OF   CUSTOMS 

WASHINGTON 


JUL    Q  1973 


MAN-4-04-O:I    ARD 
xBUD-1 


The  Honorable 

Tom  Steed 

House  of  Representatives 

Washington,  D.  C.   20515 


Dear  Mr.  Steed: 


At  our  June  26  hearings  on  Customs  1974  amended  budget 
request,  you  asked  that  we  furnish  you  with  a  descrip- 
tion or  outline  of  proposed  studies  related  to  Customs 
facilities  in  passenger  processing,  which  Customs 
might  undertake  during  fiscal  year  1974.   Enclosed 
are  brief  descriptions  of  five__pi:oposals  for  your 
consideration , 

We  shall  be  glad  to  discuss  these  studies  further 
with  your  Committee  or  provide  you  with  any  addi- 
tional information  you  wish. 


•Sincerely  youca, 


Commissioner  of  Customs 


Enclosures 

(973) 


'STUDY  NO.  1 


974 


Project: 


To  conduct  a  feasibility  study  to  identify 
advantages  and  disadvantages  and  to  identify 
other  pertinent  considerations  associated 
with  the  proposal  for  Customs  to  lease  space 
at  various  airports  throughout  the  United 
States  for  use  in  the  inspection  and  exami- 
nation of  passengers  and  their  baggage 
arriving  at  such  airports  from  foreign 
countries,  as  provided  in  Public  Law  87-255, 
September  20,  1961. 


Problem: 


Historically,  Customs  has  negotiated  with 
each  manager  of  airports  and/or  carriers  who 
operate  international  flights,  to  obtain 
whatever  space  these  parties  had  available 
or  was  willing  to  make  available  for 
Customs  and  other  federal  inspection  agen- 
cies to  process  international  passengers 
and  their  baggage  into  the  United  States. 
Since  Customs  has  never  had  funding  which  will 
allcw  them  to  lease  space  for  such  purposes, 
they  have  had  to  go  hat- in-hand  to  these 
parties  and,  in  most  cases,  accept  facilities 
which  were  inadequate  in  size  and  in  con- 
figuration.  Also,  in  many  cases,  these 
facilities  subject  returning  residents  and 
foreign  visitors  to  crude,  unsuitable  sur- 
roundings which,  in  many  instances,  are  un- 
kempt, unsightly,  overcrowded  and  do  not 
provide  any  comforts  for  the  traveling  public. 
With  the  growing  size  of  aircraft  passenger 
capacity  and  with  the  growth  and  the  number 
of  passengers,  this  system  not  only  adversely 
affects  the  Government  employee  and  the  traveling 
public,  but  significantly  affects,  and  in  some 
cases  prohibits,  the  federal  inspection  officer 
from  doing  an  efficient  and  effective  job. 


Methodology:     Utilizing  recommendations  developed  under  pro- 
posed Study  No.  2,  this  study  would  be  conducted 
over  a  3-month  period  under  Customs  management, 
utilizing  both  Customs  and  outside  consultant 
personnel.   This  study  would  involve  consulta- 
tion with  airport  operators  and  international 
carriers,  as  well  as  other  federal  agencies. 


Cost; 


Travel ; 


Consultant  personnel  one-half  manyear  — 

$23,750; 
Customs  personnel  one-half  manyear  — 

absorbed  in  workload. 

$2,100. 


STUDY  NO.  2 


975 


Project ; 


A  study  to  evaluate  present  passenger 
processing  space  layout  areas  and  baggage 
handling  facilities,  and  to  develop  an 
optimum  passenger  processing  area 
configuration  and  baggage  handling  facility 
at  airports  and  seaports. 


Problem: 


Passenger  processing  areas  and  baggage 
handling  facilities  are  inadequate  to  accommodate 
the  increased  growth  in  passenger  traffic  and 
changing  aircraft  passenger  capacities.   The 
present  facilities,  which  were  originally 
designed  for  a  much  smaller  volume  of  traffic, 
have  forced  Customs  to  expand  those  facilities 
in  an  uncontrolled  add-on  manner  constrained 
by  the  inability  of  Customs  to  specify  and 
lease  those  facilities  required  to  carry  out 
its  mission.   There  is  a  definite  need  to 
apply  the  expertise  of  those  well-informed 
on  such  items  as  traffic  flow,  space 
utilization,  equipment  and  other  areas  of 
expertise  to  develop  prototype  passenger 
processing  configuration,  space  requirements 
and  baggage  handling  facilities. 


Methodology:     This  study,  under  direct  Customs  management, 
would  include  both  outside  consultants  and 
Customs  personnel.   Involved  in  the  study 
would  be  airport  operators,  terminal  operators 
and  international  carriers,  as  well  as  other 
federal  agencies.   It  is  estimated  that  the 
duration  of  the  study  would  be  six  months. 


Cost: 


Consultant  personnel  two  manyears  — 

$95,000; 
Customs  personnel  one  manyear  — 

absorbed  in  workload. 


Travel: 


$6,200. 


93-674  O  -  73  -  62 
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STUDY  NO. 


Project:        To  evaluate  existing  U.  S.  Customs  land 

border  facilities  to  project  forecasts  of 
traffic  (persons,  vehicles  and  merchandise); 
to  project  facilities  required  to  accommodate 
increasing  levels  of  traffic  and  facilities 
required  to  increase  border  protection  capa- 
bility; to  develop  prototype  land  border 
facilities  and  explore  funding,  methods  and 
control  of  space  management. 

Problem:        A  substantial  portion  of  the  U,  S.  Customs 
land  border  facilities  is  located  and/or 
housed  in  inadequate  or  temporary  quarters . 
Customs  has  never  had  the  manpower  and/or 
other  resources  necessary  to  develop  a  com- 
prehensive assessment  of  land  border  facilities 
nor  to  develop  a  comprehensive  program  and 
funding  plan  to  provide  for  logical  new  or  re- 
placement facilities.   In  most  cases,  along  the 
northern  border,  inspection  and  examination  of 
merchandise  must  be  performed  on  a  tailgate  of 
a  truck  due  to  the  lack  of  any  semblance  of 
facilities  and,  in  many  cases,  due  to  physical 
layout  of  the  facility.   Likewise,  because  pri- 
orities have  changed,  there  is  almost  a  total 
absence  of  any  facilities  or  equipment  on  the 
northern  border  required  to  perform  even  minimal 
searches  of  vehicles  crossing  that  border. 

Methodology:   This  study  of  approximately  six  months  duration 
would  be  under  Customs  management,  utilizing 
both  outside  consultants  and  Customs  personnel. 
Involved  in  the  study  would  be  other  federal  agencies, 


Cost: 


Consultant  personnel  four  manyears  — 

$190,000; 
Customs  personnel  two  and  one-half  manyears  — 

absorbed  in  workload. 


Travel ! 


$6,368. 
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STUDY  NO. 


Project:       Evaluate  existing  major  sea  and  airport 
Customs  facilities  for  cargo  processing. 
Forecast  future  cargo  and  traffic  activi- 
ties.  Develop  facility  requirements  to 
cope  with  forecasted  activity. 


Problem:       The  Bureau  of  Customs  has  never  had  manpower 
or  other  resources  necessary  to  make  a  com- 
prehensive evaluation  of  its  facility  require- 
ments to  deal  with  changing  technology,  cargo 
packaging  and  modern  transportation  conveyances. 
As  an  example,  the  containerization  of  cargo 
poses  a  real  problem  in  the  areas  of  examination 
both  for  revenue  purposes  and  to  prevent  smuggling 
of  contraband  and  other  prohibited  or  restricted 
articles  into  the  United  States.   Economical  and 
efficient  methods  and  facilities  must  be  developed 
to  cope  with  the  increased  cargo  and  carrier 
traffic  and  to  cope  with  new  technology  in  pack- 
aging and  shipping,  and  modern  transportation 
conveyances. 

Methodology:   This  study,  to  be  completed  in  approximately  four 
months,  would  be  managed  by  Customs  utilizing 
both  outside  consultants  and  Customs  personnel. 


Cost: 


Consultant  personnel  two  manyears 

$95,000; 
Customs  personnel  one  manyear  — 

absorbed  in  workload. 


Travel; 


$6,800. 


STUDY  NO.  5 


978 


Project; 


To  evaluate  the  need  for  Customs  hostess- 
interpreters  to  assist  foreign  visitors 
and  Federal  inspectional  officers  in  the 
processing  of  foreign  visitors  into  the 
United  States. 


Problem: 


For  many  years,  Customs  has  been  hampered 
by  language  barriers  in  effectively  and 
efficiently  dealing  with  foreign  visitors 
and  foreign  diplomats  arriving  in  the 
United  States.   It  is  difficult  to  train 
professionally  Customs  inspectors  in  multi- 
language  skills  concurrent  with  training 
them  to  be  proficient  in  many  technical 
areas  of  Customs.   Through  the  years  Customs 
has  conducted  language  training  for  its 
inspectors  and  this  training  has  been 
reasonably  effective  and  rewarding  when 
Spanish  is  taught  to  a  Customs  inspectors 
stationed  on  the  Mexican  border,  or  French 
to  an  inspector  on  the  Canadian  border. 
In  the  passenger  processing  areas  at  airports 
and  seaports,  it  is  difficult,  if  not 
impossible,  to  teach  inspectors  multiple 
languages  and  to  direct  visitors  to  those 
who  speak  a  language  common  to  them.   Other 
agencies  in  Government  have  found  a  good 
market  of  multi-language  hostess-interpreters 
and  have  effectively  utilized  them  under 
related  circumstances. 


Methodology ; 


Cost: 


This  study,  to  be  completed  within  a  4-  to 
6-month  period,  would  be  managed  by  an 
outside  consultant  with  some  Customs 
participation.   Involved  in  the  study 
would  be  travel  agents,  international  air- 
lines, airpox   operators  and  other  federal 
agencies . 

Consultant  personnel  one  manyear  — 

$47,500; 
Customs  personnel  one-half  manyear  — 

absorbed  in  v7orkload. 


Travel : 


$2,100, 
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COST    SUJIT'IARY 


Study        Cost Travel  Total 


No, 

1 

$  23,750 

$ 

2,100 

$  25,850 

No. 

2 

95,000 

6,200 

101,200 

No. 

3 

190,000 

6,368 

196,368 

No. 

4 

95,000 

6,800 

101,800 

No. 

5 

47,500 

1/ 
$451,250 

2,100 
$23,568 

49,600 
$474,818 

1/  excludes  the  cost  of  five  manyears  for  Customs  personnel 
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